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Executive Summary 

Would It make sense to establish a new InstitutIOn In JamaIca whIch would lend to mIcro 
and small enterpnses (MSEs)? ThIS IS one of several optIOns, and the technical, InstItutIOnal 
and finanCIal steps that would have to be taken for Its ImplementatIOn are descnbed here 

BUlldmg a successful mlcrolendIng operatIOn In Jamaica would be a challenge The 
finanCial system IS aIlIng Most commerCIal banks are lOSIng money, some such as Workers 
Bank Incurnng senous losses and scheduled for merger Into Union Bank Wages and 
salaries are high by InternatIonal standards, due In part to the fact that the exchange rate has 
been maIntaIned at an artIfiCIally low level FInally, JamaIca has a populatIOn of only 
around 2 5 mIllIon, whIch lImIts the overall demand for mlcrofinance servIces 

There IS In pnnclple no reason why thIS challenge cannot be mastered, as demonstrated by 
the expenence of the mlcroloan program carned out by Workers Bank ThiS program has 
been supported SInce ItS InceptIOn In 1996 by USAID, which furnished assistance In project 
deSign as well as technical and finanCial support The program has a portfoho of 2,200 
loans amountIng to USD 800,000 which are managed by a total of 10 loan officers 
However, It has not yet reached the breakeven pomt The number of borrowers served and 
the outstandIng lendIng volume are stili too small for the program to be profitable As a 
result, ambItiOUS plans have been developed which envisage a major expansIOn of the 
program Workers Bank has high expectations regardIng the Impact of thiS bold strategy 

No less hIgh are ItS expectations regardIng the potential contnbutlOn of the "other half' of 
mlcrofinance Workers Bank plans to mobilIze micro and small saVIngs Via the branch 
network of the Jamaican Post Office which would be used to fund lending Here as well, 
though, there are certaIn open questions First should the collectIOn of saVings depOSIts 
from lOW-Income households be combined WIth lendIng to micro and small enterpnses? 
Second, If It makes sense to mobilize saVIngs via the branch network of the Post Office, 
then should loans also be offered via thiS network? 

Thus, what IS needed IS not first and foremost a Cl edll technology that will render It 
pOSSible to Issue loans to micro and small enterpnses, but rather an appropnate lll'illtlltlOnal 

framework which would place micro-lending on a commerCially sound footing free from 
dependence on SubSidies There are essentially three optIOns that could be Implemented 
each entaIlIng a different institutIOnal chOice 

~ Optlon I Leave thmgs as they are One optIOn would be for Workers Bank to continue 
to be responSible for the mlcroloan portfolio With the PO Savings component 
contInuIng to be handled by Workers Bank The advantage of thiS arrangement would 
be that, at least at first glance, It would not reqUire extensIve institutIOnal adjustments 
The current setup would be retained The dIsadvantage of thIS approach IS that It IS 
dIfficult enough to Integrate a mlcroloan portfolIo mto the operatIons of an establIshed 
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commercial bank, and even more problematic to do thiS when a new bank IS mvolved 
which has yet to pOSitIOn Itself In the market Similar questions anse with regard to PO 
savIngs, which are mobilized Via an external Infrastructure 

}o> OptIOn II Lendmg and savmgs m a smgle mstltutlOn The second option would be to 

spm off the mlcrofinance components, and mstall them 10 a new finanCIal mstltutlOn 
whIch would offer both mlcroloans and SImple saVIngs products delIvered eIther 
completely or partIally vIa the mfrastructure of the Post Office ThIS solutIon would 
appear to be advantageous because It would make speclahzatlOn pOSSible WIthout the 
necessity of bUlldmg a new Infrastructure But here as well, certaIn doubts are In order 
IS the Post Office Infrastructure a SUItable "platform" for mlcrolendIng? If It IS not, 
would It prove necessary to create separate mfrastructure? The apparent advantages of 
the "postal savIngs bank optIOn," which combInes mlcrocredlt and ITIlcrosaVIngs In a 
SIngle mStItutlOn, should not be permitted to obscure the follOWIng pomts It IS by no 
means clear that the eXistIng postal Infrastructure would be SUitable and If It were used, 
costly upgradIng measures would surely be reqUired 

}o> OptIOn III Spm off nllcrolendmg mto a specwltzed ImtltutlOn The third option deals 
With the problems under diSCUSSion through separate InstitutIOnal solutIOns The banks 
bemg merged Into UnIon Bank would not be burdened by a rapidly expandIng and 
from their POInt of View, potentially nsky mlcrofinance project ThiS optIon IS 
mdependent of deCISIOns regardmg the PO saVIngs The central component of thiS 
strategy IS to create a speCialized mlcrofinance mstltutlOn which could focus on ItS core 
bUSIness, micro lendIng 

Iromcally, the option which seems Simplest IS the one which has the most complex set of 
reqUirements Although option I appears attractive because It seems relatively easy to 
Implement, a closer look reveals that It IS the most Intncate It presupposes that the merger 
WIll not have any adverse effects on the mlcrocredlt program that the mlcrocredlt program 
wIll be accepted and supported as a normal lme of bus mess after the merger IS completed, 
and that the PO saVIngs component can be expanded and eventually turned mto a profitable 
operation, which It IS not at present And all of thIS would have to be assumed despite the 
fact that even an InstItutIOn lIke UnIon Bank would have only IllTIlted resources to devote to 
such an undertakIng 

While spInmng off the mlcrofinance component from Workers Bank but at the same time 
keepmg both the credit and savmg components wlthm a smgle mstltutlon under option II 
would be less complex, It would certamly be qUite challengmg m practice In view of the 
prevailing wage and salary structures finanCIal projections make It seem very unlIkely that 
thiS strategy would be commercially Viable funds mobIlized via the postal mfrastructure 
turn out to be not so inexpenSive after all, takmg mto account their admmistrative costs 
The third optIon, which appears to be the most Intncate m fact turns out to be less 
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complex It does not attempt to resolve all three problems at once Rather, It IS based on a 
stnct separatIon between the bankIng merger, mlcrolendIng and Post Office saVIngs 

The three optIons reqUire careful evaluatIOn, whIch thIS study seeks to provIde Costs and 
benefits of the vanous strategIes are analyzed, as are the ImplIcatIOns of each for the target 
group 

ThiS study could never have been wntten Without the assistance of many people In Jamaica 
The authors would lIke to thank everyone who took the time to meet WIth them and dIscuss 
their questions, and all those who directly and IndIrectly supported the work of the miSSion 
SpecIal thanks are due to the local representatIves of USATD, who were partIcularly 
helpful 
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1 Macroeconomic Developments 

Jamaica's overall economic situatIOn has detenorated markedly In recent years 
Whereas total economic output grew at an average 1 7% per year between 1987 and 
1997, 1t has declIned s1gmficantly SInce the mid 1990s In 1996 output shrank by 1 7%, 
and 10 1997 by 24% The downward trend has contInued Into the current year 
InternatIOnal observers estimate that Jamaica's overall economic output for 1998 will be 
2-3% down on the prevIous year Demand IS clearly weak In the Jamaican economy 

Table 1-1 BasIc Macroeconomic Indicators 

Item Umt 1993 199-l 199) 1996 1997 1998 

Real growth m % agamst pre, lOllS ) ear 1 -l 1 1 0) -1 7 -2 -+ -3 0 

Inflatlon m % agamst pre, IOUS , ear 300 270 260 160 90 50 

Budget balance m%ofGDP - 3 0 - -l 0 -20 -74 - 9 0 -80 

Current account m %ofGDP -) 9 -0) --l 6 -5 9 -9 1 -75 

Unemployment m % of total labor force 163 15 -l 162 160 16 ) 170 

Source The World Bank Plal1l11l1g Institute of Jal1lGlca 1998 data are estl/1/ates 

ThiS declIne has been caused by developments at the macroeconomic level filtenng 
through to the mlcroeconomlC level Pre-emInent among these has been exchange rate 
stabilization, whIch has IncreaSIngly become an obstacle to growth and development 
The strategy was adopted at the start of the 1990s With the aIm of dispellIng InflatIOnary 
expectatIOns, whIch were threatenIng to destablhze the economy However, InflatIOn 
was slow to come down, and thiS led to an appreciatIOn of the JamaIcan currency In real 
terms, makIng a declIne In JamaIca's competitiveness InevItable ThiS In cOmbInatIOn 
With an 10dustnal monostructure which depends largely on baUXite banana cultivation 
and touflsm, created senous balance of payment problems 

There has been a contInUOUS detenoratlOn In JamaIca's current account balance On 
average for the penod 1987-1997 JamaIca earned trade balance surpluses of almost 2% 
of Its GDP However, In 1996 the surplus was down to only 1 % and by the follOWIng 
year the trade balance slId Into the red With a defiCit eqUIvalent to 5 6% of GDP Not 
until the second half of 1998 did Jamaica start to report surpluses agam largely because 
the perSIstently low level of demand reduced the volume of Imports 

JamaIca's capItal account has seen an acceleratIng trend away from government lenders 
and toward pnvate lenders In 1986 the country's balance of payments defiCit was 
financed maInly by bilateral and multIlateral donors ten years later most borrowmg 
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was from pnvate-sector sources In pnnclple this IS a positive development, because It 
shows that Jamaica can now hold ItS own on the mternatlOnal capital markets However, 
the fact that capital mflows are mostly short-term borrowmgs IS a cause for concern 
Almost 55% of all debt owed to pnvate foreign creditors IS short-term and Jamaica 
currently expends 24% of Its export mcome to service thiS debt, raIsmg the questIOn 
whether the foreign-currency regime can be sustamed 

Table 1-2 Exchange Rates and Lendmg Rates 

Item Villt 1993 1994 1995 1996 1997 

Nommal Exchange Rate J$ 2568 3335 3554 3702 3558 

Real Exchange Rate Index 1993 =100 1000 1073 1296 1462 1652 

NOIlllnal Lending Rate %pa 500 460 490 420 350 

Real LendIng Rate %pa 200 190 230 260 260 

Source The World Bank Plannll1g Institute of JamaIca 

The mtense lIqUIdity squeeze of recent years also had wlde-rangmg consequences for 
the financial sector By 1996 many banks were strugglIng With non-performmg loans 
High reqUIred reserves, high mterest rates, massive mismanagement and Widespread 
mSlder lendmg pushed more and more banks mto a desperate SItuatIOn, whIch they 
beheved they could escape by engagmg m ever more nsky projects Many banks had 
close connectIOns to Insurance companies whIch had extensIve shareholdmgs mother 
compames, extensive wntedowns on the value of these mvestments caused difficultieS 
for the msurance compames, and With them the credit mstltutlOns to which they were 
hnked In February 1998, Jamaica's government, represented by the FinancIal SectOl 
A4;ustment CorporatIOn (FINSAC), assumed control of broad segments of the financial 
sector The government IS now workmg closely WIth McKmsey & Company consultants 
to restructure the bankmg system and resume commerclallendmg 

The bankmg system Illustrates the close mterplay between macroeconomic and 
mlcroeconomlc factors The cnslS IS not by any means due solely to mlcroeconomlc 
factors MIsmanagement, InSIder lendmg and cnmmal actIvItIes are WIdespread, but 
these do not fully explam why almost all banks are m cnSlS On the other hand, 
macroeconomIc factors alone would not provIde a suffiCIent explanatIOn of why some 
banks are m much worse condItIOn than others Only the macroeconomIc and 
mlcroeconomlc factors taken together explaIn why JamaIca's bankmg system has been 
hIt by a severe cnslS 

JamaIca's enterpnses suffer They find It Virtually ImpOSSIble to gam access to finance 
for expansIOn ThiS partIcularly affects large enterpnses, whIch have relted heaVIly on 
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debt finance to fund Investment In fixed assets and working capItal, few small and 
mIcro enterpnses had access to bank loans anyway IndIrectly they suffer as well, Since 
the posSIbIlIty has evaporated that greater competition could Increase banks' wIllingness 
to serve low-end market segments 

Structural change was relatIvely slow even before the banking cnSIS Table 1-3 shows 
that sectoral contnbutions to GDP have remained almost constant The pOint IS not so 
much the relatIve SIze of the serVIces sector, a residual category covenng all economIC 
activIties whIch cannot be aSSigned to one of the other sectors, but rather that Industnal 
productIon and constructIOn account for such a large share of total output, at 369% of 
overall economIC output In 1997 These are preCIsely the areas whIch are dominated by 
a few large enterpnses, whIch In turn had close links to banks before the cnSIS These 
mono structures can probably only be broken up "from below" 1 e through the gradual 
growth of mIcro, small and ultimately medIUm-sized enterpnses 

Table 1-3 Structural Aspects of GDP 

1993 199-+ 1995 1996 1997 

111% 

Agnculture 74 79 80 8-+ 7.:1-

Mtmng 87 92 86 9-l 99 

Manufacturmg 188 187 18 -+ 18 1 18 1 

ConstructlOn 95 88 9-+ 9 1 89 

ServIces 556 )) -+ 5) 6 )50 5) 7 

Total 1000 1000 1000 1000 1000 

Source Planning institute of Jammca 

Reform should not concentrate on the macroeconomic level alone, but also address the 
microeconomlC level Without microeconomiC reforms a change m the foreIgn-currency 
regIme could lead to sudden capital outflows and to a depreCiatIOn of the currency 
WhICh would be far m excess of what IS needed to neutralize the real apprecIatIon of the 
past few years The expenence of other countnes shows that when this occurs, the rate 
of inflatIOn qUickly clImbs and key mterest rates must be raIsed further the result would 
be mcreasmg mstablllty m both monetary and real economic terms 

UltImately, a stable instItutIOnal framework must WIthstand changes m the foreign 
currency regIme ThIS IS espeCIally true of the bankmg system Improvmg bankmg 
supervlSlon alone will not achIeve thIS, rather, a systematic technology transfer must 
take place that Will enable the banking system to aVOId the mistakes which a supervIsory 
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authorIty IS supposed to IdentIfy early on Not only early IdentIficatIOn but effective 
preventIOn IS needed to avert a repetItIOn of the cnSIS 

BUIldmg retail capacIty 10 the bankmg system can help achIeve stabIlIty, because 

» It dtlutes the relationship bankIng that currently domInates corporate finance, 

» banks enterIng the retail market have Incentives to orgamze their operations 
efficiently, mcrease productivity and make control mechamsms more strmgent, 

» cash flow lendIng methodologies replace collateral-based strategIes, and 

» the Importance of a SUItable InstitutIOnal framework for lendmg becomes clear 

InstItutIon buddmg wlthm the bankmg system cannot solve alI economIc problems 
However, mstItutlOn bUlldmg can make an Important contnbutlOn toward creatIOn of a 
bankIng system WhICh IS more robust, less vulnerable to macroeconomIc shocks Pohcy
makers would also benefit, smce they would not have to be as concerned about 
preservmg the stabIlIty of the bankmg system 
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2 Jamaica's FmancIaI Sector 

2 1 The Formal Fmanclal Sector 

2 1 1 Overview 

Some 200 financial mstltutlOns make up Jamaica's formal financial sector, mcludmg mne 
commercial banks, 12 "merchant banks," 78 credit umons, 11 bUIldmg socletles, 13 NGOs 
and an array of cooperative banks, msurance compames and other lendIng InstltutlOns In 
additIOn, there are InstltutlOns whIch comprIse a semi-formal and an Informal sector, such 
as NGOs, pawnbrokers and moneylenders JamaIca's commercIal banks operate a total of 
150 branches Its merchant banks are registered under the FmGlIcwl JmtTtlltlOlls Act and are 
mostly hnked to commercIal banks FInancIal mstltutlOns whIch do not hold a full bankmg 
lIcense under the BankIng Act are lImited In the bus messes they can undertake 

» Commercwl Banks Are at the core of Jamaica's financial system Under the BankIng 
Act they are permitted to conduct all types of bankmg busmess Pnor to the CrISIS they 
accounted for more than 60% of the assets of all financial mstltutlOns Most of the 
commercial banks were or stdl are part of "financlal-mdustnal groups" generally 
comprISIng other proViders of financial serVices, such as Insurance firms, and also 
mdustrIal enterpnses The commercial banks' extensive branch networks give them a 
presence In most urban areas m Jamaica 

» Merchant Banks The merchant banks operate under the Fmanclal InstltutlOns Act 
Merchant banks are allowed to take depOSits but they may not perform current account 
operatIons and are thus excluded from the general payments system The prolIferatlOn 
of merchant banks IS due to the legal reqUirements for thiS type of InstItutlOn mInImUm 
capital, mInimum reserves and lIqUidity These are lower than for commercial banks, 
which therefore chose to SpIn off part of their operations to merchant banks It IS now 
recogmzed that the reqUirements applyIng to merchant banks are out of proportlOn to 
the operations they are permitted, and steps have been taken to bnng the regulatory 
reqUirements for the two types of mstltutlOns closer to each other 

» Insurance Companzes Although not credit mstltutlOns m the conventlOnal sense 
msurance compames have played a very Important role m Jamaica's financial system I 
ThiS was particularly true before the CriSIS when msurance firms acqUIred mterests m 
other busmesses These acqUIsitIOns were funded With msurance premiums mvestment 
mcome and bank loans When the Jamaican economy went mto profound CrISIS and 
many of these mvestments proved to be not particularly profitable their value declmed 

In 1998, Jamrucans held more than 180 000 lIfe msurance polices an e'\1remeh large number given a 
populatlOn of onlv 2 5 Imlhon ThiS underscores the Importance of the ll1surance mdustn for the finanCial 
sector as a ~ hole 
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on a massIve scale ThIs put many Insurers Into a dIfficult financial situation, tnggenng 
a chaIn reactIon whIch also rocked the banking system 

~ BUIldmg Societies BuIlding socIetIes date back to a law passed In 1897 OngInally set 
up to finance hOUSIng on a cooperatIve basIs, they evolved Into full-fledged financIal 
instItutIOns offenng a comprehensIve range of servIces The bUIlding socIetIes were 
covered by neIther the Banking Act nor the FinancIal InstItutIOns Act until 1995, when 
more and more of them became Insolvent and cases of bankruptcy fraud began to 
mount An emergency law was passed whIch placed them under central bank 
supervision As a consequence, the number of bUIldIng socIeties dropped from 36 In 
1995 to 10 In 1997 TheIr functIOns can In pnnclple be taken on by ordInary 
commercIal banks, making theIr future cloudy 

~ Credit UnIOns CredIt UnIons supply financIal servIces to rural as well as urban areas 
They are not subject to bankIng supervIsIon TheIr market share IS very small As of 
March 1998, theIr combIned total assets amounted to a mere USD 113 4 mIllIon or Just 
over 6% of the bankIng system's total assets ofUSD 4 5 bIllion Their assets are spread 
across more than 70 institutIOns some of which have a bUSiness volume that IS scarcely 
enough to enable them to break even 

JamaIca's finanCIal system was ongInally modeled on the Bntlsh system wIth stnct 
separatIon between commercIal banks and other finanCial instItutIOns ThIS Imposed 
specIalIzatIOn has gradually been eroded In JamaIca and elsewhere ThIS trend was 
accelerated by the fact that It has proved pOSSIble to cIrcumvent the ngorous provIsIons of 
the BankIng Act by founding non-bank finanCIal Intermedlanes If the requIrements for the 
vanous types of finanCIal instItutIOn are made to converge, thIS wIll take away the very 
foundatIons on whIch the Anglo-Saxon system was buIlt, paving the way for a tranSItIOn to 
a heavIly controlled unIversal banking system Whether such control can be exercIsed 
WIsely to create sustaInable systems around the world remainS to be seen 



-
-

• 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Partner Earlv Draw Ban!. - A Nell ~!lcrofinance 1I1SIltU!IOI1 /11 JamGlca 

Table 2-1 The Commercial Bankmg System of Jamaica 
as of June 30,1998 

Bank 

Total 

National CommercIal 

Nova Scotia 

crnc 

CItizens --
Workers Umon 

Eagle Ban!.. 

Island Vlctona 
./ 

CltIbank 

Trafalgar Commercial 

* Denotes FINSA C control 
Source Bank of Jammca 

Total Market 

Assets Share 

111 bn J$ 111% 

1599 1000 

698 436 

536 335 

107 67 

101 63 

ol7 29 

32 20 

29 1 8 

ol2 26 

08 05 

7 

Total Pnor years' 

Capital Profi tsl (Losses) 

111 bn J$ 111 bn J$ 

32 (7 15) 

3 8 (003) 

52 010 

08 010 

02 (I 10) 

(80) (620) 

06 (002) 

02 (0 olO) 

01 002 

o 1 (000) 

Despite this trend toward convergence certam dlfferentlatlOns are based on genume 
dIfferences of substance For example banks are normally defined by their bemg permitted 
to receIve depOSIts Protectmg depOSitors not borrowers or other customers Justifies stnct 
supervision of the bankmg system InstItutIOns which do not collect retail depOSits should 
not be treated as If they did The relevant authontles are well aware of the basIc legal and 
regulatory dlstmctlOns between finanCial mstltutlOns that receive depOSits and those that do 
not 

Nonetheless, there WIll be numerous changes In the Jamaican finanCIal system deSigned to 
prevent future cnses Two areas In particular will be affected first the bankmg regulatory 
framework, and second, the bUSIness poliCies of the banks which should concentrate less 
on large-scale customers and Instead turn their attentIOn to lower segments of the market 
Whether they wdl do so because of market forces IS doubtful as the follOWIng sections 
show 
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2 1 2 The Regulatory Framework 

The regulatory framework wlthm which banks, merchant banks and bUlldmg societies 
operate IS defined by two pieces of legislatIOn the Bankmg Act and the Fmanclal 
InstitutIons Act In additIOn, the Money Lender Act reqUIres lenders to obtam specIal 
permission from the mlmstry of finance to charge final borrowers mterest rates m excess of 
20% However, thIS regulatIOn has ceased to have any practical functIOn Special permits 
are Issued routmely, and many financial mstltutlons, espeCIally m the semi-formal and 
mformal sectors, Ignore the rule altogether The followmg remarks focus on the Bankmg 
Act and the Fmanclal InstitutIOns Act First we give a bnef descnptlOn of these laws, then 
antICipate some lIkely developments 

2121 The Bankmg Act 

The Bankmg Act of 1992 defines banks as mstitutlOns which receive depOSits (mcludmg 
demand depOSits) 

Bankmg Busmess means the busmess of recelvmg from 
the pubhc, on current account or depOSit account, 
money which IS repayable on demand by cheque or 
order and which may be mvested by way of advances to 
customers or otherwise, and such other busmess of a 
lIke nature as the Mmister may, by order, prescnbe 2 

The law gives the mmistry of finance the power to define the kmds of bus mess which banks 
may undertake The mmlstry IS also the office to which applIcatIOns for a bankmg hcense 
must be submitted, and the Fmance Mmlster, after consultmg the Bank of Jamaica (BoJ) 
decIdes whether to grant hcenses 

Llcensmg Procedures 

Licensmg IS governed by proVISions which are generally consIstent With mternatlOnal 
standards 

~ Mmmlum Capital The apphcant must present eVIdence of bemg able to furmsh capItal 
of at least J$ 80 mtihon (Usn 23 millIon) For foreign banks, the mmimum capItal 
reqUIrement IS J$ 250 mIllIon (USn 7 2 millIon) To obtam a bankmg hcense a 
JamaIcan apphcant must make an mitial cash contnbutlOn of J$ 60 millIon foreign 
apphcants must pay m a slmtiar percentage of the total reqUIrement that applIes to them 

2 The Bankmg Act Act 17 ofl992, Part I Prehmmary 2 - (1) 
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~ "FIt and Proper" Criteria. The proposed managers must be capable of performing their 
duties responsibly and In accordance with the Interests of the depositors Grounds for 
doubting their abilIty to do so would Include a cnmInal record which ImplIes 
dishonesty, or responsibilIty for a bankruptcy 

~ Foreign Shareholders Foreigners are allowed to own stakes In Jamaican banks 
RestnctIOns apply only to foreign governments or their organIZatIOns, which are not 
permiHed to own more than 5% of a bank establIshed under Jamaican law, or to 
exercise voting nghts representmg more than 5% of the share capital 

Prudential Requirements 

The main prudential requirements are 

~ Reserve Fuml Each bank must maintain a capital reserve, Into which It must pay 15% 
of Its net profits at the end of each year untJl the reserve has grown to 50% of paid-in 
eqUity capital From then on 10% must be paId In annually untJl the fund equals the 
amount of paid-in capital 

~ Cash Reserve Every bank must maintain a cash reserve at the BoJ amounting to at least 
5% of total hablhtles A bank's hqUld assets may not fall below 15% of ItS habllIttes 

~ FIXed Assets The value of a bank's fixed assets must not exceed that of Its eqUIty 
capital The fixed assets are to be valued at hlstoncal costs Banks may only own real 
estate to the extent necessary for the conduct of banking operations 

~ Lendmg Terms and ConditIOns Loans Issued on terms that differ from market rates 
must not exceed 20% of the bank's equity capital If the beneficlanes are related parties 
according to the definition provided In the Banking Act ThiS corresponds to the 
international smndard defimtmn 

~ Loan Security Unsecured loans to related parties must not exceed 5% of a bank's 
eqUity capital Unsecured loans to other borrowers must not exceed 10% of the equity 
capital 

~ PartIClpatmg Interests Banks may acquire holdmgs m other companies prOViding that 
no indiVidual shareholdmg exceeds 20% of the bank's eqUity capital 

~ Loan Loss Pro VI '11011 'I PrOVISions must be made for loans on which no mterest or 
pnnclpal payments have been received for more than 6 months 
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These prudentlal reqUIrements have two shortcommgs 

~ The Bankmg Act does not explIcitly stIpulate a ratIO of eqUIty capital to nsk-welghted 
assets, as would be reqUIred by mternatlonal standards 

~ StIpulatIOns concermng loans to related parties are not clearly separated from those 
governmg the terms on WhICh such loans may be Issued These two tOpiCS are dealt With 
m a smgle set of proVISIOns, which may lead to mlsmterpretatlOns 

The mam problem has been enforcement However, regulatory forbearance has been 
replaced by deCISIve actIOn by FINSAC m cleanmg up the mess 

M,nimum Reserves 

The minImum reserve reqUIrements for commercIal banks (Table 2-2) are very high m 
companson to their past levels and to those mother countnes This creates mcentlves to 
establIsh merchant banks, which are subject to much lower rates, and potentially to engage 
m nsky ventures 

Table 2-2 Mmlmum Reserve ReqUirements for Commercial Banks 

Commercial Banks DomestIc Currency ForeIgn Currency 

as % o/totallzabllztles· 

Cash Reserves 

LIqmd Assets 

2300 

4500 

• With the pOSSible exceptIOn o/multllateral credit lmes m certam cases 
Source BaJ 

2000 

4000 

Shortcommgs m the Bankmg Act are bemg sorted out by a task force under the chaired by 
the deputy governor of the central bank Its recommendations are due m 1999 

2122 FmanClal InstItutIOns Act 

The Fmanclal InstltutlOns Act of 1992 does not contam a POSitive defimtlOn of a financial 
mstltutlOn but states the respects m which It dIffers from a commercial bank Under this 
law, financial mstltutlOns may engage m bankmg operations With the exception of 
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~ current account management, and therefore by ImplicatIOn also 

~ domestIc payments and funds transfers 

11 

They may accept other lands of deposIts, provIded that these deposIts do not exceed 20 
tImes the value of eqUIty capItal The provIsIons of the Fmanclal InstItutIons Act devIate 
from those of the Bankmg Act 10 two respects lower mmImum capItal reqUIrements and 
mmImum reserve rates 

Local or foreIgn apphcants for a hcense must demonstrate that they can provIde mintmum 
capItal of J$ 25 mIlhon (approx USD 700,000), of whIch J$ 20 mIllIon must be paId 10 

cash when the applIcatIOn IS submItted 

Table 2-3 Mmlmum Reserve ReqUirements for Non-banks 

Non-Bank FmancIaI InstItutIons DomestIc Currency ForeIgn Currency 

as % oj totallwbriztres 

Cash Reserves 

Llqmd Assets 

17 

35 

* With the possIble exceptIOn oJmultziateral credit lmes m certam cases 
Source BaJ 

213 The Bankmg System 

2131 EvolutIOn of the Bankmg System 

17 

35 

ThIS sectIOn presents an overvIew of the evolutIOn of the financIal system, focusmg on 
commercial banks up to the general bankmg cnsls The chapter ends by lookmg ahead to 
ltkely future developments 

Historical Outlme 

The first commercIal bank, the Bank of Jamaica, was founded 10 1936 by Bntlsh 
merchants (The hIstorIcal Bank of JamaIca IS not related to the present central bank) One 
year later, the Colomal Bank establtshed a branch 10 JamaIca, followed by the Planters 
Bank and vanous Canadian banks 1Oclud1Og Bank of Nova ScotIa 

UntIl the 1960s there were no spectacular developments wIthm the bankmg system 
Exchange rate stability was achieved through a currency board system Under thIS regime 
the central bank had very lImited powers, If any, to baIl out msolvent banks, whIch ensured 
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that discIplme withm the bankmg system was tIght That changed when the currency board 
system was abandoned and monetary pohcy, as well as the bankmg system Itself 
mcreasmgly came to be treated as mstruments for achIevmg polItIcal goals ThIS perIod was 
characterIzed by slow growth, relatIvely hIgh mflatIon and notOrIously heavy pressure on 
the JamaIcan currency Workers Bank went mto operatIOn m 1974 explIcItly to serve the 
"workmg people of JamaIca" and to proVIde a country-wIde supply of finanCIal servIces on 
favorable terms OperatIonal meffiCIenCIeS and hIgh loan default rates showed how 
problematIC thIS model was 

Table 2-4 CommercIal Banks - ConsolIdated Balance Sheet 

Item 06/30/97 

mbn J$ 

Assets 1488 

Cash and Reserves 381 

Investments 301 

Loans 502 

FIxed Assets 39 

Other 265 

LIabIhtIes 1407 

DepoSIts 1024 

Borrowl11gs 104 

Other 179 

Capital l ) 8 1 

PaId-In and Reserves 8 1 

Pnor years' Profit/CLoss) (0 5) 

Current Profit/CLoss) 05 

J) Includmg RecapitalizatIOn by FINSAC' 
Source Bank of Jamarca 

Structure 

% of total 
assets 

1000 

256 

202 

338 

26 

178 

946 

688 

70 

120 

54 

54 

(03) 

03 

06/30/98 Structure 

111 bn J$ % of total 
assets 

1599 1000 

115 72 

537 334 

370 23 1 

43 27 

534 334 

1566 979 

1127 705 

179 7 1 

260 103 

33 2 1 

12 1 76 

(7 1) (44) 

(1 7) (l 1) 

Change 

111% 

750 

- 69 8 

784 

-263 

103 

1015 

113 

101 

721 

453 

-603 

494 

200 

-

Economic polIcy changed at the start of the 1990s A strategy of exchange rate stabIlIzatIOn 
Imposed hard budget constraInts Banks were prIvatIzed, IncludIng Workers Bank and the 
market was opened to foreIgn banks Old habIts underwent a less dramatIc change than 
expected however, and moral hazard made It ImpOSSIble to maIntaIn the stabIhty of the 
bankmg system over the long term RapId credIt expansIon encouraged by a stable 
exchange rate, was financed With short-term capItal Inflows The combmatIOn of these 
factors produced a CrISIS 
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The Cnsls 

Rapid credit expansion between 1990 and 1995 Increased loans to the pnvate sector by an 
average 42 6% a year For the penod as a whole, (USIng year end figures), this corresponds 
to an expansion of 489 6% This was also a real expansion of 66% ExceptlOnaIly high 
mflatlOn rates of over 80% were recorded In 1991 The burden of COpIng With an expansIOn 
on that scale was great In 1996 the financial system was plunged Into a major cnsls by the 
collapse of Century NatIonal Bank, and In 1997 the government took over numerous 
financial InstitutIOns 

Vanous factors were to blame One set of factors was associated With the bankIng 
regulatory regime Another had to do With deficiencies In the banks' credit operatIOns 

(I) Legal Framework 

)0> Legal ambigUities The legal framework IS less clear than It should be, leaVIng bankIng 
regulatory reqUIrements open to InterpretatIOn If so deSIred 

)0> Regulatory Forbearance By 1996 there were sIgns that banks were gettmg mto 
difficulties However, the authontles did not take firm action for fear of preclpltatmg a 
bank run 

(II) Technology-Related and Institutional Problems 

)0> InstitutIOnal defiCienCies The formatIOn of large financial groups and mSlder abuse of 
"house banks" co-existed With substantIal InstitutIOnal defiCienCIes 10 core areas of 
bank 109 Banks appear to have been unable to handle large numbers of customers 
efficiently, due In part to InsuffiCient mformatlon systems and technology 

)0> Technology-related defiCienCies Credit deCISIOns based on cash flow analYSIS remam 
the exceptIon Loans are generally Issued on the baSIS of collateral and/or personal 
connectIOns, glvmg borrowers' ablhty and wlllmgness to repay a subordInate role 

2132 Ways Out of the CriSIS 

FINSAC was set up 10 January 1997 to reorganIze the bankmg system and to create a new 
baSIS for the activItIes of the finanCIal sector Its specific objectIves are to 

)0> restore the bq1lldlf} alld !>olvency of mstltutlons that would otherwIse be closed, 

)0> strengthen financIal management to aVOId solvency problems In the future 
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» raIse the level of efficiency III the jmanclal sector as a whole thereby makmg a 
contnbutlOn to the sector's stabIlity that goes beyond CrISIS management, 

» create an attwetlve enVll onment and a favorable mvestment clImate that wIll attract 
foreIgn capital to JamaIcan financIal mstltutlOns 

A seven-year lImit has been placed on FINSAC's mandate to prevent It from becommg a 
permanent state holdmg company Its purpose IS to facilitate rapid repnvatizatlOn of umts It 
has taken over and restructured The mstruments It IS usmg to rehabilItate the bankmg 
system mclude 

» systematIc consolIdatIOn of bad loan portfolIos 

» appomtment of new management, 

» sale of assets that are not part of the banks' core bus mess 

» Improvement of management mformatlOn systems 

» collectIOn of delmquent outstandmg claIms 

» support for regulatory reforms 

FINSAe has taken control of more than 130 financIal mstltutlons mcludmg msurance 
compames hke Island Life and the largest bank m the country Na/lOnal Commelclal Bank 
Probably one of FINSAC' s most dIfficult tasks IS to merge WOl kel \ BanA 15land T lctm la, 
Citizens Bank, and Eagle Commelclal Bank mto the new Unum Balik whIch wIll be the 
thIrd-largest financIal mstltutlOn In JamaIca 

Future Developments 

There IS no vIable alternatIve to the efforts beIng undertaken by FINSAC Whether they 
Will be successful depends In partIcular on whether the new managements redefine theIr 
mstItutlOns' core bUSIness m such a way as to achIeve long-term stabIlIty and expansIOn 
For thIS undertakmg to succeed It IS ImperatIve that 

» government mfluence over the bank 109 sector be systematIcally reduced 

» the bankmg supervIsory authontJes be wlllmg to take preventIve actIon 

» cash flow-onented credIt technologIeS gradually be Introduced 

» banks develop stable InstItutIonal structure 
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2 2 Interim ConclusIOns 

JamaIca has a populatIon of only 2 5 mIllion and roughly 200 financIal mstltutlOns It IS 
repeatedly claImed that the Island IS "overbanked" However, takmg mto consIderatIOn the 
types of customers they serve provIdes a dIfferent perspectIve The commercIal banks and 
merchant banks pnmanly cater to large-scale customers Corporate finance IS the dommant 
busmess at some banks, whereas others have concentrated on consumer lendmg to salaned 
employees wIth hIgh mcomes MICro and small entrepreneurs stIli turn to the mformal 
sector to finance the expansIon of theIr busmesses 

However, stable mSlder relatIOnshIps, personal frtendshlps and firmly cemented busmess 
relatIOnshIps wlthm financlal-mdustrtal groups began to come unstuck and some collapsed 
altogether As ofJune 30, 1998, SIX of the nme commercial banks reported heavy losses At 
least five banks are apparently techl11cally msolvent even If thIS IS not reflected m theIr 
pubhshed financIal statements 

Wntedowns and wnte-offs have left the assets of the bankmg system concentrated m even 
fewer hands than before NatlOnal COl11mel cw/ Bank (NCB) and the Bank of Nova Scotia 
(ENS) now account for more than 77% of the total assets m the system WIth formatIon of 
Ul110n Bank, lendmg busmess Will become more concentrated 

Thus, competitIOn m the bankmg system WIll probably decrease ThIS m turn makes It less 
probable that the banks WIll be wIllmg to explore new market segments If banks launch 
programs geared to smaller borrowers they WIll tend to be publtc relatIons exercIses 
Small-scale customers WIll stIll rely on semI-formal and mformal sources at hIgh effectIve 
mterest rates that may retard development of the MSE sector 

Only one senous attempt has been made to Implement a profeSSIOnally competent mIcro 
lendmg operatIon and mtegrate It mto the structures of a commerCIal bank In 1996 
Workers Bank, m collaboratIon WIth USAID, set up a credIt program aImed at mICro and 
small enterpnses and deSIgned to establtsh lastmg relatIOnshIps between the bank and these 
customers In addItIon Workers Bank IS usmg the branch network of the Post Office to 
attract depOSits from small households and thus to prOVIde financIal servIces even m rural 
areas However, the Impendmg merger of Workers Bank raIses the questIon of how the 
program should contmue 

)0- Should the mIcro credIt portfolIo and Post Office Savmgs remam wlthm the 
mstltutlOnal framework of the merged Ul110n Bank? 

)0- Should both components be spun off and mtegrated mto a new mstltutlOn? 

)0- Should a separate solutIon be found for the mIcro credIt portfolto? 
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To answer these questIons, we present a profile of Workers Bank, and then exam me the 
mstItutlon's expenence 10 mlcrofinance servIces (Iendmg and savmgs) On thIs baSIS, we 
develop scenanos and consIder optIons 
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3 Mlcrofinance III Jamaica 

Over the last several decades the Jamaican Government and InternatIOnal donors have 
mcreased their attentIOn to the micro and small enterpnse (MSE) sector A number of 
assessments of the MSE sector In Jamaica revealifs slgmficant Size, role In economic 
growth, and provIsIOn of employment The maJonty of studies and surveys have Identified 
access to credit and capital as a major constraInt Although the GOJ and donors have 
supported ImtIatlves aimed at providing credit to MSEs, only a small portIOn of the sector 
presently utlhzes credit programs The maJonty of mlcrocredlt programs struggle with 
hmlted outreach, excessive delinquency, low effiCiency, and operatIng losses ThiS section 
reviews the MSE sector, demand for credit, and supply of finanCial services for MSEs 

3 1 The MSE Sector 

The most recent natIOnal survey on micro and small enterpnses, conducted In 1996 by the 
Statlstlcal Institute of Jamaica (ST A TIN), estimates that there are approxllnately 93,000 
micro and small bUSinesses In Jamaica Although the number of MSEs has remaIned fairly 
constant over the past two decades, the micro and small bUSiness sector has expenenced 
some changes In compositIOn 

Characteristics 

The mlcroenterpnse sector IS Widely dispersed 22% of bUSinesses operate III the greater 
Kingston area, 35% In other urban areas, and 43% In rural areas I Although It IS difficult to 
track movement of mlcroenterpnses over time because of changes In statistical 
claSSificatIOn, It appears that there has been migratIOn from urban areas to rural areas 2 

2 

"Survey of Non-Agricultural MIcro and Small Busmesses Statistical Institute of Jamaica 1996 

"A comprehenSive DescnptIOn of the MICro and Small Enterpnse Sector Cannell McFarland 
September 1997 
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Table 3-1 Number and Percent of Mlcroenterprlses by Geographic LocatIOn -
1996 

LocatIOn Number Percent 

KIngston Metropohtan Area 20470 220% 

Other Urban Areas 32450 349% 

Rural Areas 40190 431% 

Total 93 110 1000% 

Source 1996 MIcro and Small Enterpnse Survey - JamaIca 

Unhke countnes m which many mlcroenterpnses operate from makeshrft premIses or 
transact busmess directly on the streets, 48% of firms m the SME sector m Jamaica m 1996 
operated out of "own premises", 36% rented premIses and only 4% were "squattmg 3 

Growth of the MSE sector 

There was substantial growth (153%) m the number of MSEs between 1983 and 1996 
Accordmg to the 1996 National Survey, sole propnetorships compnse 89% of the sector, 
With 58,910 enterpnses concentrated m wholesale/retail (63%) Non-trade actIvities 
accounted for 37% of MSEs This represented a substantial shift m busmess activity 
between 1983, when 47% of enterpnses conducted retail and wholesale trade, and 1996, 
when 63% of enterpnses were m trade 

Table 3-2 Number and Percent of Non-Agriculture Mlcroenterprlses m Jamaica 
By Type of Activity -1983,1990 and 1996 

ActIVIty Number Percent 

1983 1990 1996 1983 1990 1996 

Trade 17,370 49,070 58,910 472% 552% 633% 

Non-Trade 19,410 38,780 34200 528% 448% 367% 

Total 36,780 87,850 93,110 1000% 1000% 1000% 

Source 1996 Mcro and Small Enterpnse Survey - JamaIca 

3 STATIN 1996 
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The mlcroenterpnse sector can grow In two ways expansIon of eXIstIng busInesses and 
establishment of new busInesses ExpansIon generally reflects Increased economic 
opporturutles whereas new bUSInesses may sImply reflect Increased unemployment Simply 
analyzmg patterns m the numbers of mlcroenterpnses reveals httle about the growth or 
prospenty of the sector One possible measure IS to analyze growth of employment by 
eXlstmg mlcroenterpnses, reflectIng growth WithIn the sector In general, the micro and 
small busmess sector IS not a large contnbutor to paid employment Accordmg to the 1996 
NatIonal Survey, paId workers represented about 38% of employment In the sector The 
maJonty of enterpnses employed "own account" propnetors (52%), and unpaid famtly 
members (10%) 4 Employment proVIded by the sector Increased sltghtly between 1992 and 
1996 Average employment was 1 8 employees per firm In 1992 and 1 9 In 1996 5 

Table 3-3 Number and Percent of Micro enterprises By Size - 1992,1996 

1992 1996 

Busmess SIze Number Percent Number Percent 

Own Account 41990 473% 63 140 678% 

1-4 paid employees 41370 466% 26940 289% 

5-9 paid employees 5490 62% 3030 33% 

Total 88850 1000% 93 110 1000% 

Source 1996 MIcro and Small Entcrpnsl, Sunc\ JamaIca 

The total number of MSEs Increased from 88 850 In 1992 to 93,110 In 1996 "Own 
account" firms accounted for the overall change In number of enterpnses There were 
decreases m the number of bUSInesses emplOYIng 1-4 workers (-34%) and In those 
emplOYIng 5-9 workers (-45%) In the 1996 NatIOnal Survey, less than 20% of firms 
reported contmuous expansion smce begInnIng 20% reported expansIOn but that bUSIness 
had SInce slowed, and 30% reported that bUSIness had remaIned the same 6 

Of the approxImately 2,000 enterpnses Interviewed In the 1996 NatIOnal Survey, less than 
11 % were start-ups Fifteen percent had eXisted for one year, and 75% had been operatIng 
for over two years There was a higher percentage of young firms (1-4 years of operatIOn) 

4 

5 

6 

STATIN 1996 

McFarland, 1997 

STATIN, 1996 
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10 1996 than 10 1992, and a lower percentage of older firms 7 The Increase of newer firms 
occurred m Kmgston, wIth the percentage of older firms mcreasmg m rural areas 

Nmety four percent of busmesses surveyed In 1996 had started their enterpnses from 
scratch as opposed to 10hentmg or buymg eXlstmg busmesses 8 ThiS represented an 
10crease from 86% ofMSEs startmg from scratch In 1983 9 

Surpnsmgly, there does not appear to be a direct link between the unemployment rate and 
the number of "own account" and unpaid workers III micro and small enterpnse 10 

Accordmg to the 1997 McFarland study, unemployment dropped from 20 4% m 1975 to 
16% m 1996 Dunng the same penod, the number of "own account" and unpatd workers as 
a percentage of the total labor force dechned only slIghtly, from 32 4% to 31 6% 

Table 3-4 Unemployed, "Own Account" and Unpmd Workers 

Year Unemployment Rate Own AccountlUnpmd Workers 
as % of Total Labor Force 

1975 204% 324% 

1983 264% 332% 

1992 158% 35 1% 

1996 160% 316% 

No statistical mformatlon eXists on the extent that micro and small busmesses are hnked to 
larger enterpnses m Jamaica A 1996 Mlcroenterpnse Assessment conducted by the Inter
Amencan Development Bank suggests that there are fewer honzontal and vertical hnkages 
than would be expected for a mlddle-mcome country such as JamaIca 11 Linkages where a 
few large enterpnses contract With mlcrobusmess are found on a lllTIlted scale m 
agnculture, beverage dlstnbutlOn and furmture manufactunng 

8 

9 

10 

11 

McFarland 1997 
McFarland 1997 

McFarland 1997 

"UnpaId workers are generaIl\ fmml\ members or apprentlccs \\ ho do not rcccl\ C cash pm ment for 
their work 

'Mlcroenterpnse Dc\e)opment m JamaIca PrehmmaT\ Assessment Mark D Wenncr Intcr-Amencan 
Development Bank September 1996 
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Mlcroenterpnse IS characterIzed by cash transactIOns, wIth very lIttle supplIer credIt 
Accordmg to the 1996 NatIonal Survey, most MSEs reported that supplIers reqUired cash 
payment at the tIme of delIvery A very small percentage (76%) paId partly cash on 
delIvery, with the balance on credIt 12 Only a neglIgIble percentage of MSEs obtam 
merchandise or servIces purely on credIt 

Constramts 

The 1997 McFarland study lIsts a number of constramts faced by microentrepreneurs, 
pomtmg to Issues saId to face JamaIcan SocIety m general lack of discIplme, high cost of 
hvmg, lack of access to educatIOn, health servIces, and transportatIOn, along wIth cnme 
Other obstacles mclude bureaucratic dIfficultIes, problems m dIstnbutlOn, and shortage of 
skIlled workers 

3 2 Potential for Capital and Credit 

Capital and credIt problems are reported to be one of the most serIOUS constraInts IdentIfied 
by micro and small enterprIses, wIth the lack of workIng capItal the most pressmg obstacle 
to growth of the sector More than one quarter of bUSInesses In the 1996 NatIonal Survey 
stated lack of access to credIt as one of theIr four major problems wIth 20% lIstIng lack of 
access to credIt as theIr number one problem The majorIty of enterprIses with 5-9 workers 
lIsted credIt as theIr bIggest problem About 30% of "own account" enterprIses and firms 
wIth 1-4 workers IdentIfied credit as a major problem Reported capital and credit problems 
were most preSSIng for MSEs m the KIngston MetropolItan Area where 34% of bUSInesses 
lIsted credIt as a major problem along with low market demand Twenty four percent of 
busmesses m other urban areas, and 27% of bUSInesses In rural areas Identified lack of 
credIt as a major obstacle 

12 McFarland September 1997 
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Table 3-5 Problems Identified by Mlcroenterpnses by Employment Size and 
LocatIOn - 1996 

Problem Total O\\n WIth 1-2 WIth 3-4 WIth 5-9 Kmgston Urban 
Account Workers Workers Workers Met Area Areas 

Low Market Demand 445% 467% 412% 417% 292% 345% 454% 

Nonpayment of Chents 334% 384% 252% 216% 125% 210% 330% 

HJ.gh Pnces of Supphes 332% 343% 323% 281% 278% 224% 340% 

CaPital and Cash Flow 284% 278% 291% 281% 361% 344% 247% 

HJ.gh UtIlIty Costs 198% 183% 226% 266% 167% 164% 214% 

AVaIlabIlity of Supphes 100% 104% 99% 94% )6% 11 -l% 97% 

Source 1996 Micro and Small Enterpnse ~urvev - Jammca 

22 

Rural 
Areas 

485% 

394% 

376% 

273% 

200% 

97% 

Most MSEs Identified lack of additIOnal workIng capital as the number one constraInt to 
expanSIon, outrankIng low demand 

Table 3-6 Barriers to ExpanSIOn Identified by Mlcroentrepreneurs - 1996 

Problems 

InsuffiCIent WorkIng Capital 

Low Demand 

Shortage ofMachInerylEqUipment 

Lack of Space 

Shortage of Staff 

Other 

Total 

Source 1996 MIcro and Small Enterpnse ~ur\eJ 

%SMEs 

298% 

227% 

177% 

140% 

68% 

90% 

1000% 

According to the 1996 NatIOnal Survey bUSinesses used a vanety of funding for start up 
capital 49% used personal savings 22% obtaIned funds from famIly and fnends, and 22% 
"threw a partner" Other fund .. were found through other bUSInesses (3%) or sale of assets 
(3%) Four percent of enterpnses obtaIned finanCIng from commercial banks, and less than 
2% from credit Unions It IS clear that Jamaican mlcroenterpnses have not relIed on 
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financial mstltutiOns for start up capital These results represented lIttle change from those 
obtamed m 1992 

The 1992 and 1996 NatIonal Surveys on mlcroenterpnse refer to "a reluctance of micro and 
small busmesses to utilIze finance from credit mstltutiOns " Mlcroenterpnses mtervlewed m 
the surveys stated that they do not want to use financial mstltutiOns to finance their 
operations because they do not lIke to borrow and they want to be mdependent 
Entrepreneurs also alluded to SuspICiOn of banks, high mterest rates and fear of losmg 
collateral The McFarland study questions these results, and refers to barners to entry as a 
plausible explanatiOn Given that the Workers Bank Mlcroloan Program presently has over 
2,000 active chents repaymg loans at substantial mterest rates and guaranteed by some form 
of collateral, deeper analYSIS IS needed of the reasons behmd "reluctance" to borrow from 
commercial mstItutiOns 

3 3 Supply of Credit 

Smce the early 1980s, the GoJ and mternatiOnal agencies have supported wholesale 
programs and retail lendmg mstltutiOns focussed on the MSE sector MJihons of dollars and 
strong polItical support has been thrown at formal and semIformal finance programs The 
results have been dlsappomtmg Outreach IS hmlted provldmg credIt to only 5% of the 
estimated market of possibly 40000 mlcroentrepreneurs who want to borrow and are 
creditworthy In additIon, lIttle InstitutiOnal capacity has been developed 

331 Formal 

Commercial bank.s and finance compames have hardly served mlcroenterpnse Of 
enterpnses surveyed m 1996 only 7% reported requestmg loans from commercIal financIal 
mstItutiOns, and 75% of total bUSInesses had never applIed for a loan from a commercial 
InstitutIOn Of those applymg for such loans less than 6% actually obtaIned them 

Workers Bank, With over 2000 actIve chents and J$ 223 mdhon (US$ 805,000) m 
mlcroJoans outstandIng IS the only bank In Jamaica presently providIng mlcrocredlt on a 
relevant scale ThiS program IS discussed In the follOWIng sectIon 

Bank of Nova ScotIa, With support from CIDA and Kmgston RestoratIon Company plans 
to mtroduce a micro loan program m 1999 In economically depressed Inner-cIty areas of 
Kmgston USIng group lendIng First loans WIll be capped at J$ 6 000 With gradual Increases 
to over J$ 40,000 by the eIghth loan cycle Small loans from other commerCial banks were 
pnmanly consumer loans No bank beyond Workers Bank had speclahzed products, loan 
methodology or staff dedIcated to thiS end of the market 
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CredIt umons have been more active than the commercial banks In providing credit to the 
small end of the market Four credit umons participate In externally funded MSE loan 
programs As of September 30, 1998, these four served 1,311 active chents with an 
average outstanding loan SIze of approxImately J$ 60,000 (US$ 1,704) and J$ 78 2 mIlhon 
(US$ 22 mIllIon) outstanding The average arrears rate In the credit umons' MSE loan 
portfolIo was 31 % Only one of these credit umons had an average loan size under J$ 
10,000 (US$ 285) Average loan sIze outstanding for the three others ranged from J$ 
54,000 (US$ 1,552) to J$ 176,334 (US$ 5,038) 

3 3 2 Semiformal 

The Government of JamaIca, with support from donor agencies, has supported several 
micro and small enterpflse credit programs operated by NGOs The maJonty of these 
programs are heavIly subSidized, with lImited outreach excessive arrears, poor 
accountabilIty, and operating losses The four major MSE credit grantIng NGOs operatmg 
m JamaIca collectively served 2 290 active c!tents as of September 30,1998 Their 
combmed outstanding portfoho was ]$ 3804 mtilIon (US$ 109 mtlhon) with 
approxImately 43% of combined outstanding portfoho at fisk Average loan size 
outstanding wIthin these programs ranged from a low of]$ 10512 (US$ 300) to a high of 
J$ 176,334 (US$ 5,038) Interest rates charged range from 1 25% to 5% monthly 

Donors have provided loan funds to retail lending NGOs commercial banks and credit 
umons through second tier mstltutlOns The Government of the Netherlands (GoN) and the 
European Umon (EU) have been the largest prOViders of these wholesale funds The 
approxImately US$ 5 mllhon Go]IGoN Micro Enterpnse Project (Phase II) IS the extensIOn 
of the two year pIlot project which began 111 four pan shes 111 September 1991 Phase II 
WhICh began 111 1994 and extended the project through 1998 expanded coverage 
throughout the country The Go]IGoN channeled funds through Eagle Merchant Bank 
whIch lent to participating retaIl 111stitutlOns at a rate of 13% per annum The retaIl 
instItutIOns determ111e their own 111terest rates for on-lend111g to micro and small enterpnses 
A total of 1,378 sub-loans (J$ 288 6 mtlhon) were disbursed between 1994 and June 1998 
The average loan amount was ]$ 209 433 (US$ 6,000) As of September 1998, there was 
approxImately US$ 8 mtlhon 111 the rotatIng loan fund with J$ 210 mllhon (US$ 6 0 
mIllIon) outstandmg As this program closes at the end of 1998 the Go] and GoN are 
exammlng new activities that could be supported with the rotat1l1g fund 

The GoJIEU MICro Enterpnse Lending Scheme, which began operatmg In May 1995, was 
IdentIcal In deSign to the Go]IGoN project Numerous problems arose and the EU 
suspended lend111g In early 1996 The program has been redeSigned and IS scheduled to 
resume 111 late 1998 The EU Will channel between US$ 8 mtlhon and US$ 12 Imlhon 
through two apex 111stltutlons (Trafalgar Development Bank for small loans and MEDA for 
mIcro loans) that Will lend at 12%-13% to retaIl orga111zatlOns The EU has agreed to an 



Table 3.7: PORTFOLIO INFORMATION 
ON MICRO/SMALL LOAN PROGRAMMES IN JAMAICA 

As of September 30,1997 As of September 30,1 ~»98 

Number Portfobo Average Number PnnClpal Portfobo Number 
institutions Active Outstandmg Loan SIZe Loansm Balance at Active 

C1Jents (Value -JS) Outstandml Arrears at RIsk RIsk (".) Chents 

Credit Union 1 t (KIngston Based) 438 S38326994 S87505 126 $10860 372 2834·1. 590 
It'nv.te Non t'rom Lenlltng AgencyZ 
(bland wide) 1617 S245 012 637 S151 523 190 S56 524 018 23 07·/. 1492 

Private NOO' (Kingston Bued) 537 S8 194385 SIS 260 212 - 545 

Credit Union l' (Rural Based) 856 S3 154008 S3685 14 S86112 273°/. 512 
Government Lenomg InsututlOn 
(Island wide) 82 $8088016 S98634 - 000°/. 253 
,-reolt L'nlon" {l!.mpIO)ee Hased '" 
Islandwlde) 60 $12649645 S210827 15 $5738144 4536.". 70 

Credit Umon 4' (Rural Based) - - - - - 000% 139 

\tlDA I (lsland"lde) - - - 000% -
Workers BanI. Micro Loan Program 796 5703343 $7165 139 S 846182 1484% 2083 

~-
Total __ 9 86 _321,129!028 $73 217 696 74054828 23 06°1. 5684 

NOTES 

I Informabon relates to thClf e'1emally funded nucrolsmaU loan programmes 

2 Informabon IS al Augusl31 1997 and 1998 resPCCb'-'C1y as data for September 1998 wen: nol yel avadable 

The portfobo SIZe and value IS for thctr enltre nucrolsmaU loan portfobo while the arrears information IS only for thetr GoJIGoN MEP and GoJIEU portfobos 

AI Seplember 1997 the portfobo Size and value was 1628 and JS24S 382,505 respeCbVely 

3 TIus mslltullon only started 10 track outstandtng pnnclpal balance of loan m arrears smce 1998 
" Informabon relales 10 thetr smaU Loan Fund and Special Crewt IrullabVcs facwbes 
5 Informabon relales to loan programmes funded under the GoJIGoN MEP the smaU Loan Fund and Trawllonal Crewt facwbes 
AI Seplember 1998 overaD loan portfobo was csbmaled at JS83M "'lth 785 acbVe borrowers 
6 AD thetr MSE loans arc funded under the GoJ/GoN MEP 
7 AU thetr MSE loans arc funded under the GoJIGoN MEP l1us msbtubon resumed lendmg to the MSE sectaM the last quarter of 1997 
8 MIDA reported arrears of9",.al September 1998 

SOURCE ProVIded by Developmenl Opbons Ltd. October 1998 

Portfobo Average Number 
Outstandmg LoanSae Loans In 
(Value-JS) Outstandml Arrears 

S55 679 681 S94372 134 

S263 090 646 S176334 234 

S5 729 237 S10512 188 

S5070476 S9903 143 

Sl4595108 S57688 234 

>$9850192 S140717 14 

$7551206 $54325 63 

$97021081 -
$22288014 $10700 514 

480,875,640 S84 602 1,524 

Pnncipal 
Balance 

at RIsk 

$17903806 

$62271073 

S2 106 527 

SI 513960 

S13 020 202 

S2 273301 

$603844 

$85551425 

$1353197 

186597,335 

Portfobo 
at 

RIsk (".) 
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unfortunate policy to cap retaIl mterest rates at 23% which may not make It possible for 
providers to cover their mflatIon adjusted costs 

3 3 3 Informal 

No statistical mformatlOn eXists on the depth and breadth of mformal finance 10 Jamaica 
However, an estimated 50% of all Jamaicans have participated 10 a "partner throw" the 
local ROSCA As prevIOusly mentIOned, 22% of the mlcroenterpnses partlclpatmg 10 the 
1996 National Survey obtamed start-up capital for their busmesses by throwmg a partner It 
IS unclear how Important thiS source of financmg IS for fundmg busmesses 10 the MSE 
sector 

Partner throws are mformal groups conslstmg of up to 30 members though they are usually 
smaller Each group has a "champIOn" who based on social status and also to a Significant 
degree on age, IS considered particularly trustworthy The champIOn functions as the 
group's "banker", whose dutIes mclude organIzmg group meetings which usually take 
place once a week, collectmg the money and ISSUing It to the member whose turn It IS to 
receIve the "throw" accordmg to a prevIOusly defined roster In general a partner's rank 10 

the roster IS a function of hiS or her senlOnty of membership 

Average costs of obtammg funds through a partner throw vary Some "bankers" who 
organize throws do not charge a fee for their services but Simply take the first "draw" 
Other "bankers" who organize throws do not contnbute 10 the throw but take one draw as 
their fee The ~st of thiS form of financmg depends on the "banker's" fee or draw, the 
number of participants, and 111 WhICh cycle the participant receives hIS or her draw Costs 
range from an mterest free loan 111 cases that the banker charges no fee and the participant 
receives the first draw, to effective mterest rates well over 100% 

More professIOnal vanatlons of 111formal lendmg have also evolved Moneylenders tend to 
speCialize 10 emergency finance Rates of 250-300% p a are not unusual Often, Items of 
value or checks are taken as secunty The loans are usually disbursed qUickly, the precise 
terms are often deCided partly on the baSIS of how much the lender likes and trusts a gIven 
borrower Ventable chams of professIOnal moneylenders have also developed Although 
moneylenders operate In a legal gray area they are tolerated by the authontles and go about 
their busmess largely undisturbed Moneylenders are an Important part of the finanCial 
system 

3 4 ConclUSIOns 

There are almost 100,000 MSEs operatmg 10 Jamaica, most of which list lack of access to 
credit and capital as one of their major problems The maJonty of eXisting enterprIses rank 
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credit and capital as the number one constraInt to growth of their busInesses At the same 
time, there have been a Wide varIety of GoJ and donor sponsored credit programs with 
mllhons of dollars of fundIng aimed at thiS sector Most have had UnImpreSSive results The 
exceptIOn has been the Workers Bank micro loan program, which has achieved signIficant 
outreach, sohd repayment, and effiCiency ThiS program alone, With ItS 2 000 actIve chents, 
demonstrates that the demand and the abilIty and wIllmgness to repay loans eXist m the 
JamaIcan MSE sector 
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4 Workers Savmgs and Loan Bank 

The Walkers Savmgs and Loan Bank (WOlkels Bank), a full servIce bank dedIcated to 
servmg the workmg class of JamaIca, was establIshed by an Act of ParlIament m 1973 
ThIS Act mcorporated the Government Savmgs Program, whIch had operated through the 
Post Office network, mto a full serVIce bank Imtlally, the Government of JamaIca and 
trade umons were the major shareholders After close to 20 years of operatmg losses the 
bank was pnvatlzed m 1991 The Corporate Group, led by Delroy Lmdsay, purchased and 
assumed management of the Bank The Corporate Group mcluded a merchant bank, 
msurance company, bUIldmg socIety and other busmesses Workers Bank then expenenced 
dramatic growth For the first tIme, Workers Bank operated at a net profit m 1994 In 1996, 
It recorded a J$439 6 mIllion deficit, and dramatIcally detenorated In 1997 wIth losses of 
over J$ 2 0 bIllIon 

Table 4-1 Balance Sheet of Workers Bank - 1997, 1998 

Item 06/30/97 Structure 06/30/98 Structure Change 

bl1 JS % of total bn JS % of Iota I % 
a\\U\ as\e/~ 

Assets 94 1000 47 1000 -500 

Cash and Resen es 1 2 128 1 1 234 -8 3 

Investments 03 '1 2 08 170 1667 

Loans ) 2 )) '1 1 1 234 -788 

Fixed Assets 04 42 08 170 1000 

Other 23 245 09 192 -609 

LiabilItIes 98 1043 127 2702 296 

DepOSits 3 6 381 30 618 -167 

Borrowmgs 23 24 ) 87 18) 1 2783 

Other 39 41 ) 1 0 21 3 -745 

Capital (0 4) (43) (80) (170 2) -

PaId-Up 008 8-, 003 06 -

Reserves and other o 12 12 ~ () 17 ') 6 -

Accumulated Profits (02) (2 I) (6 2) (l31 9) -

Current ProfitiLosses (04) (43) (2 0) (426) -

Source Bank of Jammca 
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In early 1998 FINSAC took control of the management and ownershIp of the Bank It IS 
mergIng Workers Bank wIth three other Insolvent banks McKInsey & Company IS 
presently analyzIng merger strategIes and WIll advIse FINSAC on optIOns Bad assets WIll 
be stnpped off and FIN SAC WIll attempt recovery of bad debt The merged InstItutIOn wIll 
Inhent what performIng assets remaIn, along wIth al1 deposIts The merger wIll attempt to 
capItalize on the complementary strengths of each of the four banks, buIldmg synergIes and 
mcreasmg efficIency It IS envIsaged that the merged mstItutIOn wIll purchase Government 
paper and gradually enter Into lendIng The future owners have not been determIned The 
future of Workers Bank's 14 bankIng outlets, card center and post office diVISIOn IS unclear 
Transamenca finanCIal services WIll Implement the recommendatIons made by McKInsey 
and approved by FINSAC 

EconomIC declIne In JamaIca, high Interest rates and the Bank's mIsmanagement and 
reckless lendIng to shareholders and connected partIes led to the collapse Profit and loss 
statements for 1996, 1997 and the first nIne months of 1998 reveal Interest expense 
consistently hIgher than Interest Income ThIS In part IS explaIned by the hIgh rates of 
delInquency, WhICh by September 30 1998 reached 94% of the portfolIo The Director of 
Credit Risk for Workers Bank estImates loans to connected partIes account for 55%-60% of 
the portfolIo at nsk As of September 30, 1998, only two (Half Way Tree and the Western 
DIstnct Post Office) of the 16 operating umts/branches operated at a profit 1998 year-to
date losses were J$ 1 6 btlhon OperatIng losses were J$ 6 9 btlhon In 1997 and J$ 4396 
millIon In 1996 

Total assets of Workers Bank were J$ 94 bIllIon on June 30 1997 55% (1$ 5 2 bIllIon) 
were loans By June 30, 1998, total assets were J$ 4 7 bIllIon a 50% decrease 111 12 months 
Loans equaled less than 24% of total assets I 

To InvestIgate optIOns for the ITIlcroloan portfolIo we analyzed the charactenstlcs and 
performance of the "small end" of the eXIstIng portfolIo Approxllnately 85% of the number 
(as opposed to value) of outstandIng loans In 1997 and 1998 were conSIdered to be small 
and medIUm sized As of December 31 1997 Workers Bank had 16 037 loan accounts, 
totalIng J$ 6 53 bllhon 2 The average loan sIze outstanding was J$ 406 877 (USD 11 625) 
If the 20 large loans to finanCIal InstItutIOns and the 317 loans whIch financed large 
Investments In tounsm and profeSSIOnal servIce firms, were backed out of the portfolIo, the 
average loan amount for the remaInIng 15,700 clIents drops to J$ 158736 (USD 4535) 
NIne months later, as of September 30 1998 Workers Bank had 12056 loan accounts 
totahng J$ 6 28 billIon The average loan sIze outstandll1g was J$ 521 080 (USD 14,888) If 
the 10 large loans to finanCIal InstItutions and the 197 loans which financed large 

2 
Informatlon prO\ Ided b.)- Bank of JamaIca 
Loan portfolIo mfonnatlon \\as pro\ Ided b, the Director of Credit Risk 1t Workers Bank for 1996 1997 
and the first three months of 1998 TillS IIlfOrlll1tlOn does not match loan portfolio balances III the draft 
versIOn of the 1997 audited finallcnl statements 
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Investments In tOUrIsm and professional service firms were backed out of the portfolIo, the 
average loan amount for the remaInIng 11,859 clients drops to J$ 166,114 (USD 4,746) 

Closer InSpectIOn reveals three Important Influences on the average size of loans 
outstandIng First, the 2,000 mlcroloan program chents, with average loan SIze outstandIng 
of J$ 10,000 (USD 305), are Included In these figures Second, In many cases, multiple 
small and medIUm Sized loans were recorded for the same borrower, generally a connected 
party FInally, about 4,000 loans remaIn actIve on the books with a balance of less than J$ 
700 (USD 20) Because of dIscrepancIes In calculatIng Interest, Workers Bank has several 
thousand loans classIfied as actIve accounts, whIle chents believe they have repaId In full It 
would be more expenSIve for Workers Bank to try to collect these small balances than to 
wnte them off 

Customers' deposIts remaIned faIrly constant between 1995 and 1997 SavIngs deposIts 
vaned between J$ 1 3 bIllIon and J$ 1 4 bIllion whIle other deposIts vaned between J$ 3 3 
bilhon and J$ 4 1 bIllion LIabIlItIes IncludIng J$ 1 9 bIllion due to Bank of Jamaica, 
Increased dramatIcally from 1995 to 1996 Total lIabIlities doubled from J$24 bIllion In 
1995, to J$ 4 4 bIllion In 1996 Workers Bank received over J$ 2 2 bIllion from FINSAe In 
1997, at a rate of 15% per year ThiS coupled With Increased borroWIng of J$ 3 8 bIllIon 
from Bank ofJamalca Increased lIabIlities to J$ 7 3 bIllion In 1997 

Other than ItS small mlcro!oan portfolIo lIttle remams m Workers Bank that would fit With 
the core busmess of a specialIzed micro and small bus mess finance company 
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5 Mlcrofinance at WOI kers Bank 

51 The Post Office DIvIsion of Workers Bank 

5 1 1 Overview 

Fmanclal mstltutlons reqUIre an mfrastructure Smce mamtaInIng an mfrastructure IS 
usually expenSIve, offenng financIal serVIces through an eXIstIng Infrastructure IS an 
attractIve optIon, especIally when the aIm IS to serve broad segments of the populatIOn 
EstablIshmg a branch m every CIty, town and vIllage IS hardly a feaSIble means of attractIng 
and consolIdatmg small and very small saVIngs depOSIts The solutIOn WhICh naturally 
suggests Itself IS to use an eXlstmg mfrastructure WhICh already has a broad network 
through WhICh the financIal InstItutIOn can offer ItS servIces And although there IS only a 
lImIted connectIOn between postal servIces and modern financial serVIces, the post office 
mfrastructure offers Just thIS kInd of network ThIS IS the ratIOnale behInd post office 
savmgs banks 

In JamaIca, the tradItIon of combInIng postal service" With Simple saVIngs products dates 
back to the 19th century Founded In 1870, the GOl'ellll11ent 'lavmg5 Bank (GSB) collected 
small and very small saVIngs depOSIts and Invested them In government secuntles 
Immediately after the Workers Bank was founded, responsIbIlIty for Post Office (PO) 
SavIngs was transferred to Workers Bank whIch took over GSB However, It has contInued 
to use the Post Office Infrastructure, I e office space personnel and lOgiStICS In return the 
Post Office receIves 3% of the monthly net transactIOn volume under an agreement that 
expIres In 2001 The PO SavIngs DIVISion of the Workers Bank has around 70,000 active 
depOSIts and a depOSIt volume of USD 10 mtllton The program offers passbook saVIngs 
and Partner SavIngs, a product modeled on ROSCAs, through 246 of the post office's 821 

Table 5-1 PO Savmgs - Overview 

Penod DepOSIt LIabIhtles Actl\ e Accounts TransactlOlls 

JamQlcan dollar~ 111 1I1I1!tol1~ Va Vo 

1995 2868 91036 :;7062 

1996 311 2 83223 54260 

1997 3447 81 177 47439 

1998 1) 3543 74.tO.t 3.t 932 

J) End of September 
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Source Workers Bank 

branches Despite the relatively low fees paid to the Post Office, the PO Savings DIvIsion 
of Workers Bank operates at a loss, why IS this the case and what can be done to put the 
PO DIvIsion In the black? 

The follOWIng sectIons discuss relevant aspects of PO SavIngs Insofar as possible based on 
the available data, some of whIch are unsatIsfactory 

512 The PO DIvIsion's Market POSitIOn 

5121 Products 

To reach broad segments of the populatIOn VIa the Post Office network, products must 
fulfill two cntena 

~ FIrst, the products must be easIly comprehensible to the Post Office's customers, who 
may not be finanCially sophisticated 

~ Second, the products must also be easy for the staff at Post Office counters to deal with 
Since they are not trained commercial bank employees The same applIes to back office 
tasks It would be Inappropnate for example to ask back-office staff to perform 
complIcated Interest calculatIOns 

Accordingly, the PO DIVISIOn offers only two maIO products 

~ simple passbook saVIngs, the "claSSIC" savmgs product and 

~ Partner Savings, a saVIngs plan based on a concept similar to ROSCAs 

In additIOn, the Gold Stamp Sa\'lllgs Plall features a lIfe nsurance component ThiS IS a 
relatIvely minor part of the InstitutIOn's busIness and IS not discussed In detaIl here 

Simple Passbook Savings 

The simplest product IS the passbook saVIngs which ensures the safety of depositors' 
funds A minimum deposit of J$ 50 (less than USD 2) and a photo IdentificatIOn are 
reqUired to open an account These Interest-beanng accounts prOVide depOSitors with a 
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product whIch ensures the safety of their funds Interest at 13% p a IS paid tWice a year, In 
March and September I The Investment Income tax IS wIthheld when Interest IS paid 

Interest IS paid on the monthly mInimum balance This has varIOUS effects First, Interest 
cost IS lower than the nomInal Interest rate on average total deposits Second, Interest IS 
easy to calculate Third, as a kInd of withdrawal fee, It could motivate deposItors not to 
withdraw their funds, except In the perIod Immediately after Interest IS posted LikeWise, It 
could encourage deposits Just before the calculatIon perIod begIns For this Incentive to 
work, customers would have to know how Interest IS calculated, which IS normally not the 
case PO SavIngs, therefore, probably sees thIS arrangement as a way of keepIng capital and 
adminIstratIVe costs as low as possible 

Postmasters keep only !tmlted cash reserves on hand, and can limIt a customer's withdrawal 
to J$ 2,000 on any given busIness day Withdrawals of J$ 30000 or more must be 
requested approximately a week 111 advance and the applIcatIOn IS forwarded to Workers 
Bank 

ThIs polIcy on WIthdrawals may also have helped to protect the PO when rumors were 
cIrculatIng that Workers Bank was IlliqUid Even If the depositors had wanted to WIthdraw 
theIr funds, It would not have been technically possible On the other hand, the restnctlve 
polIcy on Withdrawals h1l1ders the establishment of long-term relatIOnships WIth customers 
who save on a regular basIs, steadily Increasmg theIr deposits Many customers who have 
saved around USD 1,000 whIch IS qUite feasIble m the case of small entrepreneurs or 
salarIed employees With fairly high Incomes WIthdraw theIr funds and transfer them to a 
commercial bank - which may be the Workers Bank RestrIctIOns on Withdrawals make PO 
SavIngs InflexIble With !tmlted lIqUidIty and thus less attractive to customers With larger 
deposIts 

The overall Image of PO SavIngs tends to lImIt the potential customer base All Post Office 
branches With a PO SavIngs WIndow feature a sign IdentifYIng them as agencies of Workers 
Bank However, customers are hardly aware of the dIfference From their POInt of view 
they are takIng their savIngs to the Post Office not to Workers Bank The Post Office 
enJoys a good reputation as a reliable Institution where funds can be deposited safely 
WIthout danger of theft or embezzlement On the other hand however dealIng With a 
commerCIal bank has a prestIge value and some good' customers migrate to commercial 
banks When It comes to savmgs busmess the Post Office faces an mherent structural 
problem which cannot eastly be solved what IS an advantage from one pomt of view IS a 
dIsadvantage In another context 

Until 1997 the mterest rate on depOSIts "as 1 'i% 
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Doubts are In order as to whether the passbooks are really a completely safe product There 
IS some question as to how Immune they are to fraud, since they do not contain a photo of 
the account holder and are filled out by hand ClassIc k.lnds of fraud such as altenng figures 
(changIng a "one" to a "seven," for Instance) can easIly occur even though the PO Savings 
DIvIsion of Workers Bank inSiSts that fraud IS not an Issue It IS not completely clear how or 
when the DIvISion could determme that fraud had taken place, as there 1S no onlme real
tIme system that would keep passbook entnes and the DIvIsIon's bookkeeping records 
consistent at all times There are also no financIal pnnters m use, nor are there plans to 
acqUIre any Payment receipts are filled out by hand, maIled to Workers Bank and 
processed there m batches Depending on how long thIs takes, slgmficant deviatIOns can 
anse between the passbook entnes and the bookkeeping records Loss of receipts also 
cannot be ruled out Some post offices gIve the IlnpresslOn that theIr archIVing and filing 
methods are not up to modern banking standards 

Audits are conducted only In certain areas and are carned out solely by Internal auditors 
from Workers Bank Audits are typically done tWIce year and are based on spot-checks 
Therefore, It remains WIthin the realm of possIbilIty that cases of fraud will slIp through the 
rather large gaps In the system of Internal controls - all the more so gIven that postal 
employees act only as agents of Workers Bank. They may feel less loyalty to the Bank than 
they would to theIr own instItutIOn 

Partner Savmgs Account 

In contrast to the simple Passbook SavIngs account Partner SavIngs IS a savings plan 
requmng that regular payments be paid In to an account at Workers Bank PO Savings 
DIVISion ThiS product IS modeled after the local ROSCA or partner throw Payments are 
normally at least J$ 200 per week, the contracts run for 16 24 36 or 48 weeks At the end 
of the contractual penod the customer receives a bonus If all payments as agreed In the 
contract were made on time If even a SIngle payment was late the bonus IS forfeited The 
amount of the bonus can vary but It IS usually equal to a Single payment mstallment 

ThiS product IS good one for two reasons One, the Partner Savmgs concept so closely 
resembles a ROSCA that customers reportedly have the l1npreSSlOn that they are 
participatIng In a ROSCA Two the Partner Sav1I1gs concept can easIly be turned 111tO a 
credit product by Simply moving up the date of payment of the bonus sum ("early draw") 
Workers Bank thus offers an elegantly deSigned saVIngs product which at least In 
pnnclple, can be transformed Into a credIt product With lIttle dIfficulty The product IS easy 
for the customers of the Post Office to understand and easy for the counter staff to 
admInister, meeting cntena mentIOned above 

From the POInt ofvlew of the PO DIVISIOn, the Partner Savings plans offer a whole range of 
advantages In companson to ClaSSIC paSSbOOk savmgs 1I1cludmg 
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);> Low admmlstratlve costs Regular, predictable deposits make cash management easier 
and thus help to reduce administrative costs 

);> Limited potentlal for frau(l Because the amounts to be paid In and out are 
contractually agreed on In advance, there IS less room for fraud, even though the Partner 
Savmgs plans are administered manually, Just hke the passbooks 

);> Social control If participants are under the ImpressIOn that they are participating In a 
ROSCA or partner throw, a faIlure to comply with the contract Imphes that they would 
be harming a partner In the agreement, albeit an anonymous one 

);> Screenmg The IllusIOn of peer momtonng that anses through partIcipatIOn In a 
fictItIous ROSCA makes It possible to use the Partner Savings plan as a kind of 
screemng system to IdentIfy persons who would presumably be good credIt nsks 

The bonus payment IS not the only feature that makes the product attractIve to customers A 
traditIOnal ROSCA generates transactIOn costs for partIcIpants pnmanly the compensatIOn 
for the "banker" In the amount of one draw From the customer's pOint of vIew these costs 
do not anse with a Partner Savmgs plan - though In realIty, there IS no free lunch here 
either The costs are sImply less transparent for the customer than they are In the case of a 
real ROSCA 

The bank has only Just begun marketing thIS product It IS currently seeking to advertIse the 
advantages of the Partner Savings plan In a sImple and readIly comprehensIble manner (I e 
through cartoons, etc) Advertlsmg measures are focusing In particular on 

);> the fact that payments can be made at the nearest Post Office 

);> the advantages of accumulating a large savings balance whIch can later be used to 
make correspondingly large purchases 

);> the need to make payments on tIme (usually on Fndays) In order not to lose the 
entItlement to a bonus 

As an additIOnal incentive to participate In a Partner SavIngs plan all depositors are elIgible 
to take part In a drawIng 

The vanous aspects of the Partner Savings product underscore the fact that saVIngs 
products can be well-designed WIthout beIng complIcated and that It makes sense to 
mcorporate features whIch are already famIlIar to the customer In spIte of thIS, the PO 
DIVISIOn's market posItIOn IS relatIvely weak as demonstrated In the follOWing sectIOn 
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5122 Development of Busmess 

The busmess volume IS a reflectIon of products whIch PO Savmgs offers ItS customers, and 
of the mcentIves It rehes upon In ItS operations, as descnbed above Post Office Savmgs 
makes a sIgmficant contnbutlon toward supplYing financIal services to broad segments of 
the populatlOn, despIte attractIve products such as Partner Savmgs, however, thIS hne of 
busmess does not appear to be performing very dynamIcally PO SavIngs has 246 outlets, 
Workers Bank 16 branches PO SavIngs achIeves only 11 4% of the deposIt volume 
mobIlIzed by Workers Bank 16 bank branches attract about eight times the amount of 
deposIts that 246 post offices can The effiCiency of the operation must be questIoned Has 
the full potential of the Post Office branch network been reahzed, or are there stili 
consIderable funds that could be tapped with a bigger range of products an Infrastructure 
more attractive to customers, and better service? Or IS the potential of the Post Office 
branch network overestImated? 

ThIS questIOn IS dIscussed below In terms of a few key parameters including 

);> the volume of bus mess 

);> the number of transactIOns, 

);> the number of actIve accounts 

);> the net transaction volume 

Volume of busmess 

The Post Office Savings operation at Workers Bank. has Increased Its deposit volume every 
year for the past few years From a level of J$ 287 mIllIon In 1995 deposits rose to J$ 345 
mIllIon m 1997, an Increase of 20% It would have tak.en an Increase of 26% however to 
have sImply held the deposit volume constant In real terms In other words depOSIts 
dropped by about 5% In real terms The depOSit market share of PO Savings IS also 
disappomtmgly low, at 03% The average depOSit balance amounted to USD 135, 
mdIcatmg that the high number of accounts does not translate Into a large depOSIt base 
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Table 5-2 PO Savmgs Busmess Volume 

End-of-perlOd data 

Penod Change In 

DepOSit Balances nOlTImal tenns real tenns 

Jamaican dollars In millions 1995 = 100 

1995 2868 1000 1000 

1996 311 2 1085 830 

1997 3,,\,47 1177 840 

1998 

March 3474 1186 857 

June 3602 1230 872 

Sep 3~4 3 1210 8..\. 1 

Source Workers Bank 

Number of transactIOns 

The number oftransactlOns has contmuously declmed m recent years from 63 565 m 1994 
to 47,439 m 1997 The number as of September 1998 was 34,932 No advantages accrue 
from thIS declme It does not directly help to reduce the fee paid to the Post Office smce 
the CalCUlatIOn IS based on- amounts- rather Ihdrr the 11U1l1bel of trallsactlons camed out, no[
does It gIve any mdlcatlOn that PO Savmgs' products have become more attractIve to ItS 

Table 5-3 Number of PO Savmgs Transactions 

Penod TransactIOns 

Ao 

1994 63565 

1995 57062 

1996 5..\. 260 

1997 47419 

19981) 34932 

1) End of September not annualIzed 
Source Wor!'ers Bank 

Change 

111% 

-10 2 

6 'i 

-12 G 

TransactIOns per 

\\ eek and outlet 

VA 

50 

45 

41 

38 

28 
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customers Expenence elsewhere has shown that a long-term downward trend In 
transactions can be a sign that an InstItutIOn IS gradually dYIng because It appeals to an ever 
smaller number of customers 

Achve and mact,ve accounts 

The number of active accounts has also declIned In 1994, there were 91,709,10 1997 only 
81,177 In 1998, the number of accounts fell to 74,404 by September As a general rule, an 
account that has been dormant for two years or more IS closed and the balance transferred 
to a master account Accordmg to Workers Bank, after a recent reView, 28,000 accounts 
WIth balances totalIng J$ 53,425,077 (USD 1 5 million) were closed The average balance 
In these accounts was about USD 50 

Table 5-4 ActIve PO Savmgs Accounts 

Penod Accounts Change Accounts per PO 

No 111 % /\fa 

1994 91 702 N/A 377 

1995 91036 -0 7 37) 

1996 83223 -88 342 

1997 81 177 -2 "* 33"* 

1998 

Mar 80807 -1 2 333 

JUll 7332.:1- -8 8 302 

Sep 74 40"* 1 "* 306 

Source Workers Bank 

Although InactIve accounts might at first glance appear to represent a "free" source of 
funds, the Bank Indirectly pays a pnce for thiS liqUIdity Owners of these accounts may 
Simply not have much Interest In usmg them Expenence In other countnes Indicates that 
thiS, not so much the death of account holders, causes the number of Inactive accounts to 
Increase The post office savmgs account opened perhaps whIle the account holder was 
stIll In school, has Simply been forgotten 
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Net transactIOns 

Net transactions are the difference between deposits and withdrawals their volume has 
mcreased rather than decreased The volume of net transactlOns was J$ 76 million In 1995, 
and J$ 113 million In 1997 The reason for this IS that the Post Office Savings Bank IS 

processing more and more third-party payments which now account for two-thirds of all 
net transactlOns Ironically, this IS In competition with the Post Office Itself, which also 
stnves to conclude such agreements with telephone companies, cable TV companies and 
other firms 2 

Table 5-5 PO Savmgs Net Transactions 

Penod Annual Net TransactIOns 

111 11111hons J$ 

1995 764 

1996 802 

1997 113 2 

1998 ) 1603 

J) End of September not annualized 
Source Workers Bank 

5 13 Infrastructure 

Change 

111 % 

N/A 

53 

41 ') 

420 

Extensive Investments In Infrastructure would be reqUired to make PO Savings attractive to 
new customers Investments would Involve three areas 

~ physical mfrastructure, 

~ human resources, and 

~ mstallatlOn of modern InfOrmatlOn technology 

Physlcal mfrastructure 

The Post Office s physical mfrastructure consists of 821 branches Of these 318 are regular 
post offices (187%) 471 are agencies (574%) and 32 are sub-agencies" (3 9%) Postal 
agencies are usually set up In shops and are managed by the shopkeeper alongside the 

2 The Post Office wIll be able to cO'rer Its costs tillS ,ear mamh because It "as able to renegotiate the fee It 
receives on dlsbursement of pensIOn pm ments Increased efficlenc'\ has not played a partlcularl) 
Important role here 
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normal busmess of the shop Postal agencies are generally not particularly well sUlted for 
offerIng financial services Potential for fraud should be sufficient reason not to use postal 
agencies as collecting pOints for saVings deposits, even though this Imght be technically 
feasible 

SecurIty IS less of a problem Regular post offices are usually In prominent locations near a 
market square or a polIce statIon, for Instance Robbery of postal vehIcles has so far 
remamed rare, even when they carry consIderable sums of cash But thIs could be due In 
part to the fact that few are aware that postal servIce vehIcles also transport cash Also, the 
Post Office has always sought to minimize the amount of cash that the post offices keep on 
the premises, the average amount IS only J$ 4,000 ThiS could change completely, however, 
If the range of financial services were expanded and the prIor notice reqUirement for large 
WIthdrawals were dropped In order to make PO Savings more attractIve to small 
entrepreneurs 

It IS Widely beheved that extensive Investments In phYSical Infrastructure will be required If 
PO Savmgs IS to become more attractive Who should finance Improvements? The Post 
office IS highly resistant to dOing so for a varIety of reasons first because It IS stnvIng 
harder than ever to achieve cost coverage and will make Investments only If they are 
profitable from Its pomt of view It IS problematiC whether It would regard outlays In 
phYSIcal mfrastructure Improvements of the kind that would benefit PO Savings as 
profitable because these Investments would upgrade Infrastructure for use by a third party 
Why should WB Invest In Infrastructure that does not belong to It') And depending on 
which institutIOn paid for Infrastructure Improvements how would the resulting costs be 
allocated and precisely how would they be set off against or added to the percentage fees 
that go to the Post Office? Such questIOns also anse In regard to human resources 

Human resources 

PO Savmgs baSically has the staff It needs as an institution offerIng SImple savings 
products The staff of the PO DIVISion IS made up of two subgroups Post Office employees 
who work at the PO Savings Windows, and employees of Workers Bank, who mainly 
perform accountmg functIOns 

The employees at the PO Savmgs wmdows are tramed to explam the products to Interested 
customers, accept new account applIcatIOns and assIst customers In filling out depOSit and 
WIthdrawal sllps The back-office staff IS also tramed In baSIC accounting tasks such as 
processmg incoming payment slIps and updating saVings passbook entrIes SpeCific 
functIOns and qualificatIOns can be deSCrIbed as follows 

» Post Office employees fltaffil1g the WlI1dOH'fI In each of the 243 post offices m Workers 
Bank's PO Savings program a deSignated cashier IS responSible for PO Savings These 
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cashIers also have other dutIes and are not avaIlable dUrIng all Post Office opemng 
hours (the Windows of Workers Bank close at 2 00 pm) The 47,439 transactIons 
conducted In 1997 works out to an average of 3 7 transactions per cashier per week, 
each of WhICh takes approxImately 10 minutes to execute However, hIgh volumes of 
transactIOns go through some post offices, whIle others conduct very few Thus, there IS 
scope for more aggressIve marketing of eXisting products without having to Increase the 
staff to any appreciable extent Measures to upgrade qualificatIOns would not be 
reqUired eIther However, extensive training would be necessary If modern informatIOn 
technology or new products were Introduced 

~ Workers Bank accountants WhIle all transactIOns at the counter are carned out by 
Post Office employees, back office functIOns are performed centrally by employees of 
Workers Bank Accounting IS handled by a staff of 27, comprIsing a general manager, 
two supervIsors and two groups of 12 employees each One group processes batches of 
payment shps, whIle the other updates saVings passbooks Apart from calculating 
Interest to be paId on the savings deposIts, they are mainly responsIble for ensurIng that 
the bookkeeping records and the passbook entnes are In agreement All tasks are 
performed manually, only data adlmmstratlOn IS done by computer The employees are 
accountants WIth baSIC qualIficatIOns who receIve an average salary of usn 560 per 
month 

The PO DIVISIon does not have any support staff of ItS own, but utIlIzes the personnel and 
Infrastructure of Workers Bank ThIS may hmIt the capacIty to develop new products, 
marketing strategIes or sales channels 

InformatIOn technology 

Modern informatIOn technology WIll be the deCIding factor that determines whether 
attractIve saVings products can be effiCIently adminIstered and offered on a profitable baSIS 
There are stIll major defiCIenCies In thIS area The Post Office IS not computerIzed at all, 
Workers Bank only partially There are no online connectIOns WhICh means manual 
processing and potentIal for record-keeping errors and greater need for momtonng and 
quahty control The objectIOn could be raIsed that the relatIvely low number of transactIOns 
does not JustIfy Investment informatIOn technology However, WIthout a modern IT system 
PO Savmgs WIll be unable to sIgmficantly expand Sooner or later modern IT 
mfrastructure WIll have to be mstalled 

In VIew of these pomts, the mfrastructure used by the PO Savings component cannot be 
regarded as satIsfactory In prinCIple It has the potentIal to become a SUItable baSIS for 
offenng habilIty-slde products however In ItS current form It IS not partIcularly attractIve 
If PO Savings IS to keep eXIsting customers and WIn new ones serIOUS conSIderatIon must 
be gIven to upgrading the postal Infrastructure 
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5 1 4 FmanClal Aspects 

The Post Office and WB should be strongly Interested In detailed cost accountIng to 
determme whether theIr respectIve actIvItIes are profitable, but no such detaIled accountIng 
has been carned out The problem IS most senous for the Post Office whIch beheves that 
the 3% cess on net transactIOns IS not adequate compensatIOn for the servIces It proVIdes It 
estImates that actual costs of the program have been between J$ 33 7 mIllIon and J$ 403 
annually for the past two years The cess paId by Workers Bank to the Post Office IS 
therefore less than 15% of estImated costs 

Workers Bank ratIOnalIzed Its accounting for Income and costs for the PO DIvIsIon after 
1996 Smce 1997, Workers Bank reports Income from the savIngs whIch are moblhzed and 
the level of costs that are actually Incurred In Its Profit and Loss Statement for the PO 
DIVISIon (Table 5-6) Workers Bank lacks a clear Idea of costs actually Incurred by the Post 
Office, and thus of any subSIdy, as claimed by the Post Office 

It IS possIble to estImate costs of the PO SaVIngs program USIng two assumptIOns 

~ AssumptIOn 1 That the profit and loss informatIon on the PO DIVISion proVIded by the 
DIrector of Finance at Workers Bank smce 1997 accurately reflects Interest Income, 
mterest expense and all direct and IndIrect costs whIch Workers Bank Incurs from the 
PO SavIngs Program 

~ AssumptIOn 2 That the estImated cost allocatIOns of the Postal SavIngs Program to the 
Post Office are generally accurate and reflect the true subSIdy 

AccordIng to figures based on these assumptIOns the PO SavIngs DIVISIon has Invanably 
Incurred a loss Even the reductIon In the 1I1terest rate paid on depOSIts In 1998 dId httle to 
change thIS sItuatIOn ThIS IS In spIte of the fact that the Interest rate reductIOn was 
apparently motIvated mamly by the 1I1creas1I1g losses suffered by the PO DIVISIon, and dId 
not reflect trends 111 Interest rates Losses may be attnbutable to low depOSit volume and 
hIgh operating costs The 1l1stitutIOn reduced 1l1terest expendIture by lowerIng the rate paId 
on deposIts, but the volume of depOSIts rema1l1s too low to cover operatIng costs 
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Table 5-6 Profit Center Report for the Workers Bank Post Office DIvIsion 

(J$ 000) (J$ 000) (J$ 000) 
9/30/98 12/31/97 12/31/96 

Postal Savmg Deposit LiabilIties 354,300 344,700 311,200 

Income 
InstItutIOnal Interest 42,080 49,329 -
Other Income 2 170 2222 4042 

Total Operatmg Income 44,250 51,551 4,042 

Direct Expenses 
Interest EApense on DepOSits 40224 40480 120029 

Personnel RemuneratIOn 7396 9425 11 284 

Personnel Benefits 2851 3386 3413 

Property Expense 744 508 330 

Transport and CommulllcatIOns 2737 2666 2318 

Advertlsmg and PromotIOn 53 108 38 

Other Operatmg E"\.pense 5 791 7 130 5902 

Total Operatmg Expense 59,796 63,703 143,314 

Operatmg Profit/Loss (15,546) (12,152) (139,272) 

Indirect Expenses 
Head Office Expense - (912) -
Current MonthlYTD Profit(Loss) (15 )46) (13064) (139272) 
Income from Branches 0 0 -
Budgeted Allocated Costs (II 990) (15 986) -

Net Profit/(Loss) aftel allocated costs (27,536) (29,050) (139,272) 

Notes Figures prOVided b. the DIlLctor of Flllallce fOt II OtAers BallA IlIstlllltlllollal IIItUf.'st IS basLd all depOSit 
balances mlllus UllremlmelGlLd nqlliled n ~L"VLS InstItlltIOllal lIltu L ~t IS tIlL fI all~ru P'ICL IIICOnIL received 
from the rest of WOtkers BallA 

The Post Office's Subw/v - An E\tmlllte 

In order to ascertain the size of the subSidy the Director of Fmance for Post and 
TelecommUnIcatIOns estimated the costs mcurred by the Post Office as a consequence of 
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PO Savmgs For thIs purpose, the Post Office dIvIded operatmg costs accordmg to a rough 
estImate of PO Savmgs' share of the followmg cost Items 

» Salarzes It was assumed that 1I8th of total salary costs mcurred by the Post Office are 
attnbutable to PO Savmgs actIvItIes 

» TransportatIOn. It was assumed that 1130 of all transportatIOn costs mcurred by the Post 
Office are attnbutable to PO Savmgs 

» PremIses This Item was based on the proportIOn of the post offices' total floor space 
actually occupied by PO Savmgs, I e 1/5 of the total area 

) Security It was assumed that 1120 of the Post Office's total secunty bIll IS attnbutable 
to PO Savmgs 

) Other costs The other types of expense were broken down accordmg to the same ratIo 
as was used for salanes, 1 e 118 was attnbuted to PO Savmgs 

Table 5-7 shows the results of thIs calculatIOn Note that the actual costs estImated by the 
Post Office are not related to the cess WhICh It receIves from Workers Bank The cess IS 
based on the net volume of transactIons However k.nowmg the estImated sIze of the 
subSidy does enable us to estImate the Post Office DIVISIon's annual operatmg losses If It 
used ItS own resources to fully cover the estimated costs Incurred by the Post Office 

Table 5-7 Estimated Allocation of Cost to PO Savmgs 

Item BUSIness Year 

19961I997 1997/1998 

1/1 nil/iron JS 

Salanes 27 00 1100 

TansportatlOn 172 .+ .+ 7 

Pemlses 076 060 

Secunty 073 0"10 

UtIhtIes 1 )0 1 71 

TOTAL 3371 .+029 

Average Cess "172 572 

Impbclt SUbSld} 2799 1.+ 57 

Note The cess used In this table IS based on the annualrzed ilion (1111 cess pard 
Source Semor Director ojFlI1ance Post and Teleco/1/Jllul1IcatlOl1s 
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The Post Office SavIngs operatIOn as a whole IS 10 the red When pnce adjustments are no 
longer enough to move operatIOns out of the red, there IS a structural problem whIch can 
only be solved by structural measures For PO Sav1Ogs, this means that the volume of 
depOSits must be substantially 10creased In order to break even This IS hardly possible 
given the current Institutional structure Processes are not effiCIent and there are no clear 
mcentIves for the Post Office to stnve for a rapid expansIOn of the volume of depOSits 
MarketIng actiVIties and dlstnbutlon channels would also have to be radIcally overhauled to 
attract more savers and more savmgs In additIOn, appropnate and secure uses for depOSits 
need to be IdentIfied that provIde suffiCIent 10terest Income to cover the costs of the 
program 

5 1 5 Perspectives 

If PO Savmgs IS to fulfill ItS declared mission major 10vestments Will be reqUired at all 
levels 

~ Marketmg PO SavIngs products must be aggreSSively mark.eted 

~ Organzzatzon. If the volume of depOSits IS to be Increased, the technIcal and 
organIzatIOnal prerequIsites must be establIshed for manag10g many tllnes the current 
number of accounts There wIll also be a major Increase In the need for qualIty control 
If the number of accounts IS doubled or tnpled PO Sav10gs Will also have to deploy 
modern software, IncludIng an onlIne connection hnkIng the branches to a central 
server 

~ Owners/up The current ownership structure contaInS conflicts of Interest between the 
Post Office Sav10gs Bank and the Post Office Incentive-compatible solutions can 
therefore only be realized If the ownership structure IS UnIfied and control nghts are 
consohdated and vested 10 a smgle entity or body 

5 2 The Micro Lendmg Dlllt 

5 2 1 Overview 

The Micro LendIng Umt (l\1LU) IS the result of Jomt efforts by Work.ers Bank. and USAID 
to proVide micro entrepreneurs With access to loans The first cooperative agreement was 
Signed In March 1995 and stated that USAID would support a ITIlcrofinance program 
through the Post Office network. The Mlcrolendmg Umt wlthm Workers Bank was set up 
12 months later In October 1996, credit operations were mltlated 10 five post offices In 
August and September 1997, lendmg was temporanly suspended so that the program could 
focus on collectmg loans 10 arrears The arrears rate (portfolto at nsk > 7 days) had 
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remaIned at 10% for months clImbIng to 12% m July In spite of the temporary suspension 
there were SIX loan officers and 669 active clIents by the end of the year with a total 
outstandIng portfolIo of J$ 8 mIllIon In February 1998, the MInister of Fmance suspended 
all lendIng by Workers Bank because of solvency problems and mismanagement After 
lobbYIng by USAID and other Interested parties demonstratmg that the MLU was 
performIng well, It was permitted to resume lendmg In AprIl WhIle the general credit 
actlvltles of Workers Bank remaIn paralyzed untIl the merger of four problem banks IS 
completed, w..,U operatIons contInue to grow In September 1998, It had more than 2,000 
customers and 11 loan officers 

5 2 2 Current Portfoho Status 

The actIvltIes of the MICro Lendmg Umt m Its present form got underway at the begmnmg 
of 1997 Pnor to thiS, no consistent mlcroloan program eXisted at Workers Bank Smce 
January 1997 productiVity has been greatly mcreased by making use of external adVisory 
servlces The program has been able to buIld up a conSIderable portfolIo m terms of number 
and outstanding loan balances, gIven ItS mfrastructure and number of personnel (Table 5 8) 
The results appear even more remarkable when one conSIders that the program has tWIce 
had to stop lendmg completely The arrears rate has been kept faIrly stable at a moderate 
level Only when lendmg haIted dId the arrears rate rIse to a level whIch was cause for 
concern (Table 5-9) The mcrease m number of accounts m arrears reflects the tendency for 
arrears to occur late In the Installment schedule 

Table 5-8 Key MLU ProductiVity Data 

Jan 1997 Jun 1997 Dll 1997 Sept 1998 

Number of outstandl11g loans 131 708 1-1-06 2083 

Outstandmg loans (net) (1$ nullIons) 1288 7771 181-1-0 20935 

Average outstandmg loan balance (1$) 9812 10 976 11 186 10 050 

Loans dIsbursed per month 5-1- 387 -1-8-1- 402 

Volume of loans dIsbursed per month (1$ 711 ) 611 Y 0-1-0 8280 
000) 

Average loan amount dIsbursed (1$) 13611 14 607 18678 20597 

Loan Officers (LOs) 3 11 11 11 

Loans dIsbursed per month per LO 18 15 4-1- 37 

Volume ofloans dIsbursed per month per 2-1-1 51-1- 822 751 
LO (J$ 000) 

Loans outstandmg per LO -1--1- 6-1- 128 189 

Outstandmg loan bcllances per LO (1$ 000) 429 706 1681 I 903 

Source MBU 
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Table 59 Portfolio at Risk 

Month Year PortfolIO at rlSh Portfolio at rlSh No of accounts at rlSh 1\ 0 of accounts at rlSh 

(> 7 days) / net loan (> 7 davs) (JS) Tota/no of accounts (%) 

ort 0110 (%) 

Jan 1997 275 35,488 8 612 
Feb 607 102,506 15 872 
March 929 182682 23 1128 

Apnl 757 182682 23 846 
May 813 "'110.., 1 iO 

£0,) 1 ... 0 ---48 13 33 
June 595 462075 80 11 30 

July 702 756254 104 963 
August* 11 84 944 191 140 1504 
Sept* 1742 846 182 139 1746 

Oct 553 429670 117 1401 
Nov 246 381875 116 11 88 
Dec 236 416820 119 85 

Jan 1998 -1- 76 864750 28') 1686 
Feb* 593 1071610 374 2046 
March* 13 09 1421 212 4'i4 2818 

Apnl* 15 18 1418762 410 3902 
May 854 1 3)0483 390 3012 
June 673 1203 579 148 2570 

July 414 975713 119 1862 
August .) 54 1227 9)} 416 2200 
Se t 646 13)1197 514 2468 
* Lendmg was suspended 
Source MEU 

5 2 3 Orgamzatlonal Aspects of Mici 0 Lendmg U Illt ActiVIties 

Micro Lending Umt 

The organizatIonal structure of the MLU IS very decentralized Its head office IS m Workers 
Bank headquarters m Kmgston, but no busmess IS done there Lendmg takes place through 
13 locations - 12 post offices and one Workers Bank branch located m a Post Office 
bUIldmg These locatIOns are all In three populatIOn clusters Ewarton SpanIsh Town and 
Western DIstnct In the Ewarton cluster three loan officers are responsible for the 
operatIons at SIX post offices In SpanIsh Town five loan officers are responsible for the 
operatIOns at SIX post offices, and Western Dlstnct has a hybnd Post Office/Workers Bank 
branch With two loan officers 
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The loan officers must therefore travel a great deal Each has a laptop computer In whIch he 
or she enters all loan and customer data Data are forwarded to the mall1 office In Kmgston 
once a week for consohdatlOn MOnItonng IS done by the operations manager and two 
supervIsors 

Lendmg 

MLU's credIt product IS The Early Draw Partner Plan, named In reference to the popular 
local ROSCA, or partner throw The Idea behind thIS was to gIve customers the ImpressIOn 
that they were partIcIpating In a very large partner throw Borrowers could feel that they 
had receIved the first "pay-out" In the partner throw cycle To offer a complementary 
savings vehIcle, Workers Bank added The Partner Savmgs Plan soon after the Early Draw 
Partner Plan began 

Although the Early Draw Partner Plan IS a famIlIar concept whIch can be easIly 
communIcated to customers, the program IS essentIally claSSIC ITIlcrocredlt Borrowers pay 
back pnnclpal and mterest m equal weekly II1stallments VarIOUS combll1atlOns of the credit 
amount and matunty, and thus of Installments, are avaIlable, but lIke most ROSCAs, cannot 
be further tailored preCisely to SUIt the borrower's preferences 

Table 5-10 Loan Amounts and MatulltIes Offered 

MatUrity In weeks 10 2U JU 40 

Loan amounts 5 000 10000 '1000 I () 000 7 '10() 9 non .) 000 10000 
offered (1$000) 

15 000 20000 15000 20000 12 OO() 1 '1 (lO() l'i 000 20 000 

25000 30 000 2.) 000 10000 21000 27 O()() 2.) 000 30 000 

35000 40 000 35000 .. wooo 30000 36000 35000 40 000 

45000 50000 4.) 000 .)0 000 4'i oon 60 000 4.) 000 50000 

60 000 70000 60 000 70 000 90 non 60 000 70 000 

80 000 100000 80000 100000 120 000 80000 100000 

120000 120000 120000 

Source MLU 

The condItIOns for the maXlITIUm credit amount and matunty of the first loan and even of 
repeat loans thereafter, are relatively infleXible 
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Table 5-11 MaxImum Loan Parameters 

Loan MaxmlUm term (weeAs) 1\faxlI11UI7I amount (JS) 
I't 20 20000 

2nd 20 30000 

3rd 30 60000 
4th 30 80000 

5th 40 100000 

6th 40 120000 

Source MBU 

Interest at 1 % per week IS calculated on the basIs of the mitIaI loan amount not on the 
dechmng balance ThIs translates mto an effective compounded weekly mterest rate of 
1 8%, a monthly effective mterest rate of 74% and a yearly effective mterest rate of about 
135% ThIS cost calculatIOn does not take mto account the savmgs of the borrowers, a 
calculatIon applied to microfinance InstitutIOns with compulsory savmgs Even though the 
program does not contam a compulsory savIngs component all borrowers mamtam a 
savmgs account, most of them openmg It when submlttmg theIr loan appltcatIOn Strong 
recommendatIOn to save under the partner savmgs plan IS gIven by loan officers whIch 
gIves these savmgs somethmg of a mandatory flavor "Persons WIshIng to start new 
busmess ventures should be encouraged to save under the partner savIngs plan for theIr 
needs ,,3 

Micro entrepreneurs applYIng for a loan must meet the followmg cntena 

"The profile of those elIgIble to partICIpate IS as follows 

Those persons who 

~ have been mvolved In a profitable bUSIness actIVity for at least one year 

3 

4 

are at least 18 years of age or older, 

have had an establtshed busmess m the commumty served by the post office where 
they WIll Jom the plan for at least three years 

A mmimum of three credit references wIll be reqUired (from banker of a partner 
group, supplier regular savIngs depOSIts utilIty bIlls proof of regular hire purchase 
or other credit repayments lIfe Insurance premIums paid etc) --I 

Partner Early Draw Bankers OpercltlOns & Procedures M,lllUcll 

Partner Earl) Drav. Bankers Operations & Procedures Manual 
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Satisfied customers advertise the credIt program by word of mouth So far, the MLU has 
promoted the program only when lendIng opens at a new post office Loan officers then 
VISit nearby marketplaces and speak to potential customers dIrectly After a customer has 
asked about a loan, the first step IS usually a talk with the postmIstress as a form of pre
apphcatlOn InformatIOn IS gathered about the applIcant's reason for applYIng and prevIous 
Involvement In partner plans A form IS filled out on the baSIS of the dISCUSSIOn and 
forwarded to the loan officer responsIble, who then VISItS the applicant at hIs/her place of 
busmess and carnes out the first mtervlew ThiS mtervlew IS the baSIS for fillmg out the 
Early Draw Partner ApplicatlOn, which proVides a thorough analYSiS of the apphcant's 
economic Situation and mcludes the loan officer's assessment of the applicant's personal 
and SOCial situatIOn The potential customer's abilIty to repay IS calculated on thiS baSIS 
Once the customer data has been prepared and the loan officer has recommended the loan, a 
credIt committee or deCISion-makIng committee meets, With the loan officer and the umt 
manager takIng part (One of the two supervisors was recently authonzed to partiCIpate In 
loan approval as well ) 

All loans are collateralized All kInds of household objects are accepted preference IS given 
to objects that can be easIly transported In case of loan recovery At the tllne the loan IS 
approved, the customer sIgns a BIll of Sale allOWIng MLU access to the collateral 

Loans approved are disbursed at the Post Office on a speCIfied date repayments must also 
be made on a certaIn day of the week Every Post Office has one or two payment days a 
week, and the customer must arrange to mak.e payments on one of these days In other 
words, the MLU does not fully adapt Itself to the customer's payment preferences 

A credit record IS kept for each customer faclhtatmg qUIck processmg of repeat loans 

Table 5-12 ElIgibilIty CrIterIa for Repeat Loans 

Term 0 revlOus loan 
10 
20 
30 
40 

Source MLU 

m 1/1(11/\ 

3 

The procedures that loan officers are to carry out as soon as a customer faIls to repay on the 
due date are as follows 

I 
I 
I 
I 
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Table 5-13 Follow-up Procedures - Dehnquent Chents 

Term Procedure 
1 day Telephone call / VISit 

3 days Wntten letter 
6 days SupefVIsor VISlt 

2 lUlsses Warmng letter 
3 lUlsseS Name posted In Post Office 
4 lUlsseS BaIhff letter sent 
5 lUlsses Assets seized 
Source MLU 

The MLU descnbes Its methodology as 

Small mcrementalloans 

SimplIfied applIcatIOn process 

);> EmphaSIS on borrower character 

);> Rapid processmg and disbursement 

);> Rapid response to late/missed repayments 

Flnanczal SituatIOn oUlte M,cro Lentill1g U11lt 

51 

The MLU has calculated Its costs sInce the start of 1998 The finanCIal results have maInly 
been negative, WIth hIgh operatIng cost to average outstandIng portfolio, whIch IS an 
effiCiency IndIcator In 1998 these costs averaged more than 70% annualized, declInIng 
from 76% In January 1998 to 63% In August 1998 Mature microfinance InstItutIOns can 
reach operatmg cost to average outstandmg portfolIo of about 20% 
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Table 5-14 Income Statement OfWOI kers Bank Micro Lendmg DOlt 

(January - August 1998 m J$) 

1998 Jan Feb Afmel! A , \fay JUlie Julv 4u Total 
Interest Income 

Interest 1354904 935428 1 342450 875729 799174 1 041 018 1299 )79 1492 636 91141218 
collected 

Cost of funds 196178 179,612 140511 107,957 114418 180,042 221,190 244,204 1404 354 
Gross Profit 1,158,725 755,796 1,281,840 767,772 664,936 850976 1078,289 1,248,432 7,736,864 

Margm 

Drrect 
Expenses 
Salanes 242000 210 000 180000 180000 170000 220000 220 000 220000 1642 000 
Travel 70500 64500 58500 58 )00 58 )00 77 02) 77 02) 77 02) 541975 

Lunch & Duty 0 0 a a 0 11850 118)0 II 850 35550 
Incentive 86295 47981 34966 14450 8681 47124 76 087 101651 417,237 

Netmcome 1* 759,930 433,315 928,474 514,822 427,754 504977 893,327 837,904 3,100,502 

Head office 275 000 275 000 27) 000 275000 27) 000 275000 27) 000 27) 000 2200 000 
salanes 

Salanes- 737)8 737)8 7,7)8 717)8 717)8 717)8 717)8 717)8 )90 064 
Super-visors 

Salanes- 34166 34166 14 166 34166 14166 14 166 14 166 14 166 273328 
admlrustratJ ve 

asSistants 
Post office cess 241982 177 809 2)1 117 16081) 117 ·b1 176691 210 ),8 274 116 165276) 

DepreclatJon 36162 36162 16162 16162 16162 16 lli2 1() lli2 11i 162 289,296 
Overhead 100 000 100 000 100 000 100 000 100 000 100 000 100 000 100 000 800 000 
expenses 

Net Income (3,138) (2'i3 'i80) 1'18,071 (16'i HlO) (228,78'i) (1 'i0 803) ('16918) 4-1701 (704,951) 
ll** 

Loan Loss 90279 81006 67170 )4162 64191 81 97~ 122 )16 I 1~ 484 698783 
ProvIsIOn 

Total expenses 1448321 1282014 12)1 )49 I 094990 I 0921,0 I 111796 I 478) I 1 1)81419 10 )44991 

Net operatmg (93,418) (348,586) 90,902 (219,761) (292 976) (272,778) (178834) (50,783) (1,409,734) 
profiUloss 

USAID opera- 125 000 125000 125 000 12) 000 12,000 18) 000 18) 000 18) 000 I 180 000 
bonal grant 

Net profit/loss 31582 (221,586) 21'i 902 (94261) (167,976) (87778) 6166 94217 (223,734) 

* net meome after mreet e\.penses 

** net meome after overhead e\.penses 
Source MLU 

• 
I 
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5 2 4 Growth Potential of Micro Lendmg 

The Workers Bank MIcro Lendmg UOlt IS remarkable In spite of difficult conditIOns, It has 
managed to build a portfolio which reached a conSiderable size wlthm 18 months It has 
demonstrated repeatedly that delinquency can be brought under control when necessary 
MLU employees are dedicated and have developed an extremely good understand 109 of the 
problems and challenges of mlcrolendmg USAID plays an active supportmg role, shows 
strong mterest and thus creates valuable mcentIves that are lackmg 10 many other programs 
The program IS definitely a success wlthm Its context 

The questIOn to be addressed IS related to the program's future The followmg sectIOn of the 
study seeks to assess the growth potential of the program m ItS current form at three 
dIfferent levels 

~ The level at which the credit technology IS applied - lInplementatlOn level 

~ The level at which the program concept IS developed - deSign level 

~ The level of the program's cost and revenue structures - financial level 

5241 ImplementatIOn level 

The MLU's malO problem IS Without question the lack of an adequate MIS which could 
support lendmg operatIOns and make It pOSSible to generate customer data and credit 
hIstOrIeS at any tIme The followmg tYPical problems are all more or less an outgrowth of 
thiS techOlcal defiCiency 

The lack of dally documentatIOn on the delmquency rate and other mdlcators and the lack 
of mechanisms to draw loan officers' attention to their delInquency cases leads, 10 turn, to 
the use of follow-up procedures which m some cases are meffectlve The fact that a large 
number of borrowers are m arrears reflects thiS problem which was often solved by 
rescheduling and which probably would not have been done so often If an effective MIS 
were m place 

Another problem area IS the productiVity of some loan officers (LOs) even after they have 
been In the program a long time Clearly defined targets and regular performance 
assessments could give the loan officers a clearer picture of the qualIty of their work If 
goals are not achieved It Imght be a good Idea to review the staffing situatIOn A closely 
related Issue IS the mcentlve system accordmg to which LOs are paid The system IS 
apparently not completely fulfillmg ItS functIOn so It may be worth consldenng a reVISion 
of the formula by which bonuses are computed 



Partner Earlv Drall BanA - -4 \ ell \licrojil1ance 111~ttrllt/o11 for Jammca 

HavIng outlIned the basIc problems In terms of the MIS and loan officer productivity we 
wIll not go Into any detail on specific deficiencies :tv1LU IS aware of the problems and has 
prepared a detailed study SolutIOns to these problems at the Implementation level can and 
should be found In the course of day-to-day project work 

5.2.4 2 DeSIgn level 

It IS very Important to address problems at the design level at the outset, because what 
happens at thiS level sets the course for the development of the portfolio 

Some of the problems In design are closely related to the way the :tv1LU IS InstitutIOnally 
hnked to WB, which restncts access to loanable funds and leaves MLU not entirely free to 
make personnel deCISIOns But Internal cost accountIng IS perhaps the most senous problem 
at thiS level Because of JOInt products and Significant overheads It IS extremely difficult to 
make a precise cost calculatIOn In a bank the size of Workers Bank It IS nearly ImpOSSIble 
to allocate all costs to IndiVIdual departments where they were Incurred The cost 
calculations undertaken by the MLU are thus very Imprecise In addition given the 
InstitutIOnal settIng In which the program operates there wIll always be differences of 
opInion regardIng, for example, the cost of funds It IS to be hoped that the institutIOnal 
framework In which the :tv1LU wIll operate In the future can be deSigned to minimize 
problems of this kind 

In addition, there IS a Significant need to Improve the :tv1LU 

» orgamzatlOn of superVlSlO1l Supervisors' duties apparently do not Include 
supervising the day-to-day work Loan officers do not have a direct supenor who IS 
responsible for them and to whom they report ThiS IS a weakness In the 
orgamzatlOnal structure 

» orgamzatlOn of mternal control functIOns There are no establIshed procedures for 
1I1ternal control and no staff aSSigned to the Internal control function For a portfolio 
the SIze of MLU's and given ItS very decentralIzed organizational structure thiS 
POSItIon should have been filled long ago 

deSign of the range of cre(ilt product... Credit products are kept relatively infleXible 
111 the 1I1terests of SimplICity, meamng that they can be adjusted to indiVidual 
customers only WIthin very stnct limits The relatively low Initial loan amounts 
compel even successful entrepreneurs to accept only small loans and short matuntles, 
although successful entrepreneurs In particular seek. very fleXible finanCial services 
Loan amounts, matuntles and the SIze of Installments should be adapted to mdlvldual 
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borrowers and their enterpnses An appropnate MIS should help to reduce this 
problem 

~ orgamzatlOn of loan officer trammg Loan officers need to be tramed much more 
mtensively, particularly m the begmnmg dunng the tramee phase Trammg should be 
geared more toward producmg bank employees, with less emphasIs on 
communIcatmg the vIsion of mIcro finance and the specIfics of micro credit, and more 
on grooming self-confident credIt experts 

~ orgamzatlOn of lendmg through post office branches SectIon 5 3 addresses 
problems associated wIth the mfrastructure and the geographIc dlstnbutlOn of credit 
extensIon actIVItIes It explams why the current approach of provldmg loans through 
post office branches IS mappropnate gIven the nature of micro credit and therefore 
greatly hinders the growth of the program 

5243 FmancIallevel 

The fact that lvfi.,U IS not profitable can be explamed by ItS low outreach and relatively low 
productiVity, thiS IS tYPical for any micro loan program after two years There are other 
factors, however, whIch should have led to better cost coverage 

At an effective rate of 130% p a sub-borrower mterest rates are hIgh particularly m 
'; 

relation to the costs of funds which IS 13% P a 

lvfi.,U receIves a monthly operatIonal grant from USAID m additIOn to technIcal 
assistance by mternatlOnal expert consultants and documentatIon work done wlthm 
the USAID office 

The cost calculatIOn Olmts some expenses For example the MLU does not pay any 
rent The share of overheads to be paid to Workers Bank IS not as high as the costs 
that an mdependent mlcrofinance mstltutlon would bear 

The 13% P a mterest cost of funds do not take mto account the adlmmstratlve costs 
of funds received from the Post Office Savmgs System However loanable funds at 
13% In local currency can be conSidered cheap 

See Workers Bank MIcro Lend1l1g UIllI IIluslratl\ e Re\ enue & E\.pense Sheet (as of Jcl11uaf\ - August 
1998) 
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The questIOn IS whether full cost coverage could be achIeved In the near future, and If not, 
which parameters would need to be substantIally changed It IS clear that economies of 
scale WIth a higher number of active chents will generate a higher Interest Income Usually 
they also permit higher effiCIency and produCtiVIty for the whole lending program In order 
to allow these effiCIency gains to anse, expansIon IS reqUired The program does not yet 
seem able to achieve cost coverage In the near future 

5244 Summary 

The consultants feel that all of the problems discussed above should be addressed before 
the program beginS a new penod of expansIOn 

In May 1998, prOjectIOns were prepared by MLU and they were presented again In 
September 1998 According to these projectIOns two years after the expansIOn phase, 
26,831 actIve chents (net portfolIo J$ 384 mIllion) are to be served by 75 loan officers The 
projections appear unreahstlcally optImistIc, and the institutIOn should not attempt to reach 
the objectIves set In the projectIOns Within the tllne frame defined 

The prereqUisItes for dOing so have not been establIshed at the levels dIscussed above and 
the reqUisIte preparatIons have most certaInly not been made at the institutIOnal level, 
whIch must be given top pnonty The question of the MLU's future instItutIOnal 'home" 
should be addressed first Not only must the question of a new ownership structure and a 
new institutIOnal framework be resolved the MLU should be supported by long-term 
consultants who Will work With ItS staff to address the other problem areas and lay the 
groundwork for stable and successful growth 

Here It seems appropnate to quote the results of an analYSIS conducted by an unassocIated 
misSion which took place dunng the summer of 1998 and thoroughly evaluated the 
program at the ImplementatIon level We fully agree With ItS main findings 

53 

"ExpansIOn should not take place untt! all key aspects to program IInplementatIOn 
have been developed tested and adjusted accordIngly ExpanSIOn must take place at a 
pace that enables the organIzation to keep control and ensure qualIty of the servIces 
If any problems or potential problems eXIst they must be solved pnor to expanSIOn of 
the program" 

Are MIcro Lendmg and Post Office Savmgs Complementary Products? 

The deCISion to lInk the MLU to the Post Office Savings System of Workers Bank was 
based on the Idea that the similanties of the two programs would give rIse to substantIal 
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synergies on a vanety of levels Over time, It has become apparent that the two components 
are so different that forc1Og them to co-exist 10 the same 1OstltutIOnal framework could be 
detnmental to the credit program, which has grown qUite rapidly An analysIs of the two 
components, presented previously, clearly shows why the two types of product are too 
heterogeneous to be marketed Jo1Otly via the post offices The synergy arguments can be 
summed up, and refuted, as follows 

~ Hvpothesls 1 The Partner Throw (ROSCA) can be used as a model from which to 
derive both credit products and savmgs products, to Jamaicans, they will appear 
to be two sides of the same com Thus, the two programs serve much the same 
target group 

There are 80,000 savers and only 2 000 borrowers It IS highly unlikely that more than 20% 
of the current savers are potential borrowers Many borrowers begm to save only at the time 
that they receive their first loan, m many cases, though not actually reluctant to save they 
only begm to do after havmg been urged to open a depOSit account by MLU staff At a 
rough estimate, Jamaica has approxl1nately 40 000 potential micro credit customers 
altogether (an estimate also used by Workers Bank) thus, the vast majorIty of Post Office 
Sav10gs customers Will never make use of the mlcrocredlt faCIlIties Thus whether the 
potential of the ROSCA model IS tapped to develop "accompanymg credit products IS 
trrelevant from the pomt of view of thiS very large group of savmgs customers As for 
borrowers, It IS doubtful whether they would regard relatively 1l1flexlble PO products as 
Ideal Expenence m many countnes has shown that entrepreneurs regardless of the size of 
their busmesses, are qUite able to understand what loans are and how the lendmg process 
works By defimtIOn, they Will be the kmd of people who know what credIt IS and why they 
want It Lmkmg the two products IS an 1l1terestmg marketmg element but probably 
contnbutes httle to makmg the concept of loans more comprehensible 

~ Hypothe'lls 2 Post Office premises can be used because a) the Post Office has 
available capacity, thus savmg costs, b) savmgs pi oducts and loans can be 
processed m the same place, c) broad segments of the population can be reached 
through the extensive branch netwol k 

The quahty of post office premises IS such that many need renovation The need IS all the 
more urgent If expansIOn of the credit portfolIo would lead to an 1l1crease m the number and 
volume of transactIons These post offices reqUIre adequate securIty systems unproved 
logistIcs for cash movements and adequate eqUIpment and mfra~tructure Processmg 
savmgs products manually may be stili be feaSIble over the medIum term but the credit 
portfolIo Will qUIckly reach a pomt where It cannot contmue to grow If data entry and 
mformatIOn flows are not automated as part of an MIS 
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It would take a great deal of work to make post offices appropnate for lendIng operatIOns 
The MLU has no legal nght to order or carry out modermzatlOn and renovatIon In these 
bUlldmgs, gIven that they are eIther owned by the Post Office or other partIes In many 
cases, the bUIldIngs would not be sUItable even after renovatIOn, because they are not large 
enough to accommodate an effiCIent lendmg busmess 

)i> HypothesIs 3 Post Office staff can pel form some of the tasks ansmg 111 connectIOn 
with lendmg 

How many employees that have been sellIng stamps are lIkely to be able to sWItch to 
offenng complex financIal servIces? ThIS arrangement may WOIK for sImple savmgs 
products, however, tramed specIalIzed employees are reqUIred when It comes to offenng 
complex credIt products Loan officers' dutIes are a full-tIme Job that cannot be handled on 
the SIde by postal clerks 

Postal employees could be used to dIsburse funds and accept payment Installments They 
would baSIcally be qualIfied to do so but whether It would be worthwhIle to make the tIme 
and effort to negotIate a sUItable agreement WIth the Post Office IS unknown Reports of 
carelessness and Irregulantles In the post offices also make thIS seem rather unattractIve 

)i> HvpotheslS 4 The micro credit program can benefit flom the reputatIOn of the 
Post Office, which stands for security and trustworthmess 

The fact that many Post Office saVIngs customers tend to sWItch to a commercIal bank 
when they have accumulated enough funds to enable them do so Illustrates the problem 
Apparently, the Post Office has a very good reputatIon as a post office but thIS IS not to say 
that It matches most people's Image of a financIal mstltutlOl1 carrymg out sophIstIcated 
financial transactIOns Mlcrolendlllg operatIOns may be geared to promotIng IIlstltutlon 
bUlldmg m the abstract sense of "mstltutlOnal development but the Impact of phYSIcal 
"mstItutlOn bUlldmg" should not be underestImated eIther Small entrepreneurs have a clear 
Image of a bank m theIr mInds Just as other people do Anyone wlshmg to establIsh formal 
banks for thIS mformal target group should also try to ensure that the IIlstltutlOn actually 
looks somethmg lIke the Image they have of banks whIle proVIdIng servIces that are very 
user-fnendly One of the long-term goals, after all IS to InItIate growth by means of loans 
and to make the customers "bankable" m the claSSIC sense 

)i> Hvpothesls 5 Cheap funds can be obtamed III the form of small depOSits 

Attractmg small savmgs depOSIts generates consIderable admll1lstratlve costs because a 
large number of accounts must be managed ThIS can make It more expensIve to collect 
small and very small depOSIts than It IS to borrow on the mterbank market To put It another 
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way If thIS were a cost-effectIve way to acqUIre lIqUIdIty banks would be much less 
reluctant to serve small and very small savers The pnmary reason banks do not make much 
of an effort to serve this market IS because moblhzmg small and very small depOSits IS too 
expensIve 

The argument that collectIng small and very small saVIngs depOSits IS attractIve when there 
IS an eXlstmg Infrastructure for dOIng so, as m the case of the Post Office, IS also not 
tembly conVInCIng Will the onlendIng funds stIll be so cheap If the Post Office SavIngs 
Bank bears all the costs Incurred In acqumng these funds? WhIle the Post Office may be 
pleased to offer services to Workers Bank to recover some portIOn of ItS otherwise fixed 
costs through ItS present 3% cess on net transactions, It would also have the mcentive to 
raIse the cess If these transactions became more numerous and raised Its vanable costs 
LikeWIse, If better costmg techmques were applIed, the Post Office could press for 
renegotIatIOn of the cess, which could also be tnggered by changes m the Post Office's 
perceptIon of the lender's opportumty costs In any case, the assertIOn that small and very 
small depOSIts - even If collected through the Post Office network - are a cheap source of 
funds cannot remaIn unchallenged mObIhzIng such depOSits IS usually qUIte expensive If 
due consIderatIOn IS gIven to all of the costs of dOIng go 

}> HypotheSIS 6 Usmg the post offices saves costs on a slgmficant scale 

Just as there are no precise data aVailable on the precise costs Incurred m the operatIon of 
the Post Office SavIngs System, the costs that would be entaIled In lendIng via the post 
offices have never been calculated Nonetheless, It IS clear that the cess does not adequately 
reflect the costs that are actually generated The current system IS based on SUbSidIzatIOn of 
the credIt component by the Post Office, as the costs Incurred have not been made 
transparent ThIS mIght be a legItImate procedure for a natIOnwide system of postal savmgs 
banks, SInce the mobIhzatIOn of small savIngs depOSits has an Important economic and 
polItical functIOn From thIS pomt of VIew, the postal savIngs system could be conSIdered a 
kmd of "publIc good" In the case of micro credIt, thiS argument does not apply MICro 
credIt can be orgamzed m such a way that It covers ItS costs ThIS means that mlcrolendIng 
should be conducted as a bUSIness by a pnvate enterpnse that bears all of the resultmg costs 
on the baSIS of transparent cost accountIng 
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61 OptIOns 

6 1 1 Opflon I Do nothing 
6 1 2 Opflon II Spin off and combine Post Office Savings and 

mlcrolendlng 

6 1 3 Opflon III SPin off the mlcroloan program Into a speclallzed 

financial InstltutlOn 

6 2 OptIOn III Mlcrolendlng SPin Off as the Best-Case ScenarIO 

6 2 1 DeSign of a new micro finance InstltutlOn - The Partner Early 
Draw Bank 
62 1 1 OrgamzatlOnal and InstltutlOnal deslgn 
6 2 1 2 FinanCial plan for the proposed micro finance 

institutIOn 
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6 Institution BUlldmg 

61 OptIOns 

What are the avaIlable mstitutlOnal optIons for sustamable, commerCial microfinance 10 

VIew of the decltnmg economy, reorgamzatlOn of WB and the troubled state of the 
Jamaican finanCIal system? What sort of mstitutional arrangements should be made to 
accommodate a qUIte sound eXIstmg mIcroloan portfoho and a Post Office Savmgs System 
WhICh could have strong growth potentIal If certam conditIons are met? 

PotentIal solutlOns anse from the problems that proVide the background for the present 
study These problems can be summed up by askmg the followmg questlOns 

~ What WIll be the future role and status of the owner of the mIcroloan portfolIo, I e 
Umon Bank as the presumed legal successor of Workers Bank? 

~ What Will be the future role and status of the Post Office Savmgs component, whIch can 
contnbute to Jamaica's economIC development? 

~ What Will be the future role and status of an effiCient credIt program which gives micro 
and small enterpnses lastmg access to external finance? 

These questlOns are closely hnked Workers Bank was establtshed to prOVIde a smgle 
source of credit and savmgs products for low-mcome people It proved unable to carry out 
Its aSSigned task 10 eIther strategic or economIc terms The mlcroloan component was not 
developed by the bank Itself, but rather mtroduced at the mltIatIve of a donor mstItutlOn 
whIch also supported It finanCially In additIOn, httle effort was made by Workers Bank to 
explOIt the potentIal of Post Office Savmgs 

Three realIstIC optIons are outltned and dIscussed regardmg findmg a new mstitutlOnal 
"home" for both of the microfinance components These were selected from a larger field 
because they appear to be suffiCIently practIcable to be worth discussmg 

When consldenng whIch of these optIOns to Implement, the pnnclpal cntenon should be 
whether It would prOVide a sustamable solution, makmg a long-term contnbutlOn to growth 
and development How can low mcome JamaIcans have lastmg access to formal finanCial 
services? The optIOns may be summed up as follows 

~ Option I - Do nothmg Leave the Workers Bank PO Savmgs and mlcroloan program at 
Umon Bank, Its successor, 

~ Option II - Spm off and comb me Spm off both PO Savmgs and the mlcroloan 
program, mtegratmg both mto a new finanCIal mstItutlOn which would have to be 
establIshed, 
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~ Option ill - Spm off mlcrocredlt Spin off the mlcroloan program Into a specmhzed 
financIal instItutIOn, separate from any instItutIOnal solutIOn for PO Savings 

The following sectIOn descnbes these optIOns In sequence 

6 1 1 OptIOn I Do nothmg - Leave thmgs as they are 

The first scenarIO Imphes that 

~ the micro loan program and 

~ PO Savings 

wIll be Integrated Into UnIon Bank What would be the ImplicatIOns for UnIon Bank, Post 
Office Savings and the mlcroloan portfolIo? 

~ Umon Bank It IS not clear whether maintaining the status quo would have more than 
marginal consequences for Uoton Bank WIll the future owners and managers be 
committed or even remotely Interested In supporting mlcroloan actIVItIes or postal 
savings? A cntlcal prereqUIsIte for successful "downscaIIng" by a commercIal bank IS 
the complete support of the owners and managers 

~ In contrast to the sItuatIOn at Workers Bank, both components should be fully 
Integrated Into the organIzatIOnal structure of UnIOn Bank It IS very doubtful that thIS 
wIll happen, however, Since as far as can be ascertained, UOIon Bank WIll inItIally focus 
on the purchase of government secuntles, and wIll take a very cautIOus attItude towards 
lending Efforts to persuade banks In other countnes to make mlcrofinance products an 
Integral part of theIr bUSiness has shown that It IS not always pOSSIble to exert sufficIent 
Influence to ensure the long-term success of mIcro savings and mIcro loan components 

~ The costs and hence the financIal VIabIlIty of the mlcroloan dIVISIon and the Post Office 
Savings System cannot be made completely transparent, Since the bank would also be 
actIve In other fields It would take detaIled cost accounting of a kind whIch IS hardly 
feaSIble at commercIal banks to prove to the owners and managers of the partner 
instItutIon that the small and mIcro enterpnse credIt bUSiness generates a posItIve 
contnbutIOn margin, a pOint whIch created problems at Workers Bank NeIther of the 
"mIcro components" IS currently profitable, both would requIre further subsIdy The 
support ofthe new owners and management would be absolutely essentIal to ensure that 
the necessary funds and personnel were proVIded to enable both programs to expand In 
regard to personnel, support would mean bnngIng In external speclaitsts, Since neIther 
hne of bUSiness falls WIthin the realm of "normal" banking know-how In regard to PO 
Savings, would UnIon Bank be able and WIllIng to make the extensIve Investments 
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reqUired to bnng the facIlItIes at the Post Office branches up to the bankmg standards? 
SInce It IS a branch network owned by a dIfferent InstItutIOn, UnIOn Bank would have 
good reasons not to be very wIllIng to Invest here 

>- PO Savmgs For PO SavIngs, the optIon of leavmg thIngs as they are would probably 
contInue Its "orphan" status The poor condition of the mfrastructure would not allow 
for strong expanSIOn, neither sellIng more new products nor attractIng new customers In 
other ways are lIkely without extensIve Investment An additIonal factor IS that the 
agreement wIth the Post Office as It currently stands may not be partIcularly attractIve 
for the Post Office Smce the Post Office IS changIng ItS onentatlOn and stnvIng to 
cover costs, It WIll InSIst sooner or later on reVISIng Workers Bank agreement WIth 
Umon Bank ThIS adds a further element of uncertaInty to the arrangement Therefore, 
PO Savmgs WIll not qUIckly develop mto a dynamIc hne of busmess as a part of Umon 
Bank It IS more probable that PO SavIngs WIll contInue to operate at a loss, WIth ItS 
customer base contInumg to shnnk and the unexplOlted potentIal remaInIng untapped 
PO SavIngs would not tum out to be a cheap a source of hqUIdlty If the new bank 
SImply contInued to operate the savIngs servIce but dId httle or nothmg to upgrade It 

~ Mlcroloan PortfolIO The future of the mlcroloan portfoho IS also hIghly uncertaIn In 
theory, It would seem possIble to buIld up a mlcroloan program to become an Integral 
component of the bank's busmess However, plans to do so could fall to gam much 
support WIthIn the InstItutIon, smce mICro credIt IS Widely seen as a very nsky busmess 
whIch cannot be run on commercIal hnes Although thIS VIew IS unJustified, It could 
take a great deal of persuasIOn to convmce the new owners and management of the 
bank that mICro credit should become a major hne of bUSIness ThiS reluctance IS 
further underscored by remarks of the present management of WB to the effect that 
prudence reqUIres that mlcroloans not exceed 1 % of total assets whIch means that 
economies of scale necessary 10 order to attam profitabilIty could not be realIzed 
MICro lendmg would contmue to be dependent on SubSIdIes, which would dIscourage 
other potentIal lenders from entenng the market, With adverse consequences for the 
mIcro market as a whole 

The foregOIng does not mean to suggest that thiS first optIon could not be successfully 
Implemented The pomt IS Simply that the rIsks assocIated WIth thIS optIOn are consIderable, 
because all of the key parameters would be set by third parties, and It IS by no means clear 
who they Will be or how they Will choose to act At the same time, even though leaVIng 
thIngs as they are would InstInctively seem to be the Simplest course of actIOn 
paradOXIcally the optIon of maIntaInIng the status quo would In fact be highly complex 
However, the SItuatIOn wIll IneVitably change, and It IS not yet clear who Will set the 
parameters Uncertamty makes thIS optIOn relatively unattractive 
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6 1 2 Optlon II SPin off and combine PO Savings and mlcrolendlng 

Beanng In mInd the dIsadvantages of the first optIOn, It would seem to make sense to 
remove both Workers Bank mlcrofinance components from Umon Bank and Integrate 

~ PO SavIngs and 

>- the mlcroioan portfolIo 

Into a new mIcrofinance mstItutlOn, preferably a full-servIce bankmg operatIon to be bUIlt 
from scratch What would be the consequences of thIs optIon for Umon Bank, PO SavIngs 
and the mlcroloan portfoho? 

~ UnIOn Bank would be relIeved of the burden of haVIng to SUbSIdIze both mlcrofinance 
components and could concentrate all of Its resources on the task of strategIc 
reonentatlon However a precondItIOn would be Umon Bank's wlllmgness to dIvest 
these operattons on reasonable terms to the new mstItutlOn DepOSIts mobIlIzed at PO 
branches, whIch account for more than 10% of total depOSIts mobIlIzed by Workers 
Bank, would not be avaIlable to Umon Bank 

~ PO Savings would become an orgamzatlOnal dIVISIOn of a new bank Nonetheless, It 
would retaIn ItS hnks WIth the Post Office and contmue to operate at a loss For a newly 
founded mlcrofinance InstItutIOn, the InefficIent and comparatIvely expenSIve bUSIness 
of collectIng small and very small savIngs depOSIts could become a burden It IS also 
debatable whether such an InstItutIOn would be wlllmg or have the resources avaIlable 
to Invest In a branch Infrastructure that IS not ItS own Furthermore, the Issue of 
payment for the servIces proVIded by the Post Office also gIves nse to conSIderable 
uncertaInty The Post Office mIght be wIllIng to extend the present contracts, but sooner 
or later the terms on whIch the new mstltutlOn used the servIces of the Post Office 
would have to be renegotIated We therefore cannot rule out the POSSIbIlIty that the new 
InstItutIOn would Incur addItIonal costs from a more expenSIve package of fees and 
Investment commItments, and that these costs would be passed on to borrowers In the 
form of hIgher Interest rates 

~ Mlcroloan PortfolIO The consequences for the mIcro loan portfolIo would be POSItIve 
In a new mstltutlOn, the mlcrocredlt component would be subject to the strategIes of a 
"regular bank" The new entIty could develop ItS core product and raise the productlVlty 
of loan officers, thereby overcomIng constramts faced by the program m Its current 
form The maIn nsk would be on the fundmg SIde, because of uncertamty as to whether 
and to what extent the Post Office would dnve a harder bargaIn and mcrease costs to 
the program 
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The new mstItutIOn would be In the same trap as the present program havIng to reconcIle 
two hnes of busIness that dIffer from each other In almost every respect As explaIned In 
the precedmg sectIon of thIS study, there are vIrtually no potentIal synergIes between the 
microloan component and the Post Office SavIngs System The new mstitutIOn would face 
the dIfficult task of explOltIng the potential of two currently unprofitable components ThIS 
would presuppose the acquIsItIon of two completely dIfferent forms of expertise, and more 
than double the size of the reqUired Investment The result would be an mstItutIon that was 
effectIvely spht down the middle 

Yet another Issue IS finanCial structure Presently there IS less than USD 1 mIllton In the 
mlcroloan portfoho and USD 10 mIllIon In PO Savmgs deposIt habilItles The mstitutIon 
would need to attract eqUIty mvestment of J$ 75 mIllIon (USD 2 millIon) to qualIfy for a 
bankIng hcense It may be difficult to attract mvestment for a program that IS thIS complex 
that IS completely dependent on future relatIOnshIps, contracts and costs dictated by the 
Post Office, and that IS presently losmg money 

Thus, the second optIon IS also problematIC Moreover, thIS would be the second attempt to 
Implement such a solutIOn The first was the foundmg of Workers Bank m 1974, to achIeve 
preCisely what has been deSCrIbed here under option II, mtegratIOn of PO Savmgs and a 
credIt operation geared to low-mcome groups wlthm a SIngle finanCial mstItutIOn ThIS 
objectIve was never reahzed Workers Bank took almost 20 years to become profitable and 
then collapsed, the bank's management never made development of the small bUSIness 
lendmg operation or the mobIlIzatIOn of saVIngs VIa Post Office branches a prIOrIty to the 
extent mtended when the bank was ImtIally set up The first attempt faIled, how successful 
could the second be? 

6 1 3 OptIOn III Spm off the mlcroloan program mto a speczalzzed financzal mstztutlOn 

In 11ght of the aforementioned difficultIes, the thIrd optIOn proceeds from the assumptIOn 
that there IS no smgle present solutIOn that can deal sImultaneously WIth the problems faced 
m all three areas Umon Bank, PO SavIngs and mIcro loan actIVItIes LogIcally therefore 
each of these sets of problems calls for a dIfferent approach, optIon III proposes a separate 
mstItutIOnal solutIOn for 

~ the mlcroloan portfoho 

regardless of the diSpOSitIOn of PO Savmgs ThIS would have the followmg consequences 

~ Unzon Bank As WIth OptIOn II, Umon Bank could concentrate on pOSltlomng Itself m 
the market and would not be burdened With the conSiderable Investment needed to 
reVItalize the two mlcrofinance components 
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~ Mlcroloan program. The consequences for the mlcroloan portfolIo would also be clear 
credIt products would be offered through a specIalIzed financIal mstItutlon A finance 
company as defined by the Fmanclal InstItutIons Act would be able to focus entIrely on 
bUIldmg Its core busmess, explO1tmg Its specIfic comparatIve advantages It would not 
have to make allowance for the needs or mterests of eIther the Post Office or Umon 
Bank, whIch could go theIr own ways In their respectIve markets The new specIalIzed 
financIal Institution - let us call It the Partner Early Draw Bank - could obtaIn funds In 
the Interbank market, only dunng the start-up phase would It have to rely on 
InexpenSive credit hnes provided by InternatIOnal donors Partner Early Draw Bank 
could offer micro and small loans, gradually broademng Its range of products Its 
InstItutional deSign should be based on a clearly defined ownershIp structure of fit and 
proper mvestors committed to servIng micro and small enterpnses as the core bUSIness 
of the InstItutIon Managers would be committed and dedIcated spectahsts In 
mlcrolendIng 

The thIrd optIOn IS In pnnclple the least ambItIOUS, but most favorable for mIcroenterpnse 
It accords a small but realIzable SolutIon preference over larger schemes WIth smaller 
chances of success A mIcro credit InstItutIOn wIll be good at ISSUIng loans, but not 
necessarIly at mobIlIzIng savIngs, creatIng benefits from ItS comparative advantage and 
dIVISIon of labor 

A proposal for a separate savIngs InstItutIOn based on Post Office SavIngs IS found In annex 
3 ThIS IS Intended to respond to the scope of work govermng thIS report, but IS not mcluded 
In the maIn text because the proposal - any proposal - for reform of thiS program IS 
problematic As demonstrated In the text of thIS report, thiS program's Importance does not 
Justify accordIng hIgh pnonty to ItS dISpOSItIOn 

6 2 OptIOn ill Mlcrolendmg Spm Off as the Best-case Scenario 

OptIOn III descnbes a scenano In which the mICro credit program IS separated from the Post 
Office SavIngs System and from Workers BanklUmon Bank ThiS optIOn can work out 
advantageously for all partIes and has the best chances of success In mlcrocredIt InstItutIOn 
bUlldmg, outreach and VIablhty ThIS sectIOn descnbes thIS option In more detatl A 
bUSIness plan shows the steps to buIld the institutIOn, followed by a projection of the 
orgamzatIOnal and finanCIal results over a peflod of five years ThIS part of the study IS 
Intended to answer the follOWIng questIOns 

~ Product range and target group onentatlOn How should the lending InstItutIOn's 
product range be deSigned so that It can become profitable, WIthout gIVIng up ItS 
strong onentatlon to ItS target group? 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Partner Early Draw Bank - A New, FmanclQllnsfltutlol1 for Jal1lQ/ca 67 

y Institutional growth and stablltty What are the basIc organIzatIOnal prereqUIsItes 
that would permIt the mstItutIOn to achIeve the growth reqUIred to attam profitablhty 
WIthout endangenng ItS stablhty? 

y Cost coverage and profitablltty The mam goal IS to provIde long-term access to 
formal-sector credIt to mdlvlduals who have not used these serVIces m the past How 
can expenditures and revenues be structured to enable the lendmg mstltutIon to 
survive Without contmued donor support, and achieve a level of performance that will 
attract pnvate mvestors? 

y Project costs How much of an "mvestment" would be reqUIred m the mltIal phase m 
order to ensure that the target group-onented mstltutIon achIeves sustamablhty and 
profitabIlIty m the medIUm to long term? 

6 2 1 Design of a new IDlcrofinance mshtutlOn - the Partner Early Draw Bank 

6 2 1 1 OrgamzatlOnal and mshtuhonal design 

The autonomous credit operatIon could draw on the expenence and results of a program 
that performed well for two years and has a genume commItment to sustamable 
mlcrofinance The mIcro credIt mstItutIOn would already have a strong base to buIld on, 
WIth only mInImal modIficatIOns reqUIred The maIn Issue to be tackled IS Its InstItutIOnal 
structure and the pnmary task IS to estabhsh the prerequIsItes for stable growth and 
profitabIlIty 

Product range and target group OrlentatlOn 

The new mstItutIOn's services should serve mlcroentrepreneurs who currently rely on 
moneylenders or on self-finanCIng However, the cost structures that would apply Involve 
relatively hIgh outlays for salanes, rent, and transport, while the estImated potential 
demand IS lImited by the size of the market Hence, It would be very dIfficult for the 
InstitutIOn to cover ItS costs solely by offenng claSSIC mIcro enterpnse loans With an 
average loan amount of up to USD 1,000 For thIS reason, It would be adVIsable to dIverSIfy 
the InstitutIOn's products from the very start by lendmg to other target groups whIch have 
also tradItIonally had difficulty obtammg formal loans 

Thus, m addItIOn to tradItIOnal mICro credIt products, the range of products should also 
feature 

y salary loans - to households haVIng at least one member who receIves a regular 
salary WhICh can serve as collateral, and 
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~ small loans - rangmg from J$ 200,000 to J$ 300000 or more to small enterprIses 
whIch can provIde appropnate collateral 

The lower transactIon costs for salary loans, on the one hand, and the hIgher average loan 
amount for small loans on the other, can help to create addItIOnal mcome that wIll allow the 
mstltutlon to achieve profitabilIty more qUickly 

Although the InstitutIOn could theoretically engage In deposIt-takIng, micro credIt should be 
the maIn focus of ItS busIness actIvItIes because thIS IS where the gap between supply and 
demand IS wIdest Formal target group-onented financial mstltutIOns should not assume 
that a deposit busIness catenng to very small savers wIll Improve their earnmgs The 
admInIstrative costs of raIsIng loanable funds via very small deposIt accounts are hIgh, m 
most cases exceedIng the costs of funds from alternatIve sources Expenence elsewhere 
shows that there IS tremendous potentIal demand for mICro and small enterpnse loans, 
whIle voluntary depOSIts from mICro and small enterpnses wIll fund only a small 
percentage of a mlcrofinance mstItutIOn' s lendmg operatIons To obtam suffiCient 
quantitIes of funds through the market, the mstltutlon must therefore obtam the busmess of 
new target groups of savers, such as mlddle-mcome households When decldmg where to 
place theIr savIngs, key cntena for thiS group are the soundness of an mstItutIOn and the 
rate It offers on depOSIts 

ThiS means that depOSIt services should not be mtroduced untIl 

~ the InstitutIOn IS profitable and has establIshed a solId reputatIOn, and 

~ It IS felt that the mstItutIOn's borrowers exhIbIt a demand for savmgs products and 
prefer to obtaIn all theIr financIal servIces from the same InstitutIOn 

In Jammca, the supply of savmgs products IS already bIgger than that of small and micro 
credit services, so a new mstItutIOn WishIng to operate m market nIches should specialIze m 
credit and not burden Itself with the additIOnal task ofbuIldmg a deposit busmess 

Instltutzonal growth and stablllty instItutIOnal structure 

a) Legal and instItutIOnal framework To make mIcrocredIt operatIOns Viable and 
sustaInable, the pnncIples of sound mstItutIOn bUlldmg suggest that two pomts are 
essentIal 

A new mIcrofinance mstltutIOn must have a clear ownership structure, WIth owners 
who show a VItal Interest m the success of the mstItutIOn In most cases prIvate 
development-onented mvestors should be sought 

I 
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~ A new InstItutIOn must have a legal status whIch makes It a formal financIal 
InstItutIOn that IS momtored by the bankIng supervIsory authonty and adheres to 
mternatlOnal bankmg standards 

In JamaIca, the only legal optIons In thIs case are a commercIal bank or a non-bank 
financial InstItutIon SInce the new InstItutIOn does not plan to carry out payment 
transactIOns, a lIcense under the FInancIal InstItutIOns Act IS appropnate In thIS case, the 
owners must provIde J$ 25 mllhon as eqUIty capItal 1 

b) Location - branch network After analyzIng the lv1LU's constraInts to growth, It does 
not seem advIsable to contInue handlIng lendIng operatIons VIa post offices An 
mfrastructure appropnate to mIcro lendmg must be centraltzed to a certam degree m order 
to provIde a foundatIOn for the necessary decentraitzatlOn of credIt operatIons and lendIng 
decIsIons CentraitzatIon consIsts of regIOnal maIn branches that can accommodate the 
entIre back office (1 e branch management, data collectIon, IT, cash management, etc) as 
well as space for all loan officers for meetmgs wIth customers, processmg and analysIs of 
credIt appitcatIOns, credIt commIttees, trammg and other meetmgs ThIs IS a prereqUIsIte 
not only for the feasIblhty of "peer momtonng" from the very begmnmg, but also for the 
formatIOn of a clear mstItutional IdentIty and a feeltng of coheSIOn nght from the outset -
not to mentIOn the Image that a finanCIal InstItutIon must convey to ItS customers 

JamaIca's demographIcs and geography also call for the establtshment of smaller, outlymg 
subbranches These subbranches must make do wIth very reduced back-office functIOns 
whIle stIll offermg all products, mcludmg dIsbursement and repayment facIittIes They 
must achIeve a certam volume of busmess to cover theIr own costs, 1 e, subbranch loan 
officers must be able, under certam CIrcumstances, to serve customers at locatIons 
somewhat removed from the pansh centers ThIS naturally leads to hIgher transactIon costs 
and lower productIVIty ThIs must be taken mto account when plannmg the development of 
the mstItutIon, and IS gIven due conSIderatIon m our projectIOns 

c) OrgamzatlOnal structure - corporate governance Clearly, a credIt technology 
appropnate to a mIcrofinance mstitutIOn IS an absolute neceSSIty Equally Important IS an 
orgamzatlOnal structure provIdmg the external framework and the mternal baSIS to support 
growth The orgamzatlonal structure and the busmess processes must make optImal use of 
human and financIal resources as well as mtanglble resources such as knowledge and 
mformatIon ThIs IS another reason for centraltzIng the Infrastructure to a certaIn extent 
Plannmg at the strategIC and the operatIOnal level must be consohdated 

In practIce, thIS means that the bank should be run by a General Manger He/She would be 
responsIble for desIgmng and ImplementIng InstItutIOnal and orgamzatlOnal structures for 
the new entIty and for establtshIng the structures and arrangements defined In ItS bUSIness 
poitcy gUldeitnes He/She would carry out the deCISIOns of the General Assembly of 

After the fIrst few years as the portfolIo grows cap1tal mcrease" v. III be requrred so that the mslItution comphes 
WIth standard mternatlonal capItal adequacy gUJdelmes 
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Shareholders and the Board of AdmInIstratIOn A CredIt DIvIsIOn Manger would be 
responsIble for the lendIng actlvlttes of the entIre InstItutIOn and also for the selectIOn and 
traInIng of loan officers In the start-up phase, these two key poslttons should be filled by 
InternatIOnal experts whose salanes are paId out of the T A package The medmm-to-Iong
term goal would be to replace these experts With local staff who have been traIned by the 
InstttutlOn and have the reqUIsIte profeSSIOnal expenence 

Each branch WIll be headed by a branch manager who WIll bear responslblltty for all Its 
operatIOns 1OstltutlOnal and orgamzatlOnal 1OtegratlOn of the branch WithIn the overall 
framework of the new entity 10 accordance With the InstructIOns of the General Manager, 
supervIsIon of personnel, selectIon and traInIng of staff, IntroductIon and marketIng of 
credIt products, external representatIOn of the InstItutIOn, etc Branch managers WIll report 
to the General Manager 

d) Personnel policy Apart from the professIOnal expertIse and competence of the 
management, how well the loan officers do theIr Jobs IS the most Important determInant of 
the performance of a lendIng InstItutIOn PartIcularly close attentIOn should be paId to theIr 
selectIOn and traInIng The experIence of other mlcrofinance projects has shown that young 
college graduates make the best loan officers An academIC background In economICs 
and/or finance may be an advantage, but IS not essentIal PrevIous profeSSIOnal expenence 
-ill bank.ng .s also unnecessary, SInce rhe creatt teChnology used In mIcro-lendIng IS very 
dIfferent from banks' standard lendIng methodology l\1BU already has qualtfied loan 
officers and expenence In the recruitment of SUItable staff The new InstItutIOn can utilIze 
thIS personnel and know-how, whIch WIll make the task of staffing the bank much easIer 

e) EffiCient management mformatlOn system A customIzed MIS deSIgned specIfically to 
support the mstltutlOn's operatIOns IS essentIal to lowenng admInIstrative costs Therefore, 
the first step 10 transferrIng the lendmg activitIes to an autonomous InstItutIOn must mstall 
effective software The system should support the credIt staff In the management of an 
extensIve loan portfoho by automatIng operatIons at every stage of the lendIng process 
from the Inlttal submISSIOn of the apphcatlOn to the moment of final repayment IncludIng 
analYSIS, dIsbursement and momtonng The MIS should be capable of generatIng reports on 
the portfoho, on a customer's personal data or on hIs/her credIt hIstory whenever reqUIred 

InstitutIOnal growth and stabIlity credit technology 

The mIcro credIt bUSIness poses dIfficulties whIch cannot be dealt WIth In a meanIngful way 
usmg conventIOnal bank lendIng technologIes However, none of these problems IS so 
formIdable that It cannot be solved by utlltZIng a SUItable technology adapted to local 
condItIons By and large, the credIt technology employed by the MLU has proved to be 
capable of addreSSIng the problems posed by mlcrolendmg PartIcular attention should be 
paId to the follOWIng factors 

II: 
\ 
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~ Credit analysIs and lendmg decIsIOns Mlcroentrepreneurs are frequently unable to 
provide clear mformatlOn on their busmess not least because of the absence of a stnct 
dlvldmg lme between busmess and household finances Therefore the lender must 
analyze both the enterpnse and relevant aspects of the loan apphcant's personal 
situatIOn and character - mcludmg his/her rehablltty and willtngness to repay - and to 
base Its lendmg deCISIOn on the results of this comprehensive analysIs, with particular 
Importance bemg accorded to the cash-flow of the household and the enterpnse 

Strong repayment mcent,ves In contrast to the kmd of collateral that banks normally 
reqUIre but WhICh mIcroentrepreneurs are very rarely able to proVide, the new 
mstitutlon should merely mSlst on pledges which borrowers can offer without too 
much dIfficulty, such as busmess assets or household Items It IS not wise to forgo 
collateral, but at the same tIme borrowers should not be reqUIred to proVide excessive 
securIty for theIr loans The Items to be used as collateral should be chosen to ensure 
that borrowers would mcur substantial costs, both financial and non-financial, If they 
failed to meet their obhgatlOns on tIme 

~ Momtonng Most banks separate credit analysIs and lendmg from momtonng and 
recovery In contrast, the new mstItutlOn - followmg NfLU practIce - would make 
each loan officer responSible for the entlre lendmg process for hIS or her chents as 
well as the relatIonshIp wIth these chents after loan dIsbursement The mformatlOnal 
advantage and the clear dehneatlOn of responslblltty that charactenze thiS system 
allow the mstItutlOn to mlmmlze ItS credIt nsk Another Important feature IS that loan 
officers respond ImmedIately to mIssed payments, demonstratmg the mstltutlOn's 
commItment to recovenng loans 

Lendmg costs An appropnate credIt technology enables the lendmg mstltutIon to 
Issue small and mIcro loans on a cost-covenng baSIS wIthout burdenmg the customer 
wIth unnecessanly high mterest and transactIon costs Cost coverage can be achieved 
If mterest mcome reahstlcally reflects both the admmlstratlve and nsk related costs 
assocIated wIth mlcroloans ThiS means that mterest rates, while consIderably lower 
than those m the mformal credit market, WIll be higher than the rates ordmanly paid 
by customers of commercial banks Small and micro enterpnses usually achIeve a 
very high return on eqUIty, so they are m pnnclple able to pay relatively hIgh mterest 
rates However, to ensure that debt servIce does not absorb an excessIve share of 
borrowers' avaIlable funds thus Itmltmg their ablhty to mvest, the mstltutlOn should 
not Just pass on ItS lendmg costs to ItS customers m the fonn of high mterest charges 
Instead, It should make a concerted effort to lower Its lendmg costs over tIme through 
effiCiency gams These features WIll permIt the new mstltutlOn to charge rates lower 
than those offered by MLU 
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Cost coverage and profitablltty 

a) Busmess poltcy The new mstltutlon should aIm to cover Its own costs wIthin as short a 
penod as possIble ApproxImately 18 to 24 months would appear to be reahstlc (see 
FinancIal Plan) To become Independent of external SubSIdies, mcludlng techmcal 
assIstance grants, In the long term and to Increase ItS attractIveness to potentIal proVIders of 
eqUIty and debt capital, the institutIOn should aIm for a profit that compares favorably WIth 
a normal rate of return for successful finanCial Intermedlanes In JamaIca ThIS can be 
accomplIshed by utlhzIng the credit technology descnbed above, With speCial emphaSIS on 
reahzmg economies of scale Moreover, the InstitutIOn should strIve to bUIld long-term 
relatIonshIps With borrowers m order to benefit from the Increasmg amount of mformatlOn 
about ItS customers, theIr busmesses and their bankmg potential whIch It accumulates over 
time 

b) Possible schedule and expansIOn strategy The table below shows the possIble growth 
pattern of the new mstltutlOn's lendmg actIvIties and credit staff The table IS based on a 
reahstic assumption that m five years It will be possIble to buIld a portfoho of more than 
17,000 outstanding loans, presupposing that after five years, 58 loan officers WIll dIsburse 
2,000 loans every month 

The evolutIOn of the loan portfolIo IS a functIOn of loan amounts, matuntles and 
dIsbursements per month After lending operatIOns have been under way for two years, the 
loan portfolIo Will be J$ 133 mIllIon and after five years the portfolIo WIll have Increased to 
J$ 442 mIllion A detaIled breakdown of portfoho growth IS gIven m the annex Table 6-1 
shows values at the end of each year 

Table 6-1 PrOjected Evolution of Loan PortfolIo 

Penod No of loans Gross outstandIng loan Average loan amount outstandmg 
outstandmg portfolIo 

MIcro Small 
No J$ 000 U,)D 000* J$ 

End year 1 3267 49167 1405 11 183 123 972 
End year 2 6454 133 159 3805 12389 179 172 
End year 3 9019 220458 6299 15714 175 100 
End year 4 12 833 308183 8805 15240 173 173 
End year 5 17244 442129 12632 17680 172 079 

* 1 USD = 35 J$ 

ThIS growth projectIOn IS based on conservative estimates and draws on the expenence of 
the :MLU and other mlcrofinance mstitutlOns partIcularly In Latin Amenca An Important 
assumptIOn IS that each loan officer would be responSible for a portfolIo of 297 outstanding 
loans by the end of the fifth year ThIS figure would appear to be realistiC based on the 
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expenence of comparable projects In LatIn Amenca The number of loans In the loan 
officers' portfohos can nse qUIckly not only because their productivity steadIly Increases as 
they achieve greater proficIency In MSE lendIng, but also because, after a certaIn pOInt, 
some of theIr customers will be repeat borrowers whose apphcatlOns can be evaluated and 
processed more qUIckly 

6212 Fmanclal plan for the proposed mlcrofinance msbtutlOn 

Income projectIOn 

Based on the assumptions outhned In the prevIOus sectIOn and In Annex 2 we have 
prepared Income statements for the first five years of the new InstItutIOn's operations In 
vIew of the assumed Increases In productIvIty and portfolio growth, the Income statements 
show the InstitutIOn recovenng Its costs after two years 

Table 6-2 

Item 

Income 

Expenses 

ProfitILoss 

CumulatIve 

CumulatIve 

* 1 USD '= 35J$ 

PrOjected Income m the First Five Years 
After taxes 

Umt Year 1 Year 2 Year 3 

J$ 000 15837 44489 90639 

J$OOO 27439 46260 80951 

J$ 000 (11 602) (2345) 5813 

J$ 000 (11 602) (13947) (8 134) 

USDOOO (332) (399) (232) 

Year 4 Year 5 

131411 181 184 

118784 159 193 

7576 13 195 

(558) 12,637 

(17) 361 

Based on thiS Income and expense data we compiled a five-year senes of balance sheets At 
the end of the 5 years, the InstitutIOn's total assets exceed J$ 500 mtlhon (USD 14 million) 
DetaIled Income statements and balance sheets are contaIned In Annex 2 

Evolution of selected md,cators 

The follOWIng cntena are commonly used to Judge the profitabIlIty of finanCIal InstltutlOns 
supplementmg the finanCIal statements as measures of performance 
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Table 6-3 Projected EvolutIOn of Selected Indicators 

Year 1 Year 2 Year 3 Year 4 Year 5 

Loan portfolIo (1$ 000) 49167 133 159 220458 308183 442 129 

Total assets (J$ 000) 62,403 160,695 266,172 368,735 528,519 

Profitlloss (1$ 000) after tax (11,602) (1 771) 9,688 12627 21991 

Return on average portfolIo ill % 1) 49 41 44 44 43 

OperatIng expenses to av loan portfolIo In % 99 39 31 26 22 

Return on assets (ROA) (%)2) - (16) 27 24 29 

Return on equIty (ROE) (%) (866) (17 1) 29 24 30 

1) Sum of mterest mcome from lendmg divided by average loan portfolIO ("/0) 
2) Annual after tax profit or loss dIvided by average total assUs ("/0) 

Costs of the project 

a) Fmanclal assistance. The mItlal equIty capItal contnbutlOn (1$ 25 mIllIon usn 
700,000) WIll meet the mstItutlOn's capItal reqUIrements From the second year on, due to 
the strong and sustamed growth In the SIze of the loan portfolIo, the InstItutIOn WIll reqUIre 
debt finance m addItion to ItS eqUIty capItal For at least the first few years thIs finanCIng 
reqUIrement should Ideally be met by addItIOnal donor funds prOVIded on concesslOnai 
terms The financial plan outhned above presupposes that loans Will be taken out at local 
market mterest rates after 3 years, but funds mobilIzed on more favorable terms would 
Improve the results of the projectIOn noticeably Over the projected five years, cumulative 
outstandmg financmg breaks down as follows 

Table 6-4 

End year 1 
End year 2 
End year 3 
End year 4 
End year 5 

* 1 USD::: 35 J$ 

Projected EvolutIOn of AdditIOnal Fundmg ReqUIrements 

CumulatIve FundIng In J$ (000) 

49005 
146642 

240,305 
332,293 
476883 

In USD* (000) 

1400 
4190 

6866 
9494 
13 625 I 
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b) Techmcal assIstance. Achlevmg the strong mltIal growth reqUIred to reach the 
breakeven pomt and become profitable m a reasonable length of tIme necessitates both 
extensive IOltlal mvestments and the presence of mternatIOnal experts It WIll be essential to 
provide a techOlcal assistance package covenng the first two years If the new mstltutIon IS 
to be successful The T A should Ideally cover the followmg costs 

)- Trammg of loan officers The first loan officers could be tramed at a project slmtiar 
to the one proposed here (e g m Latm Amenca) The cost of this trammg plus grants 
for all of the loan officers dunng the first three months of theIr appomtment should be 
covered by techOlcal assistance funds 

)- InternatIOnal consultants Two long-term experts with extenSIve mternatIonal 
expenence m mstltutIOn bUlldmg Will be reqUIred dunng the first two years to launch 
the new mstltutIOn, manage the start-up and support the expanSIOn of operatIOns 

)- Management InformatIOn System MIS ImplementatIOn should be overseen by an 
mternatIOnal IT expert who Will carry out short-term miSSions to Jamaica at regular 
mtervals dunng the first two years 

)- EquIpment In the begmnmg, funds Will be reqUIred to repaIr, renovate, eqUIp and 
furnish the mstltutIOn's busmess premises so that It can begm operatIOns These funds 
should be proVided under the techOlcal assistance agreement Funds should also be 
made available to purchase appropnate computer hardware and software 
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7 Concludmg Remarks 

The situatIOn 10 Jamaica mvestIgated by the miSSion IS complex Several factors are at 
work 

~ the mstabIltty of JamaIca's economy, negatIve growth, hIgh mterest rates, a decreasmg 
level of Investment and fallIng per capIta Incomes, 

~ the generally unhealthy state of bankrupt or msolvent banks, reflectmg connected 
lendIng and moral hazard, whIch have been taken over by the government, 

~ the complex reqUIrements of a restructunng process that will be able to create effiCient 
sustamable mstltutIOns 

Three sets of problems were taken mto account 

~ Workers Bank, whIch IS msolvent and IS due to be merged wIth three other banks to 
form UnIon Bank, 

~ the mlcroloan portfolIO, which IS one of the few mtact components of Workers Bank's 
portfolio, and for which a viable solutIOn IS to be sought, 

~ the PO Savmgs System, which also operates under the mantle of Workers Bank and 
therefore, by Implication, also faces an uncertam future 

These three problems call for three solutIOns No comprehenSive solutIOn wlthm a smgle 
mstItutIOnal framework appears robust The miSSIOn advocates a modest approach, 
prefernng three small solutIOns to one grand scheme 

The pnncIpal recommendatIOn IS to spm off the Workers Bank mIcroloan portfolio to a 
separate, speCIalIzed mICro lendmg mstItutIOn 

For PO Savmgs we recommend a unIfied ownership structure (annex 3), aVOIdmg 
InstitutIonal conflIcts of Interest wherever pOSSIble, and acceptIng the restnctIOns that are 10 

the nature of a postal savmgs operatIOn, recognIzmg that It IS a broker rather than a bank 
For Workers Bank, these proposals mean that restructunng can be mItIated WIthout havmg 
to conSider the pOSSIble pohtIcal ramIficatIOns of dealIng WIth the unprofitable mlcroloan 
portfolio and the also unprofitable Post Office Savmgs component For PO Savmgs we 
recommend a UnIfied ownership structure, aVOIdmg mstltutIOnal conflicts of mterest 
wherever pOSSible, and acceptmg the restnctlOns that are 10 the nature of a postal savmgs 
operation, recognIzmg that It IS a broker rather than a bank 

Our recommendation for the mlcroloan portfolIO IS that It be mtegrated mto the legal 
framework of a credit mstItutIOn founded under the Fmanclal InstItutIOns Act ThIS WIll be 
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the first step m bUlldmg a speclahzed mlcrofinance InstItutIon that serves mIcro and small 
enterpnses on a commercIal basIs That such an InstItutIOn can be profitable, even In a 
generally dIfficult envIronment, IS demonstrated by the results of our projectIOns based on 
conservatIve assumptIOns The partners In thIS undertakIng should contInue to explore how 
the Partner Early Draw Bank can realIze thIS potentIal 
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Annex 1 Commercial Banks III Jamaica - A BrIef Portrait 

1 N atJonal Commercial Bank 

With a balance sheet total of J$ 698 billIon (apprmumately US$ 2 bIllIon) the NatIOnal 
Commercial Bank (NCB) IS by far Jamaica's largest bank, as of June 30, 1998 It accounted 
for 43 8% of the commercial bankmg sector's total assets The NCB has 36 branches, ItS 
branch network IS stIll the largest m Jamaica However, 14 branches which were deemed 
unprofitable have already been closed, and further closmgs are apparently Immment 

Table Annex 1-1 Balance Sheet of NCB 

Item 06/30/97 Structure 06/30/98 Structure Change 

mBn J$ % of total mBn J$ % of total m% 
assets assets 

Assets 6548 100 6979 100 7 

Cash and Reserves 15 14 23 1577 23 4 

Investments 10 42 16 2898 41 178 

Loans 2128 32 1164 17 (45) 

FIxed Assets 153 2 128 2 (16) 

Other 1711 27 12 13 17 (29) 

LIabIlItIes 6346 100 6596 100 4 

DeposIts 4335 66 4920 70 13 

Borrowmgs 403 6 397 6 (1) 

Other 1608 25 1278 18 (20) 

CapItal 202 3 383 6 90 

PaId-In 025 0 203 3 712 

Accumulated Profit 1 77 3 180 3 2 

Source Bank of Jamazca 

The NCB sees Its role as bemg that of a full-service bank which offers a broad spectrum of 
financial services, mcludmg credit cards msurance, etc However until the mld-1990s, It 
focused Its busmess on lendmg to large-scale customers When cnsls struck the bankmg 
system, the NCB had to contend With conSiderable problems Compansons of the balance 
sheet total and the structure of the balance sheet for 1996, 1997 and - msofar as the relevant 
figures are avaIlable - 1998 Illustrate their extent 
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The NCB's balance sheet total expanded sIgmficantly between 1996 and 1997 ns10g from 
J$ 41 4 bIllIon 10 1996 to J$ 655 bIllIon 10 1997 - an 10crease of 58% At the same tIme 
however, problems WIth non-perform1Og loans also 10creased markedly When It became 
apparent that the NCB's finanCIal plIght was worsemng FINSAC 10tervened and 

~ took control of the NCB, 

} recapItalIzed It by mJectmg J$ 6 bIllIon, and 

} bought non-performIng loans amount1Og to J$ 13 1 btlhon at their face value, 

Thus, FINSAC's financial support for the NCB was eqUIvalent to around one-fourth of the 
balance sheet total In 1994 ImtIally, a merger was also conSidered between the NCB and 
four other candidates - Island VIctorIa Bank, CitIzens Bank, Workers Bank and Eagle 
CommerCIal Bank However, thiS proposal was rejected, not least because of the effect that 
such a merger would 10evltably have on competitIOn, as the aforementIOned banks together 
account for more than 60% of the bank10g system's total assets Fmally, at the urgIng of 
FINSAC, JamaIca Mutual Life Assurance Company acqUIred a 45% share 10 the NCB 
group for J$ 950 mtlhon 

Subsequently, the busmess poltcy of the NCB underwent a radICal change, which IS reflected 
In two areas 

~ FIrst, the entire loan portfoho was audited, With the result that a slgmficant portIon of 
the bank's outstand1Og loans were wntten off Although the volume of outstand1Og loans 
accounted for 32 5% of NCB's balance sheet total In 1997, thIs share had dropped to 
156% by mId-1998 

~ Second, new funds were used to dramatically 10crease the bank's hold1Ogs of 
government secuntIes, espeCially FINSAC promIssory notes As of mId-1998 
government secuntIes accounted for 41 7% of NCB's balance sheet total, up from 
158% In 1997 

These changes were Implemented for two reasons First, restructunng the eXlst10g portfobo 
was unaVOidable, had It not been done, the NCB would have had to declare bankruptcy 
Second, by focus1Og on the acqUisition of government secuntles the bank would be able to 
pare down ItS lend10g actIVities, have an opportumty to make appropnate changes to ItS 
personnel structure and reallocate other 1OstltutlOnal resources 

It IS surpns10g that the NCB has contmued to attract a conSIderable depOSIt volume - In 

fact, ItS deposlt-tak1Og actIvItIes have been even more successful smce the cnsls than they 
were pnor to It The same IS true of the other banks, which have contmued to attract 
depOSIts despite the fact that- the} are technically Insolvent ThIS can De 10terpreted as a 
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posItive sIgn, and as an IndIcatIOn that deposItors trust FINSAC AlternatIvely, though the 
fact that people are WIllIng to contInue depositIng funds at Insolvent banks could be regarded 
as a sIgn that they lack sufficIent InfOrmatIon It mIght also IndIcate, at least In some cases 
that moral hazard problems are Involved, WhICh IS a dIStInCt possIbIlIty gIVen the ImplicIt 
commItment on the part of FIN SAC to Insure deposIts 

NCB can now be expected to gIve pnonty to 

~ SystematIcally consohdatmg and wntIng off all non-performIng loans, 

~ Ensunng that effective nsk management systems are In place at all levels of the bank's 
bUSIness, 

~ Further streamhnIng the branch network and clOSIng down five more branches, 

~ Introducmg efficIent IT systems to enhance the qualIty of both customer servIce and the 
management mformatIon system 

~ Lowenng operatIng costs In all areas of operatIons GIven wages and salanes whIch are 
relatively hIgh by InternatIOnal standards, It WIll probably not be possIble to do this 
Without ebmInatIng Jobs 

~ SettIng up an Asset QualIty Control DIVISIon to ensure that non-performIng loans are not 
accumulated m the future 

It IS presumably no comcidence that staff at the NCB and other banks repeatedly pomt to the 
quabty of the MIS systems they currently use as a problem, and Indeed, In some cases these 
systems leave much to be deSIred As a result of defiCIencIes In the qualIty of MIS functions, 
some members of rruddle management have been able to develop and Implement theIr "own" 
bUSIness polIcy WIthout the semor managers beIng appropnately Informed However, thIS IS 
not the only source of problems at the NCB and at other banks as well, bad bUSIness 
deCISIons were actually covered up and backed - and In some cases even taken - by the 
semor managers Thus, at least to some extent, the dIfficulties faced by the bankmg system 
today can be regarded as a consequence of bad bankIng It was IneVitable that the 
reperCUSSIOns of misgUided bUSIness polICIes would come to lIght once the economy was In 
cnSIS 

2 CItizens Bank 

Cltlzens Bank was ImmedIately affected by the financIal cnSIS In 1996 After Century 
NatIOnal Bank closed In July 1996 and large Insurance compames found themselves facmg 
perSIstent solvency problems rumors began to spread that CItIzens Bank was In finanCial 
dIstress Although the ensuIng run on the bank In October 1996 had reperCUSSIOns whIch 
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went far beyond CItIzens Bank Itself, the mCIdent nonetheless provIded the Impetus to 
rehabIlItate msolvent banks 

Table Annex 1-2 Balance Sheet of CItizens Bank 

Item 06/30/97 Structure 06/30/98 Structure Change 

Bn J$ % of total Bn J$ % of total % 
assets assets 

Assets 820 100 10 06 100 23 

Cash and Reserves 177 22 342 34 93 

Investments 3 15 38 379 38 20 

Loans 187 23 123 12 (34) 

Fixed Assets 017 2 022 2 29 

Other 124 15 140 14 13 

LIabilItIes 846 103 982 98 16 

DepOSits 517 63 588 59 14 

Borrowmgs 158 19 208 20 32 

Other 1 71 21 186 19 9 

Capital (026) (3) 024 2 -
Prod-In 009 1 109 11 11 

Accumulated Profit (035) (4) (085) (9) -

Source Bank of Jammca 

It IS IroruC that Citizens Bank IS one of the few finanCIal mstitutIOns which had already 
carned out extensive restructunng pnor to the cnSlS - a move whIch perhaps cast doubts on 
the mstltutIOn's finanCial stabIlIty Citizens Bank had already been gIven a new streamlIned 
orgaruzatIOnal structure m the spnng of 1996, the payroll was drastlcally reduced, basIc and 
advanced trammg programs were Implemented m whIch 93% of employees took part The 
costs and benefits of each mdlvldual posItIon on the bank's permanent staff were assessed, 
above all for mIddle management personnel When redundanCies were found, the pOSItions m 
questIon were elImmated Nonetheless, dunng the cnsls there was a conSIderable outflow of 
funds, whIch the bank was able to deal With only by sellIng government secuntles 
Thereafter, the number of non-performmg loans rose rapIdly because an mcreasmg number 
of borrowers began to doubt that CItizens Bank would survive On May 15, 1997 FINSAC 
took control of Citizens Bank and recapitalIzed It WIth an mJectIOn of J$ 1 btilIon 

-
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Today, the balance sheet total of CItizens Bank comes to J$ 10 1 bIllIon, of thIs, loans 
account for only J$ 1 2 bIlhon, or 8 4% Two years ago, loans represented nearly 34% of the 
balance sheet total To a great extent, lendIng actIvIties were replaced WIth secuntIes 
purchases The bank's secuntIes portfoho currently represents more than 50% of Its total 
assets, lIqUId assets - IncludIng cash holdIngs, whIch are very hIgh by any standard -
account for around 80% of the balance sheet total 

FINSAC's InterventIon has had a highly POSItIve effect In the case of CItizens Bank To a 
great extent, the problems resultIng from the bank run have been resolved CItIzens Bank 
once agaIn funds Its actIvItIes pnmanly through deposIt-takIng, whIch accounts for 59 9% of 
ItS habilIties In the meantIme, the bank has even been able to raise ItS deposIt volume to a 
level hIgher than that achIeved Immediately pnor to the run However, there IS some 
questIon as to whether CItizens Bank would be able to survIve WIthout a strong partner and 
for thts reason It WIll be merged Into the future Umon Bank 

3 Island Victoria Bank 

Of the four banks whtch wIll merge to form Umon Bank, Island Vlctona Bank probably has 
the most htghiy developed retaIl bankIng culture, catenng pnmanly to the upper end of the 
retad market In addItIon, corporate customers play a promInent role In ItS busmess 
AmbItiOUS expanSIOn plans have been launched, In partIcular In electronIc bankIng and 
telephone bankmg SInce 1996, a 24-hour servIce has been avaIlable, and It IS used over 
300,000 tImes a year Moreover, the bank offers ATMs and on-hne real-time bankIng 
facditIes at ItS branches Its network IS qUIte small, WIth only three offices 
Looking back, there was an unrestraIned dnve toward expanSIon, partIcularly In 1994 and 
1995 The 1994 annual report states 

"Pubhc confidence In our rehablhty and performance was 
IndIcated by a 166 percent growth represented In 
customer deposIts that moved from J$677 to J$ 1 8 
bIllIon ForeIgn currency Intake alone grew by 242 
percent and local currency deposits by 150% The 
number of accounts In thIS area of operatIons also 
Increased by 69 and 53% respectIvely By IntellIgent 
InvestIng and by resourceful and aggressIve management 
we were able to Improve our assets by 54% and 
revenues by 174% ,,1 

Island Vlctona which was Jamaica's fastest growmg bank m 1994, was taken over by 
FINSAC In 1997 to protect deposItors from loss Today, Island Vlctona has a balance sheet 
total of J$ 2 9 bIllIon, or some US$ 84 mIllIon On the asset SIde, the loan portfolIo IS stIll 
the largest SIngle Item, and accounts for 44 8% of the total despIte extensive wnte-offs 

1 Cf Island Vlctona Bank (1995) Annual Report 1994 p 4 
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Thus far, government secunttes have played only a secondary role On the lIabIlIty SIde 
deposIts are stIll the bank's pnmary source of fundmg although It should be noted that the 
deposit volume has decreased by 10% There has been no major outflow of funds, mamly 
owmg to the mterventIOn of FINSAC The measures Implemented by FINSAC WIll 
culmmate m a merger WIth Workers, Eagle and CitIzens Bank 

Table Annex 1-3 Balance Sheet of Island Victoria Bank 

Item 06/30/97 Structure 06/30/98 Structure Change 

mEn J$ % o/total mEn J$ % of total In % 
assets assets 

Assets 256 100 290 100 13 

Cash and Reserves 069 27 052 18 (25) 

Investments 026 10 074 25 18'i 

Loans 109 43 1 31 45 20 

FIxed Assets 010 4 009 3 (10) 

Other 042 16 024 9 (43) 

LIabIlIttes 236 92 271 94 15 

DeposIts 184 72 168 58 (9) 

Borrowmgs 006 2 006 2 0 

Other 046 18 097 34 III 

CapItal 020 8 o 18 6 (10) 

Prud-In 063 25 063 22 0 

Accumulated Profit (043) (17) (044) (16) -

Source Bank of Jamaica 

4 Eagle Commercial Bank 

Eagle Commercial Bank was founded as a wholly-owned subSIdIary of the Eagle Merchant 
Bank to enable the group to expand mto claSSIC retaIl bankmg LIke Island Victona, Eagle 
CommerCial IS one of the smaller merger candIdates, wIth total assets of J$ 3 2 bIllIon 
(approXImately US$ 92 8 mIllIon) Eagle CommerCial has 7 branches, 3 of whIch are rural 

LIke the three other merger candidates, Eagle CommercIal Bank was m fact more actIve m 
wholesale bankmg than was warranted gIVen ItS busmess phIlosophy RelatIOnshIp bankmg 
and dIfficult economIc condItIOns have meant that Eagle CommercIal had to wnte off large 
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portions of Its loan portfoho The loan volume dropped from J$ 1 0 bIlhon In June 1996 
(around US$ 28 9 rrulhon), to J$ 303 rrulhon, or US$ 8 8 millIon In June 1998 - a decrease 
of around 70% 

Table Annex 1-4 Balance Sheet of Eagle Commercial Bank 

Item 06/30/97 Structure 06/30/98 Structure Change 

Bn J$ % of total Bn J$ % of total % 
assets assets 

Assets 203 100 3 17 100 56 

Cash and Reserves 043 21 046 14 7 

Investments 033 16 195 61 491 

Loans 103 51 035 11 (66) 

Fixed Assets 009 4 005 2 (44) 

Other o 15 8 036 12 140 

Lmblhtles 156 77 261 82 67 

DepOSits 107 53 137 43 28 

Borrowmgs 033 16 055 17 67 

Other 016 8 069 22 331 

Capital 047 23 056 18 19 

Prud-In o 15 7 015 5 0 

Accumulated Profit 032 16 041 13 28 

Source Bank of Jammca 

FollOWIng the takeover by FINSAC, the loan portfolIo was consolIdated and the bank 
recapltahzed, as reflected In a slgmficant Increase In the volume of government secuntles 
held WIth eqUIty capItal of US$ 4 4 mIllIon, the bank was undercapItalIzed In any case, and 
the government secuntles In effect served as balanCIng claIms whIch were added to the 
balance sheet to prevent Eagle CommerCIal from becomIng Insolvent 

Common features of bad banks 

Analyses of these commerCIal banks have a common thread they grew too qUIckly Without 
attemptIng to change their InstItutIOnal framework to accommodate thiS expansion Even 
today, some people In the bankIng sector seem to have the ImpreSSIOn that expansIOn 
consists of multiplYIng the number of Inputs by a certaIn factor and Implementmg an 
effective MIS However, Institutions eqUIpped to serve 200 customers cannot Simply 
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expand theIr clIentele to 25,000 WIthout also expandmg and reconfigunng the entIre 
structural basIs of theIr operatIons 

As a result, hIghly complicated, unwIeldy organIzatIOnal structures are created on an ad hoc 
baSIS Thus, an eXaminatIOn of the organIZatIOn chart for Eagle Commerczal Bank suggests 
that the mstltutIOn's structure and operating procedures were not carefully planned In 
advance, but Instead gIves the ImpressIOn that growth occurred m a somewhat haphazard 
fashIOn, WIth responslblhhes constantly bemg reallocated dependmg on the requirements at a 
gIVen pomt In hme In the absence of an effiCient management infOrmatIOn system and 
Without appropnate credit technologies, such expanSIOn ineVitably results In finanCIal 
disaster 

5 Trafalgar Group 

The Trafalgar group compnses two finanCial mstltutIOns, one of whIch Trafalgar 
Commerczal Bank, IS commerCIally onented, whIle the other, Trafalgar Development Bank, 
serves developmental ObjectIves The Trafalgar group IS an mterestIng case, not least 
because ItS commercIal arm co-exists WIth a non-commercIal institutIOn, which makes It 
unIque among JamaIca's banking companIes 

Trafalgar Development Bank has a balance sheet total of J$ 2 5 bilhon (US$ 71 3 million) 
As an instItutIon which IS at least In part geared to the promotion of developmental 
obJectives, It IS a speCial case Thus, It does not fit neatly Into the categones which apply to 
Jamaica's regular banks The declared goal of the TDB, which was launched WIth the 
support of multllateral donors, IS to finance Investments In productive assets To thIS end, It 
offers vanous medlUm- and long-term credIt faCIlItIes for the purpose of financmg 
Investments In fixed assets and permanent working capItal Borrowers are granted a grace 
penod of up to two years before they must begm makmg pnnclpal repayments ThiS IS 
problematIC In two respects firM, the terms and conditIOns of these faCIlItIes deViate 
SignIficantly from those available In the market (SImIlar loans are not offered by regular 
banks), second, a great deal of time elapses before It IS clear whether borrowers are In fact 
wIlhng and able to meet their obligatIOns ForeIgn currency loans are only made If the 
planned Investment project WIll generate foreIgn currency mcome 

In addItIOn to loans, the TDB also offers a varIety of other finanCing optIons and 
Instruments including eqUity partICIpatIons In the case of partICIpatIOns, up to 40% of the 
eqUity capital of an enterpnse or "project" may be acqUired, m the form of both ordmary and 
preferred shares The bank IS typIcally gIven a put optIOn on the shares WhICh enables It to 
sell them once the penod agreed In the contract has elapsed Moreover, TDB offers a range 
of consultancy servIces covenng 

~ enterpnse restructunng, 
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~ co-finanCIng, should the credit faclhties ofTDB be InsuffiCient, and 

~ preparatIOn of busIness plans 

However, the bank focuses on lendIng, whIch In 1997 accounted for two-thirds of total 
assets, and thus the hon's share of ItS busIness actlVltleS Thirty-nIne percent ofloans went to 
enterpnses In the productIOn sector, 29% to busInesses In the tounsm Industry, and 23% to 
agncultural enterpnses The rest of the loans Issued went to busInesses In the mInIng 
Industry (5%) and services (4%) Eighty-four percent of all loans were Issued to busInesses 
that are either directly or Indirectly export-onented It IS InterestIng to note that the structure 
of the portfolIo of eqUity holdmgs IS markedly different from that of the loan portfolIo, 
especially Insofar as the servICe sector IS concerned shareholdIngs In service enterpnses 
account for 39% of the eqUity portfolIo, whereas the share of the loan portfolIo accounted 
for by credIts to servIce-sector busInesses IS far lower This IS probably a reflectIOn of the 
fact that the returns on Investments In the service sector are notlceably hIgher than In other 
sectors 

Table Annex 1-5 Balance Sheet of Trafalgar Commercial Bank 

Item 06/30/97 Structure 06/30198 Structure Change 

mBn J$ % of total mBn J$ % of total m% 
assets assets 

Assets 066 100 079 100 20 

Cash and Reserves 019 29 017 22 (10) 

Investments 011 17 011 14 0 

Loans 026 39 040 51 54 

Fixed Assets 002 3 002 2 0 

Other 008 12 009 11 12 

LiabilItIes 059 89 071 90 20 

DepOSits 042 64 053 67 26 

Borrowmgs 007 10 011 14 57 

Other 010 15 007 9 (30) 

CapItal 007 11 008 10 14 

Paid-In 008 13 008 10 0 

Accumulated Profit (001) (2) 000 0 -

Source Bank of Jamaica 
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Between 1996 and 1997, the TDB' s balance sheet total grew by 12 8% Its credIt portfolIo 
by 262% Thus, the bank's expanSIon was much more pronounced than that of ItS 
commerCIal sIster mstItutlon, Trafalgar CommerCial Bank (TCB) WIth total assets of J$ 
793,687,000 (around US$ 22 mIllIon), the TCB IS m any case the smallest commercIal bank 
m JamaIca, and has had to contend wIth seflous dIfficultIes In 1997, It posted a loss of J$ 
8 4 mIllIon and was forced to mcrease ItS loan loss reserves from J$ 4 4 mIllIon to J$ 28 2 
mIllIon as a f1sk-proVIslOnmg measure to cover non-perfonnmg loans A further loss has 
been forecast for 1998, although It Will probably be smaller than that 10curred 10 1997 

The co-eXIstence of a commercIal bank and a development bank wlthm a smgle group raIses 
a number of questIons For example, how IS It pOSSIble that of the two, the commercIal 
mstltutlOn has mcurred losses whIle the development bank has not? A conceIvable answer IS 
that the loans granted by the TDB have a qUite generous grace penod of up to two years, 
and that the bank IS therefore unable to IdentIfy potentIal non-perfonnmg loans untIl 
borrowers begm to default on theIr mterest payments The example of the Trafalgar group 
also underscores how dIfficult It IS for an mdIvIdual bank to post good results If the overall 
econOmIC sItuatIon IS unfavorable 
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Proll! & Loss Statement 
Year Year 1 Year2 

Income 

mterest mcome from new portfolio 
mterest mcome from micro loan portfolio 8268904 22050084 
mterest mcome from small loan portfolio 3408587 13 809747 

total mterest mcome from loan portfolios 11677491 15859811 

mcome from service fee (micro loan portfolio) 3687400 781) 000 

mterest mcome from current account Wlth other banks 260106 791872 
mterest mcome from mvestment of OWll funds 212011 0 

total mcome 1) 817010 44488701 
total mcome after mcome tax ]) 817010 44488701 

Expenses 

additions to loan loss prOVISIOns for new portfoho 
additions to loan loss prOVISions micro 1470099 1696719 
additions to loan loss provISIons small 429427 I 118277 

total additions to loan loss proVISions I 899 )26 1014996 

salanes mCI nmrwage labor costs 
loan officers 10671 !bO 16846 )00 
managenal and support staff 7084000 10087000 

overheads (marketmg commUnIcatIOn others) 1 0)8 ))0 3547 )00 

office rent 2580600 37)8700 

depreCiatIOn of fixed assets )00000 )00000 
borrOWIng costs 1 642710 8484868 

total expenses 274192)) 462)9 )M -
I 

profitlloss per penod before tax on profit 11 602 22~ 1 770861 
profitlloss per penod after tax on profit 1160222) 2344 ))1 
profit/loss accumulated -II 60222'5 -13 9 ... 6 778 

I 
I 
I 

Year3 Year ... 

44669088 67700102 
30593642 43732276 

75262710 111412378 

11700000 17540000 

1676409 2418141 
0 0 

90619 140 111410521 
90619 140 111410 )21 

2414778 2 114698 
907 )42 I 141486 

1122 120 12)8184 

229)7000 2876) 000 
16670)00 20077 7)0 

4217200 4871 900 

8541700 11484000 

)29 167 850000 
24691 166 49476991 

809)10)2 11878182) 

9688088 12626696 
) 812 8)1 7)76018 
-8,133926 -557908 

1 

BasIc ScenarIO 

YearS 

96 185566 
57592 550 

151778 116 

23981000 

3425269 
0 

181 184385 
181 18438) 

4351691 
912 541 

) 264 215 

14 )73 000 
23870000 

) )19 600 

13675200 

879167 
7) 392 195 

159193196 

21990989 
13194593 
12,636,685 

ql 
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Balance Sheet 
Year Year 1 Year 2 

A!W! 

cash and non eanung hqUid assets 4726765 12822487 

current accounts WIth other banks 2458359 6657970 

central bank (mandatory reserves) 2950030 7989564 

total new loan portfolio net 47267647 128224870 
portfolIo gross - IDlCro 35282169 76001614 
portfolIo gross - small 13884804 57 15::> 7::>8 
loan loss provlSlons - IDlcro 1 470099 1 166818 
loan loss provlSlons - small 429427 1 767704 

mvestment of own funds/loans to other banks 0 0 

fixed assets 5000 000 5 000 000 

Total assets 62402801 160 694891 

Liabilities 

borrowed funds 4900::> 026 146641669 

total lIabilIties 49 00) 026 146641 669 

fuu!.!!l: 

eqUIty 25000000 28 000 000 
retamed earnmgs and losses 11602225 -]1 946 778 

total equity 11197775 14 0::>1 222 

Year3 Year'" 

21220108 29666836 

11022896 15409 169 

13227475 18491003 

212201079 296668 361 
]11958107 1847110)9 
86499611 121472 328 
) 581 596 7696 294 
267) 246 1818712 

0 0 

8 )00000 8500000 

266171558 168735169 

24010) 484 1U 291278 

24(10) 484 112291" 278 

14000000 17000 000 
8 111926 )57908 

25866074 16442092 

2 
BasIc Scenano 

Year 5 

42535028 

22 106477 

26527773 

42::> 350283 
289151651 
152977 892 
12047985 
4731275 

0 

12 000 000 

528519561 

476882876 

476882876 

39000 000 
1261668::> 

51 616 685 
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Selected mdlcators ,e'lr 1 

after taxes 

return on average equIty -866% 

average eqmty I average assets 21% 

operatmg expenses I average loan portfolto 99% 

growth rate of new loan portfolto 100% 

mterest mcome I average loan portfoho 49% 

-
I 
I 
I 
I 
I 
I 

year 2 year3 

-171% 29% 

12% 9% 

39% 31% 

171% 6)% 

41% 44% 

ill.t.:! 

24% 

10% 

26% 

40% 

44% 

3 
BasIc Scenario 

year 5 

300% 

10% 

22% 

43% 

43% 
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Assumptions Underlymg Balance Sheet and Income Statement ProjectIOns for 

Partner Early Draw Bank 

I Balance Sheet 

1 Assets 

Cash and non-earnmg llqUid assets & sltort term deposits wltlt otlter banks LIqUId funds 

compnse "cash and non-earmng lIqUId assets" and "short term deposIts wIth other banks" 

» We assumed that cash hold1Ogs should be eqUIvalent to at least 10% of the outstand1Og 
net loan portfoho In the model, all loans are repaId 10 equal mstallments, so there IS a 
constant 1Oflow of lIqUIdIty 

» "Short term depOSIts wIth other banks" refers to lIqUId funds deposIted at other banks, 
where they earn Interest of 20% p a ThIS Item mcludes an amount eqUIvalent to 5% of 
the outstand1Og gross loan portfolIo as an addItIOnal reserve to make allowance for 
fluctuatIOns 10 lIqUIdIty reqUIrements caused by loan dIsbursements 

Mandatory resen'es In complIance wIth the cash reserve reqUIrements of the BOJ, thIS Item 
consists of a reserve whIch amounts to 5% of the mstItutIOn' s total lIabIlItIes It WIll be held 
at the Central Bank 

Total new loan portfolIO The SIze of the portfolIo wIll be a functIon of the type of loans 
disbursed and theIr average SIze and matunty and also the number and productIVIty of the 
loan officers 

» The portfoho wIll consIst of mIcro and small loans It IS assumed that vanatlons 10 the 
average sizes of mIcro loans wIll be sunIlar to those reported by the l\1LU A further 
assumption IS that average loan SIzes WIll 10ItIally be low Moreover, the average 
matunty IS expected to nse over tIme as long-term relatIOnshIps WIth the borrowers 
are estabhshed ThIS effect was observed m the l\1LU In VIew of the l\1LU's 
expenence and the dIfficult macroeconomIC SItuatIon we expect that the 1OstitutlOn 
wIll 10ltlally adopt a rather cautIOUS lendmg polIcy, whIch WIll be reflected 10 relatively 
low average amounts and short matuntles For the baSIC scenano we have assumed an 
10ltIal average term of 9 months for small loans and 5 months for mIcro loans, whIch 
are less hkely to be used for fixed-asset mvestments than workmg capItal 
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Table Annex 2-1 The Micro and Small Loan PortfolIos Average MaturatIes 
and Average Loan Amounts Disbursed 

Year Month Avg Matuntv Avg loan amount Avg Matunt\ Avg loan amount 
dIsbursed dIsbursed 

Micro loans Micro loans Small loans Small loans 

No No Afonths J$ Afollfhs J$ 

I 6 6 18000 9 200000 

12 6 20000 10 200 000 

2 6 7 20 000 10 300000 

12 7 2) 000 10 300 000 

3 6 8 25000 10 300 000 

12 8 25000 II 100 000 

4 6 9 2) 000 II 100 000 

12 9 25 000 11 100 000 

5 6 10 10 000 II 300 000 

12 10 10 000 II 300 000 

Source projection 

~ The rate of growth m the total number of loans dIsbursed per month Will depend on 
how many loan officers are employed and how productIve they are From the 
begInnIng, the new InstItutIon Will be able to count on the servIces of well-tramed staff 
members who have been workmg for the lv1LU In addItIon 10 new loan officers 
should be hIred because the InstitutIOn should broaden Its customer base and Increase 
Its lendIng volume rapIdly at thIS early stage The first group of loan officers (old and 
new loan officers) for traInmg IS to consIst of 25 persons I They WIll receIve extensIVe 
traInmg that Will enable some of them to occupy middle-management POSitIons In the 
future Every SIX months five new recrUits Will Jom the permanent staff of loan officers 
after completIng a tramIng phase whIch lasts approxnnately 3 months 

2 

As new employees are recrUited, some of the more expenenced loan officers Will leave 
the bank When modelmg the staff turnover rate, we assumed that one loan officer WIll 
leave the mstItutlOn every SIX months, thus reducmg the number of loan officers who 
have been workmg longest for the bank ThIS IS a very conservatIve modelIng strategy, 

ReahstIcally the mstltutlOn should count on hm I11g 2) recruits for the Il1JUal tr'lJJ1JJ1g program because 
expenence has sho~n that roughh 20% of the p lrtlClpants \\111 change their nunds and drop out If the 
mstItutIon starts with 2) tramees It can be assumed that after 6 1110nths lendmg operatIOns can be 
InItiated wIth 20 thorough!> tramed and \\ ell-motJ\ ated loan officers 

As a rule new loan officers recel\e three months of trauung DUrIng thiS tune the\ appear neither III 
the credlt statIStICS nor on the par roll The\ recel\ e their pa\ m the form of gnnts \\ lllch are funded 
from the T A package 

/ 
q~ 
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as It assumes that the loan officers who leave WIll be the ones wIth the hIghest 
prOductIVIty, whtch hopefully WIll not be the case 

» We measure loan officer productIvIty by the number of loans he or she Issues per 
month wIth figures determined separately for mIcro and small loans In other 
mlcrofinance inStItutIOns, as well as In the T\1LU, loan officer productiVIty Increases 
wIth lending expenence a loan officer Involved In the program for a year IS capable of 
Issumg more mIcro and small loans on average than a loan officer who has been wIth 
the program for SIX months The more expenenced officer has a better grasp of the 
workmg procedures and the market, and Will be deahng wIth an IncreaSing number of 
repeat borrowers Thus, productIvIty tends to grow, although the rate at whIch It does 
so decreases over tIme On average, more mIcro loans can be Issued per month than 
small loans Small loans reqUIre a more thorough credIt analYSIS whereas mIcro loans 
tend to be hIghly standardIzed 

Starting from the date when trainees become members of the regular loan officer team 
and are responsIble for adminIstenng and mOnItonng a portfoho of theIr own, It IS 
assumed that they are capable of dIsburSIng 10 mIcro loans (0 small loans) per month 
each After SIX months theIr productIVIty nses to 20 mICro (0 small loans) loans per 
month At the end of 12 months, they are assumed to be capable of dIsburSing 30 
mICro loans (1 small loan) per month after 18 months thIS figure Increases to 35 
rmcro loans (2 small loans) per month After 24 months It can be expected that loan 
officers Will be members of the InstItutIOn's core group of expenenced credIt staff and 
thus a further Increase In productIVIty IS assumed bnngmg the monthly loan 
dIsbursement rate to 40 mICro loans (2 small loans) per month 

Table Annex 2-2 ProductiVity of Loan Officel S 

Loans Disbursed per Month per LO 

Length of lendmg 

Expenence MICIOlo,l115t Sill III 10.1ns 

< 6 months 10 0 

>= 6 months 20 0 

>= 12 months 30 1 

>= 18 months 35 2 

>= 24 months 40 2 

Source projectIOn 

» WIth a relatIvely small populatIon of 2 5 millIon and a small degree of concentration In 
urban centres, costs for borrowers Will margmally mcrease both m terms of tIme and 
money, and ultimately slow down the lendmg process 
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The table below shows a projected growth pattern of the new mstltutIOn's lendmg activities 
and credit staff The table IS based on a reahstlc assumptIOn - that It wlll be pOSSible to bUlld 
a portfolIo of more than 17,000 outstandmg loans wlthm five years This presupposes that 
after five years, 58 loan otncP...fs Will be dtsburs1I1g--almost 2,DDO-mlcro loans every month 

Table Annex 2-3 Projected Growth of Loan Officers' ProductiVity 
by Number of Loans 

Year Month No of Monthly Loans Loans Loans 
loan disbursements disbursed per outstandll1g outstandll1g per 

officers loan officer loan officer 

No No No No No No No No No No No 
Abero Small Abero Small Abero Small Abero Small 

1 6 22 49) 12 22 0) 1835 )7 83 3 
12 26 680 22 26 08 1 15) 112 121 4 

2 6 30 8)0 35 28 12 4250 191 142 6 
12 34 1 035 43 30 I 1 613) 119 180 9 

3 6 38 1 19) )1 11 I ., 740) 414 19) 11 
12 42 1 3)5 59 32 14 852) 494 201 12 

4 6 46 I 515 67 33 15 10840 )74 216 12 
12 50 1675 75 34 1 5 12 120 711 242 14 

5 6 54 1 835 83 14 1 5 14915 801 276 ]) 

12 58 1 995 91 34 16 161)) RR9 282 15 

Table Annex 2-4 Projected Growth of Loan Officel s' PlOductlvlty 111 Milhon J$ 

Year Month No of Monthl) Loans Loans Loans 
loan disbursements disbursed per outstandll1g outstandll1g per 

officers loan officer loan officer 

No No No Tal Tal Tal r 01 Tal r 01 r 01 Tal 
AfIelD Small Ahcto r;;mall Ahcto r;;mall \hclD r;;mall 

1 6 22 9 2 04 01 18 8 08 04 

12 26 14 4 05 02 1) 14 1 1 05 
2 6 30 17 10 06 03 )0 29 16 10 

12 34 26 11 08 04 76 )7 22 17 

3 6 38 10 ]) 08 04 106 73 28 19 
12 42 34 18 08 04 134 86 12 20 

4 6 46 38 27 08 06 I)) 110 14 24 
12 50 42 30 08 06 18) 1)9 17 32 

5 6 54 55 33 10 06 221 184 4 I 14 
12 )8 60 36 1 0 06 289 204 ~ 0 1 ) 
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After lendIng operations have been underway for two years, a portfolto of US$ 3 8 mtlhon 
wlll have been budt up, after 5 years It IS realtstlc to expect that the portfoho Will have 
Increased to over US$ 12 mtlhon 

Table Annex 2-5 PrOjected EvolutIOn of Loan Portfoho 

Penod No of loans outstandmg Gross outstandmg loan portfolio 

No J$ 1111111011 USD 1111111011 

(rate = 35 1) 

End of year 1 3267 49 14 

End of year 2 6454 l33 38 

End of year 3 9019 220 61 

End of year 4 12833 308 88 

End of year 5 17244 442 126 
Source projectIOn 

GIven the assumptIOns outlIned above each loan officer would be responSible for a portfoho 
of297 outstandIng loans by the end of the fifth year ThIS figure would appear to be reahstlc 
based on the expenence of comparable projects In Latin America The loan officers can 
qUIckly Increase the number of loans m theIr portfoltos because they are steadily becommg 
more profiCient at small and micro lending and also because some of their customers Will be 
repeat borrowers whose apphcatlOns can be evaluated and processed more qUIckly 
Expenence has shown that mlcrofinance mstltutlOns can achieve even higher productlVlty 
levels than we have assumed m our projectIons 

Branch network New branches Will permIt the loan portfolto to grow rapIdly, enabhng the 
bank's busmess to continue expandmg even though the demand for mIcro and small 
enterpnse credit In the areas served by the mam branch may already be satisfied Rapid 
expanSIon of the branch network Will also ensure that the mstltutlon IS able to enter the 
market 10 deSignated areas as qUIckly as pOSSIble The projection does not differentiate 
between mdlvldual branches All assumptions WIth respect to growth Impltcltly take Into 
account the expansIOn of the branch network 

MLU PortfolIO It IS assumed that the new mstltutlon WIll not acqUIre the old portfoho of 
the Workers Bank, but Instead WIll merely administer It Thus, thIS portfoho does not appear 
m the balance sheet of the new institution In addItIon we have assumed that the 
adminIstrative fee whIch the new mstltutlOn Will receIve for recovering old delinquent loans 
Will be Just suffiCient to cover the costs of recovenng such loans, thus, the mcome statement 
contams no Items whIch are directly related to the old portfoho 

FIXed Assets ThiS headmg covers all costs mcurred m renovatmg premIses and eqUIpping 
the branch ThiS mcludes the eqUIpment mstalled at the cashier's wmdow and m the banking 
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hall and purchase of a safe, commumcatlOns equipment (telephone lInes, etc) and securIty 
devices (alarm systems) "Fixed assets" also Include furniture and all other office eqUIpment 
(computers, penpherals, local networks) EqUIpment will be replaced at regular Intervals, 
and thus the value of the fixed assets will remaIn constant over time The costs associated 
with these Items wIll be covered In part by off balance sheet techmcal assistance, and will 
therefore be borne only In part by the InstitutIOn Itself 

2 Liabilitles and EqUity Capital 

Bo"owed funds Credit lines In local currency received from internatIOnal donors, the local 
Interbank market and other commercial banks are reported under thiS headIng The size of 
thIs Item IS a function of the growth of the Institution's bUSIness volume In other words, 
dunng the first few years It wIll depend prImarIly on the scope of the new lendIng activIties 
We have assumed a monthly flow of funds from the respective fundIng source(s) to the new 
instItutIOn, thus, all computations were done on a monthly baSIS 

Equlty capltal The bank's eqUIty capital IS determl11ed by subtractmg Its total lIabilIties from 
ItS total assets In the model, the new I11stltutlOn Will receive the full amount of J$ 25 mIllIon 
as paid-in eqUIty PerIodiC capItal I11creases WIll be undertaken 111 accordance With the capItal 
adequacy agreement descnbed below and Will Involve Increments of J$ 1 mIllIon 

The new instItutIOn must comply With I11ternatlOnal capital adequacy standards, which 
stipulate that eqUIty capital must amount to at least 8% of nsk-welghted assets The World 
Bank recommends that the eqUIty capital of finanCial I11stltutlOns operatIng 111 countnes With 
less stable finanCial systems amount to at least 12% of nsk-welghted assets When checkl11g 
for complIance With capital adequacy reqUIrements In our model we based our calculatIOns 
on the 12% rule 

Retamed profits and accumulated losses brought fonvard In the model on which our 
projectIOns are based, It IS assumed that any profits earned would be retal11ed For thIS 
reason, the full amount of the profit (or loss) shown In the Income statement wIll be reported 
as a contrIbution to capital In the balance sheet 

II Income Statement 

1 Income 

Interest mcome from loan portfolIO As Interest on loans Will be the maIn source of 
earrungs, varIatIOns In the size of the loan portfolIo (assumptions regardl11g average loan 
amount, total loan volumes and maturIties) and 111 the Interest rates Will have a direct Impact 
on the result Interest I11come IS determIned on the baSIS of the monthly outstandIng portfolIo 
volume, and IS calculated separately for the program's MICro and Small components Thus, 
we assumed that the compound mterest rate Will be 50% p a (3 4% pm) for micro and 
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small loans To simplIfy the model, It was assumed that all borrowers repay their loans In 
monthly Installments 

Other Income 

) ServICe fees To cover the hIgh admmlstratlve costs mvolved In the dIsbursement of 
mIcro loans, borrowers WIll be charged a non-recurrent processmg fee amountmg to 
4% of the contractual loan amount (not charged for small loans) 

~ Interest Income from Investment of own funds Dunng the first few months, some of 
the mstltutIon's hqUld funds can be placed m accounts at other banks as time depOSits, 
as not all of the aVaIlable resources Will be needed llumedlately to pay for fixed assets 
or to fund lendmg In the calculatIOns, the return on these Investments was estImated 
to be 18% p a 

2 Costs 

Funding costs The projectIOns are based on the assumptIon that the average cost of funds 
proVided by mternatlOnal Investors IS 15% We have projected a nse In the cost of borrowed 
funds over tIme to reflect the fact that "cheap" fundmg provIded by InternatIOnal 
orgamzatlons wIll not be avaIlable Indefimtely 

Table Annex 2-6 Projected Annual Intel est Rates on BOIl owed Funds 

% Yl Y2 Y3 Y4 Y5 

External fundmg 

Total annual 10% 12% 1';% 20% 22% 

Source projectIOn 

Loan loss provISIons Expenence at mlcrofinance instItutions In comparable settings has 
shown that arrears can be kept at less than 2% of the outstandmg portfolIo, bad debt losses 
should not exceed 1 % of the portfolIo We are convmced that these levels could also be 
aclueved by a lendmg Institution In JamaIca If appropnate credit technology and rIgorous 
credit momtorIng and recovery methods are used 

ProVIsIOns need to be set aSIde to cover the rIsk of loan losses Our calculations use loan 
loss proVIsIons of 3% of the outstandmg portfolIo for small loans and 4% for mIcro loans 
These projections are conservatIve and mime WIth the default rate for other mlcrofinance 
mstltutlOns 
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Adnllnlstratlve expenses consist mamly of personnel expenses, rent and overhead 

Personnel expenses are a functIOn of the number of employees and theIr salary levels 

~ Personnel expenses for credit staff The new mstltutlOn should adopt a fair, 
performance-based pay scheme In such a system, loan officers' salanes will nse over 
time and will be a functIOn of the qualIty of their loan portfolIos Loan officers' salanes 
should compnse a fixed component plus a fleXible performance-based bonus The size 
of a loan officer's mcentlve bonus should be determmed by the number and volume of 
loans 10 hiS or her portfolio and also by the quality of the portfolIo as reflected 10 the 
arrears rate 

A performance-based salary scheme IS 10 the mterest of the mstltutlOn Itself A high 
rate of turnover among loan officers pushes up expenditures for trammg, lowers 
overall productiVity because new loan officers Issue fewer loans on average, and 
Increases losses due to loans bemg serviced late or not at all Loan officers are 
responSible for monttonng and managmg the loans 10 their portfolios and for ensunng 
that their customers' accounts are managed properly If they are not paid adequate 
salanes they Will tend to be slower and less conSCientiOUS 

We were therefore generous when calculatmg the salanes on which the projectIOns are 
based As our frame of reference, we took the average of the salanes which employees 
at local msurance compantes, banks and credit untons receive To SImplify the 
calculatIOn of total personnel expenses, we estimated and reported the salanes of the 
loan officers separately from those of the other staff members As the loan officers 
become more e"{penenced, their salanes Will gradually mcrease The projections 
mclude bonus payments Personnel costs for credit staff are detenmned by takmg the 
number of loan officers m each category and multlplymg them by the relevant sum J$ 
31,500 per month for officers with less than SIX months expenence with the 
InstitutIOn, J$ 35,000 per month for staff with more than SIX and less than 12 months' 
expenence, J$ 45,500 per month for those wIth between 12 and 18 months' servIce, 
and J$ 52,500 per month for loan officers who have been workmg for the mstltutlon 
for between 18 and 24 months After 2 years' service loan officers can earn J$ 55,000 
per month 

~ Personnel expenses 101 llOl1-CI edll slajJ We have performed separate calculations for 
the expenses relatmg to the salanes of the general manager the diVISIOn managers and 
the branch managers For the sake of SimpliCity, non-credit staff were diVided mto 
three categones, each of which constitutes a separate salary bracket a "management" 
level, an "operatIOnal" level and an ' adlml11stratlve" level We added a blanket 1 0% to 
the sum of all salanes for credit and non-credit staff to allow for the costs of SOCial 
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secunty and other non-wage labor costs All salanes Include a provIsIon for Income 
tax assessed at the rate whIch applIes to the vanous remuneratIon levels In the bank 

Table Annex 2-7 Personnel Breakdown and Monthly Costs per Staff Category 

End of 
Year 

Loan Officers Management 

26* 

1 31,500 

34* 

2 35000 

42* 

3 45,500 

50* 

4 52,500 

58* 

5 55,000 

* Figures refer to number of personnel 
Source prOjectIOn 

2* 

70,000 

3* 

70000 

3* 

70000 

4* 

70000 

7* 

70000 

J$ 

OperatIOnal AdmInistrative 

4* 8* 

52500 35000 

6* 9* 

52 )00 35000 

8* 11* 

52500 35000 

9* 13* 

52 'i00 35000 

12* 17* 

52500 3) 000 

The General Manager (1$ 140,000) and the DIVISIon Manager(s) (1$ 105000) have not been 
mcluded m the above table, SInce these posItIons Will be funded by techmcal assIstance 
dunng the first two years As a general rule the total number of employees IS ultImately 
determmed by the (target) bUSIness volume the type of bus mess actIvItIes pursued and - for 
retaIl banks such as the one we are consldenng In our projectIons - the extent to whIch the 
branch network IS expanded The number of employees In the credIt department wlil nse as 
new loan officers are hIred (new recruItment mmus staff turnover) and the payroll In non
credIt dIVISIons WIll Increase as a consequence of both regIOnal expansIOn and the addItIon of 
new products to the bank's range of servIces In determmIng the compOSItion of the non
credIt staff, we drew upon the expenence of other comparable proVIders of mlcroloans such 
as CClja Los Andes m BolIVIa 

Office rent Monthly rental payments are based on an assumed pnce of J$ 1,000 (1$ 2,000 
after 2 5 years) per square meter ThIS IS an average figure for non-renovated premIses In 
urban areas WIth a hIgh concentration of mIcro entrepreneurs Expenence mother countnes 
has shown that It IS preferable for the project to seek the owner's permISSIOn to refurnIsh the 
premIses Itself WIth thiS approach, a relatively mexpenslve pIece of property can be rented 
and the project Itself can determIne qualIty and deSIgn In costIng the premises, we assumed 
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that 6 m2 per person would be reqUIred Utilities and mCldental expenses (for water, 
electncity and rout me mamtenance) were estimated at 10% of the amount calculated for 
rent 

Overheads 

~ The costs of advertl5lng were estimated at J$ 3,500 per month 

~ Trammg costs mclude mtroductory and advanced trammg semmars The costs of 
trammg amount to J$ 5,000 per new loan officer No trammg costs for other personnel 
were mcluded m the projectIOn because we assumed that sufficiently well-tramed staff 
for these other services could be recruited on the local labor market Ultimately, their 
trammg costs are reflected m their relatively high salanes 

~ We assumed that the cost of an extelllal allda would be J$ 420 000 per year ThiS will 
nse over tIme as the number of branches mcreases and IS expressed as a monthly 
charge 

~ CommlllllcatlOn co!>!!> (telephone fax, e-mail etc) were estimated at J$ 1 000 per staff 
member per month 

~ The cost of office mpplie') was estimated at J$ 1,500 per employee per month ThIS 
may seem hIgh at first glance, but note that It also Includes the cost of pnntmg loan 
analysIs forms 

Travel expenses consist mamly of the costs mcurred by loan officers when travelmg to 
meet with customers We have assumed that they would amount to J$ 2,000 per 
month per loan officer - a conservatIve estimate But If the new mstltutlon expands ItS 
geographIc coverage travel expenses will Increase Supervision of branches Will 
necessItate regular on-site mspectlOns and loan officers will have to viSit borrowers 
who hve progressIvely further away from the branches 

Seclillty selVlces costing J$ 35 000 per month Will be obtamed from outside 
contractors 

Contmgency allowance To allow for the fact that not all overheads (for example 
lIcenSing fees) are precIsely accounted for we have added 10% to the total expenses 
for trammg, advertlsmg, commUnIcatIOns office supplIes, external audit and secunty 
services 

DepreCiatIOn of fned assets was calculated USing the straight-line method over ten years 
The Jamaican tax authontles prescnbe different coeffiCients to determine the depreCiatIOn on 
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mdlvldual fixed assets However, the resulting figures do not devIate slgmficantly from those 
obtamed by applYing the straIght-line method 

Taxes Under JamaIca's tax laws, varIOUS Income categorIes are taxed at different rates 
Thus, detenrurung the proposed instItutIon's precIse tax burden would Involve many 
calculatiOns and take up qUIte a bIt of space For the purposes of our proJectIOns, we felt It 
would be adVisable to apply a tax rate of 40% to profit figures 

ill General Assumptions 

1 Currency depreciation risk / Exchange rate risk 
The amounts used In the calculatIOns have been expressed In current Jamaican dollars 

> Currency depreCiatIOn nsk cannot be ruled out However as the tUnIng and Impact of 
macro economIc shocks are difficult to predict we decided not to make any allowance 
for that 

> By expressIng all amounts In local currency, we completely aVOid haVIng to record an 
exchange rate gam or loss on the financial statements of the mstltutlOn With respect to 
external internatIOnal grants or the eqUIty shares of InternatIOnal Investors However, If 
the mstltutlOn obtaInS loans In non-JamaIcan currency conSIderatIOn should be gIven 
to settmg aSide provIsions to offset the exchange rate nsk It should be noted, though, 
that any mternatlOnal borrOWIngs would most lIkely carry a lower Interest rate than 
loans procured In Jamaica ThiS means that fundIng costs whIch are assumed to come 
to 22% p a In the fifth year, could stili be realIstIC assumIng they would be adequate 
to cover both mterest expenses and exchange-rate losses 

> Moreover, we have chosen not to adjust the projectIOns for InflatIon mainly because 
we felt It would have rendered the results less meamngful It would have been more 
difficult to compare the figures for the vanous years, and they would not have gauged 
the extent of Important shifts and changes as accurately 

2 Central Bank reqUIrements 

The Bank of JamaIca sets very stnct mmUTIum reserve reqUirements for domestic currency 
lIabtlItles The reqUirements for foreign currency lIabilitIes are somewhat less stnngent 
Fmanclal institutIOns are reqUired to hold 17% of "prescnbed lIabilitIes" as cash reserves, 
and 35% as liqUId assets Prescnbed liabilItIes compnse 

> DepOSIt lIablhtles 

> BorrOWings 

> Interest accrued and payable on both Items 
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ThIs central bank mstrument creates a strong mcentlve to hold treasury bills As defined by 
the BDJ, domestIc currency hqUld assets mclude 

~ Cash reserves on deposIt wIth BDJ, 

~ Other cash balances wIth BDl, 

~ Money available at short notIce (excludmg funds taken mto account m determmmg the 
bqUld assets of the bank or of other financIal mstltutlOns at whIch It IS deposIted), 

~ JamaIcan dollar notes and coms, 

~ Jamaican government treasury bIlls 

~ Local Registered Stock and certam other government mstruments WIth mne months or 
less to matunty, 

~ Placements WIth other financIal mstltutlOns net of borrowmg from those financIal 
mstltutIons 

GIven the nature of the new mstltutlOn's busmess operatIons, It would hardly be adVIsable 
for It to hold an amount eqUIvalent to a large share of Its lIabIlItIes m the form of hqUld 
assets and government secuntles Dunng Its first few years the mstltutlOn WIll have to rely 
on both techmcal assIstance and credIt hnes prOVIded on favorable terms by mternatlOnal 
donors, who Will almost certamly not be mterested m havmg much of theIr funds help m 
bqUld form From the standpomt of development objectIves It would not be desIrable for thIS 
entIty to be subject to the standard central bank reqUIrements 

However, the Bol prOVIdes for an exemptIon from the mmlmum reserve reqUIrements, and 
the new mstItutlOn might be elIgIble for It 

~ "Certam speCIfic borrowmgs are exempt from tune to tune (e g certam wholesale 
borrowmgs speCIfically for on-lendIng certaIn borrowIngs from the Central Bank, 
etc) " 

The projections presented In thIS study assume that thiS exemptIon would apply 

As was the case WIth the MLU all mIcro and small loans WIll be secured by collateral All 
customers WIll sign an agreement oblIgIng them to transfer the collateral to the InstItutIOn If 
they default For thIS reason the central bank regulatIon whIch stIpulates that the sum of all 
outstandIng unsecured loans may not exceed 10% of the InstItutIOn's eqUIty capItal IS not 
pertment here 
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AssumptIOns Underlymg Balance Sheet and Income Statement Projections for the 

PO Savmgs Bank 

I Balance Sheet 

1 Assets 

L,qu,d avsets The InstItutIOn's lIqUId funds compnse the Items "cash and non-earnmg lIqUId 
assets" and "Investment In short term placements" 

~ We assumed that cash and non-earnmg lIqUId assets should be eqUIvalent to at least 
15% of the total gross savmgs deposIts portfolIo 

~ The Item "mvestments m short term placements" refers to avaIlable hqUld funds whIch 
have been deposIted wIth other banks or placed m call money up to 30 days, where 
they earn Interest of 20% p a These are readIly pretermmated and demandable 
placements wluch can be used for ImmedIate cash reqUIrements of the bank 
Investments In short term placements IS computed at 15% of total savmgs portfolIo 

Investment In Government & Commercial Papers and Secuntles InvestIble funds 
(computed as net eqUIty plus total savmgs portfolIo less lIqUId assets (cash and short term 
Investments, mandatory reserves) and fixed assets) are placed m fixed-term mvestments m 
government papers such as Treasury BIlls, commercIal papers and vanous secunttes Interest 
rate of 18% p a IS the expected return on these mvestments 

Mandatory reserves In complIance WIth the cash reserve reqUIrements of the BoJ, thIS Item 
conSIsts of a reserve whIch amounts to 5% of the mstitutlOn' s total lIabIlItIes It wIll be held 
at the Central Bank 

FIXed Assets A SIgnIficant portIOn of thIS account IS alloted to the acqUIsItIon of computers, 
penpherals, local networks, and an Investment m a SImple but customIzed bankmg software 
to start up the automatIon of the bank's operatIons It IS prOjected that, InItIally the 246 
branches of the Postal SavIngs Bank wIll be clustered Into 13 regIOnal centers natIOnWIde, to 
faCIlItate momtonng and report preparatIOn for all branches Each regIOnal center (whIch 
wIll be located In the most strategIC branch m a regIOn m terms of acceSSIbIlIty and 
avaIlabIlIty of telecommUnICatIOn faCIlItIes) wIll be eqUIpped and Imked to the head office 
(mam branch m Kmgston) VIa commumcatIOns eqUIpment (modem, telephone lInes etc) 
"FIxed assets" also mcludes furniture fixtures and all other office eqUIpment (money 
counters, secunty deVices, etc) Investments wtll be made to replace eqUIpment at regular 
mtervals, and thus the value of the fixed assets Will remam constant over tIme Further 
automatIOn at all branches would be Ideal to maXimIze operatIOnal effiCiency and allow for 
development of new products and servIces for the publIc This would, however entad 
maSSIve capItal Investment m hardware and applIcable software systems, that bank 
management and owners can conSIder for future growth and profitabIlIty 
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2 Liabilities and EqUity CapItal 

Total savmgs portfolIO The savmgs portfolIo IS a mIX of three products namely regular 
savmgs accounts, which pays out 10% p a based on average datly balance (ADB), partner 
savmgs account, WhICh earns 12% p a on ADB for account holders, and fixed tlme deposIts 
which YIeld an mterest of 15% p a The sIze of the portfolto WIll be a functIOn of the average 
sIze of these bankmg products and theIr volume of transactIons and accounts and also a 
function of the number of sales officers and the efficacy of theIr marketmg efforts (sales 
officer productlVlty factor) 

>- The eXlstmg savmgs account portfolto of the PO Savmgs Bank DIvIsIOn of the 
Workers Bank IS used as basIs for projectmg the total portfolto of the PO Savmgs 
Bank for the five-year projectIOn penod We have assIgned a mIx of 60%, 30% and 
10% of the total savmgs deposits to compnse regular savmgs partner savings and 
fixed tIme deposIt accounts, respectIvely 

>- Our projectIOn assumes substantIal growth In the savmgs portfolIo over the five-year 
peflod m order to break even on the fifth year of operatIOns ThIS growth wIll only be 
realtzed If marketmg actIvIties of the sales officers WIll be successful The measure of 
such success IS reflected In the number of accounts acqUIred over a peflod of tIme 
Thus, the number of accounts (not necessanly number of deposItors) and the volume 
of saVIngs portfolto acqUIred Will be a functIOn of the productIVIty of the sales officers 

Table Annex 3-1 Projected EvolutIOn of Savmgs PortfolIo 

Regular savings Partner savings Fixed time deposits 

End of year 1 80458052 40,229026 13 257 293 

End of year 2 339488,509 169,744254 55938447 

End of year 3 1046088362 523044181 172 366 832 

End of year 4 2561055440 1,280,527 720 421992 090 

End of year 5 4599287614 2,299 643 807 757837 164 

Source projectIOn 

EqUIty capital The bank has a start-up paId-in capltaltzatlOn of J$ 25 mIllIon Penodlc 
capItal Increases wIll be undertaken In accordance WIth the capnal adequacy agreement 
descnbed below and wIll Involve mcrements of J$ 1 mIllIon 

The bank must comply WIth the mternatlOnal capital adequacy standards, whIch stIpulate 
that eqUIty capItal must amount to at least 8% of nsk-welghted assets The World Bank 
recommends that the eqUIty capItal of financIal mstItutIOns operatmg In countnes WIth less 
stable financIal systems amount to at least 12% of nsk-welghted assets When checkmg for 
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complIance wIth capItal adequacy requIrements In our proJectIOns, we based our calculatIOns 
on the 12% rule As a safety net, we have provIded a nsk rate of 20% for an assets, 
excludmg fixed assets, to cover possIble losses from these accounts 

Retained profits and accumulated losses brought forward In the prOJectIOns, It IS assumed 
that profits earned would not be dIstnbuted For thIS reason, the fun amount of the profit (or 
loss) shown In the Income statement wIll be reported In the correspondIng Item In the 
balance sheet 

n Income Statement 

1 Income 

Interest Income from Investments 

Interest Income from Investment In government and commerczal papers and secuntles 
As mterest Income from Investible funds (computed as net eqUity plus total saVIngs portfolIo 
less cash and cash reserves and fixed assets) wIll be the maIn source of earnIngs, vanatIOns 
In the SIze of the savIngs portfolIo (assumptIOns regardIng average growth rate, and total 
savIngs volume) and In the Interest rates wIll have a dIrect Impact on the result We assumed 
that the mterest rate wIll be 18% p a 

Interest Income from Investment In short-term placements Part of the bank's lIqUid funds 
can be placed In accounts at other banks as short term placements, as not all of the aVailable 
resources wIll be needed ImmedIately to pay for fixed assets or for account WIthdrawals The 
return on these Investments was estImated to be 20% p a 

Admlnlstratlve expenses These conSIst maInly of personnel expenses rent and overhead 

Personnel expenses Personnel expenses are a functIon of the number of employees and 
theIr salary levels 

Personnel expenses jar sales staff The bank should make a POInt of adoptIng a faIr 
performance-based pay scheme In such a system, sales officers' (or sales promoters) 
salanes wIll nse over tIme and theIr pay WIll be a functIOn of the qualIty of theIr 
account portfolIOS The sales officers' salanes should compnse a fixed component plus 
a t1exible performance-based bonus The SIze of a sales officer's Incentive bonus 
should be determIned by the number and volume of accounts In hIS or her portfolIo 
Moreover, adoptIon of a performance-based salary scheme IS In the Interest of the 
bank Itself A high rate of staff turnover (e g among sales officers) pushes up 
expenditures for tramIng, lowers overall productIVIty (new sales officers acqUire fewer 
accounts ( or depositors) on average) As our frame of reference, we took the average 
of the salanes whIch employees at local Insurance compames, banks and credit uruons 
are known to receIve To SImplIfy the calculatIOn of total personnel expenses, we 
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estImated and reported the salanes of the sales officers separately from those of the 
other staff members As the sales officers become more expenenced, theIr salanes wlll 
gradually mcrease The figures used In the projectIOn already Include bonus payments 
Personnel costs for sales staff are determIned by takmg the number of sales officers m 
each category and multIplymg them by the relevant sum J$ 17,500 for officers wIth 
less than SIX months' expenence wIth the bank, J$ 23,625 for staff wIth more than SIX 
and less than 12 months' expenence, J$ 26,250 for those wIth between 12 and 18 
months' servtce, and J$ 34,125 for sales officers who have been workmg for the bank 
between 18 and 24 months After 2 years' servtce, sales officers can earn J$ 42,000 
The salanes shown here mclude all mcentIve pay receIved by sales officers, wluch 
vanes accordmg to the number and volume of accounts acqUIred, as well as the qualIty 
of the IndIVidual officer's portfobo 

~ Personnel expenses for non-sales staff We have performed separate calculatIOns for 
the expenses relatmg to the salanes of the general manager the dIVIsIOn managers, 
regIOnal accountants, cashIers and MIS personnel Each posItIOn constItutes a separate 
salary bracket We have added a blanket 10% to the sum of all salanes to allow for the 
costs of social secunty and other non-wage labor costs All salanes Include a provIsion 
for mcome tax assessed at the rate whIch appbes to the vanous remuneratIon levels In 
the bank 

Table Annex 3-2 Personnel breakdown and costs per staff category 

End of Sales Officers Management 

Year 

1 30* 3* 

2 40* 3* 

3 64* 3* 

4 80* 3* 

5 96* 3* 

Avg 17500 75000 
Salary 

* Figures refer to number of personnel 
Source projectIOn 

RegIOnal Cashiers! IT Speclahsh 
Accountanh Fmance Asst 

13* 247* 2* 

13* 247* 2* 

13* 247* 3* 

13* 247* 3* 

13* 247* 3* 

28000 21000 35000 

4 

Internal 
Auditors 

13* 

13* 

13* 

13* 

13* 

21000 

Total 

308* 

326* 

343* 

359* 

375* 
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As a general rule, the total number of employees IS ultImately determmed by the (target) 
busmess volume, the type of busmess activities pursued and - for retaIl banks such as the 
one we are consldenng m our projectIOns -the extent to which the branch network IS 
expanded to all regions 

Office rent Monthly rental payments are based on an assumed pnce of J$ 350 per square 
meter ThIs IS an average figure for non-renovated premises m across regIOns The branches 
of the bank are located wlthm the eXlstmg Post Office premises Hence, assummg the owner 
of the Postal Savmgs Bank wIll be the Post Master General, rent may not be collected from 
the bank m actual monetary terms However, for profitablhty computatIOns, It IS prudent to 
provide for rent expense for the bankmg operatIOns conducted m allocated areas wlthm the 
Post Offices We assumed that 6m2 per person would be reqUlred for working space 
UtIlities and mCldental expenses (for water, electnclty and small-scale mamtenance) were 
estimated at 10% of the amount calculated for rent 

Overheads 

> The costs of advertISIng were covered by factonng m a lump sum of J$ 3,000 per 
month 

The costs covered by training mclude theoretIcal trammg m the form of mtroductory 
semmars and advanced trammg semmars for the account officers The trammg costs 
amount to J$ 1,000 per new sales officer The cost of trammg personnel mother 
departments was not mcluded as a separate Item m the projectIOn because we assumed 
that sufficiently well-tramed staff for these other servICes would already be avaIlable 
and could be recruited on the local labor market Ultimately, their trammg costs are 
reflected m their salanes 

We assumed that the cost of an external audit would be J$ 420,000 per year ThiS 
figure wIll nse over time and IS mvanably expressed as monthly amount 

CommUnicatIOn costs (telephone, fax, e-maIl etc) were estImated at J$ 1,500 per staff 
member per month 

The cost of office supp/zes was estimated at J$ 1,000 per employee per month ThiS 
may seem high at first glance, but note that It also mcludes the cost of pnntmg 
passbooks and other forms 

The Item "Travel expenses" consists mamly of the costs mcurred by sales officers 
when travelIng to conduct marketmg actIvities m the different regIOns natIOnwide We 
have assumed that they would amount to J$ 2 000 per month per sales officer and J$ 
1,500 per regional accountant - a conservative estimate RegIOnal accountants will 
perform consolIdations of reports at the different regIOns as well as conduct 
momtonng of branch operatIons 
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~ Contingency allowance To allow for the fact that not all overheads (for example 
IIcensmg fees) are precIsely accounted for, we have added 20% to the total expenses 
for trammg, advertlsmg, communtCatlOns, office supplIes, external audIt and secunty 
servIces 

DeprecIatIOn of fIXed assets DepreCIatIOn of fixed assets was calculated USIng the stralght
hne method over a penod of three years for the computer hardware, SIX years for the 
bankmg software and ten years for other fixed assets acqUIred The JamaIcan tax authontIes 
prescnbe the use of dtfferent coeffictents to determme the depreCIatIOn on the IndIvidual 
ttems mcluded under fixed assets However, the resultIng figures do not deVIate slgmficantly 
from those obtamed by applymg the straIght-hne method 

Taxes Under JamaIca's tax laws, vanous Income categones are taxed at dIfferent rates 
Thus, determmIng the proposed mstltutlon's precIse tax burden would have Involved a great 
many calculatIons For our proJectIOn, we apphed a profit tax rate of 33 3% for profits 
generated by the bank 

ill Selected mdlcators ResuItmg from OperatIOns 

Return on Average EqUIty In the first four years of operatIons, the bank IS expected to 
mcur maSSIve losses It would be plaUSIble to compute for return on average eqUIty Only In 
the thIrd year wIll the bank post a posItIve total eqUIty, but the effect of pnor year's negatIve 
eqUIty In the computatIon of average eqUIty wIll not show a logIcal result for the thIS year 
The follOWIng table shows thts trend 

Table Annex 3-3 Profit (Loss) After Tax vis-a-vIs Total EqUIty 

PartICulars Year 1 Year 2 Year 3 Year 4 YearS 
Profit (loss) (49,766) -(6,594) (50,810) (17,010) 35,708 
after tax ('000) 
Total EqUIty (2,776) 5,630 27820 80,810 149518 
('000) 

IV General AssumptIOns 

1 Currency depreCiation risk I Exchange rate risk.. 

The amounts used In the calculatIOns have been expressed 10 current JamaIcan dollars, and 
thus the prOjectIOns assume no senous macroeconomIc shocks 
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~ Currency depreciatIOn nsk cannot be ruled out However, as the tlmmg and Impact of 
macro economic shocks are difficult to predict, we did not make any allowance for 
them 

~ We did not adjust the figures used m the projectIOns for mflatlOn, mamly because we 
felt that to do so would have rendered the results less meanmgful It would have been 
more difficult to compare figures for the vanous years, and they would not have 
gauged the extent of Important shifts and changes as accurately The mfiatlOn rate has 
remamed stable m recent years, staymg m the low smgle digits 

~ Central Bank reqUirements 

The Bank of Jamaica sets very stnct mlmmum reserve reqUIrements for domestIc currency 
hablhtIes (the reqUIrements for foreign currency hablhtles are somewhat less stnngent) 
Fmanclal mstltutlOns are reqUIred to hold 17% of the "prescnbed hablhtIes" as cash reserves, 
and 35% as bqUld assets Prescnbed hablhttes compnse 

~ DepOSit hablhtles 

~ Borrowmgs 

~ Interest accrued and payable on both Items 

ThIs central bank mstrument creates a strong mcentlve to hold government treasury bills As 
defined by the BOJ, domestic currency hqUld assets mclude 

~ Cash reserves on depOSit With BOJ, 

~ Other cash balances With BOJ 

~ Money avaIlable at short notices (excludmg funds taken mto account m determmmg 
the bqUld assets of the bank or of other financial mstltutlOns at which It IS deposited), 

Jamaican dollar notes and coms, 

~ Jamaican government treasury hills, 

Local Registered Stock and certam other government Instruments With mne months or 
less to matunty, 

Placements With other finanCial mstltutlOns net of borrowmg from those finanCial 
mstItutIons 
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In additIOn, the FInancial Institutions Act of the Bank of Jamaica proVides a restnctlOn on 
deposit takIng by a lIcensee Part IV, sectIOn 9-1 It states that "Subject to subsectIOn (2), a 
lIcensee shall not Incur depOSit lIabIlItIes of an amount exceedIng twenty times the amount of 
ItS capital base" In dOIng the projectIOn of the savIngs portfolIo thiS factor was conSIdered 
However, It IS unaVOIdable that the projectIOns could not totally conform to thiS restnctlOn 
as shown by the huge losses of the bank despite enormous growth In savmgs portfolIo 
Such losses caused negative total eqUIty In the first four years of operatIOns The economic 
Importance of the presence of the Post Office Sav10gs Bank provId1Og servIces to mICro and 
small savers who are located mostly 10 the rural areas could sIgmficantly 10fluence the 
M10Istry of Fmance or the Bank of JamaIca to exempt the bank from thIS restnctlon and 
proVide a longer grace penod untIl thiS cap on maximum depOSIt IS complIed With by the 
bank 
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USAID 
2 HammgRoad 
Kmgston, Jamaica WI 
T 876 926 3645 
F 876 929 9944 

Mosma Jordan, MIssion Director 

Alex Dickie, Ph D , Assistant MIssion Director 
Jamaica & Canbbean RegIOnal Program 

M George Smart, MlCroenterpnse Program Manager 

Valene Tate, Mlcroenterpnse AdminIstratIOn 

Peter WeIsel, SO Team Leader 

BANK OF JAMAICA 
Nethersole Place 
PO Box 621 
Kmgston, Jamaica 

Rudolph MUIr, Deputy Governor 
T 876 922 0826 
F 876 922 0854 
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