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THE IMF AGREEMENT, COMPLIANCE PRACTICES AND THE JAMAICAN
of a presentation delivered by Brian Wynter, Governor, Bank of Jamaica to Securities Industry Executives at a FSC Luncheon on
SECURITIES INDUSTRY Excerpts
March 13, 2013 at the Terra Nova Hotel
Brian Wynter, Governor of the Bank of Jamaica
delivering the Main Presentation at the FSC’s
Executive Business luncheon on March 13, 2013.

The agreement on Jamaica’s
policies and programmes reached
between the IMF Staff and the
Jamaican authorities on 15 February
completed the negotiations towards
a four-year Extended Fund Facility
(“EFF”). I am anticipating that the
IMF board will support Jamaica’s
programme of comprehensive policy
reforms based on the strength of its
design as well as the progress made
in implementing the prior actions.
These prior actions, as we are now
well aware, include the successful
execution of the national debt
exchange (“NDX”).

The Macroeconomic Programme
and Implications for the Securities
Industry
The most important objectives of
Jamaica’s reform programme are a
reduction in the indebtedness of the
public sector and acceleration in the
rate of growth in the real income of
Jamaicans. These two objectives are
inter-related because the size of
Government’s debt service limits the
public investments needed to create
the environment for sustainable
growth. Simultaneously, higher GDP
growth rates make the task
of reducing the government’s
indebtedness easier.
The debt reduction objective
requires a strenuous and sustained
fiscal effort. Indeed, the commitment
to the IMF requires that the central
government lift its primary balance
(the difference between its revenues
and its non-debt expenditures) to
7.5% of GDP over the four-year
period of the programme and for
several years beyond.
As you know, this effort includes,
amongst other measures, wage
restraint in the public sector and a
significant tax package. What are
the implications of these policy
initiatives for the securities industry?

The elongation of the maturity structure
of government’s debt as well as
the lower deficits that flow from
the sustained programme of fiscal
consolidation imply the need for the
securities industry to either change
its business model or enhance its
capitalisation or, preferably, both.
Lengthening the maturity structure
of government debt increases the
risks associated with a business
model that funds long-dated assets
with shorter-term liabilities. Regulators
worry that the inherent risks in these
models, that is, concentration risk,
interest rate risk and liquidity risk,
may not be matched by sufficient
capital to weather the more extreme
adverse scenarios that experience
teaches us may indeed evolve. In
addition to higher risks, there will be
a
substantial
reduction
in
Government’s debt issues (both new
and rollovers) over the life of the
programme.
Therefore, for those entities whose
business model relies on earning a
margin by funding government
securities with repos, there will be a
need to find new sources of business
as the supply of government debt
slows. The industry will have to
diversify its portfolio into non-GOJ assets.
CONTINUED ON PAGE 2

FSC COMPASS | A PUBLICATION OF THE FINANCIAL SERVICES COMMISSION

PAGE 1

FSC

O

VOLUME 3 ISSUE 5 - JANUARY - MARCH 2013

CONTINUED FROM PAGE 1

THE IMF AGREEMENT, COMPLIANCE PRACTICES AND THE JAMAICAN SECURITIES INDUSTRY CONT’D

From our perspective, we would like
these assets to be domestic, but
recognise that they could also
involve some high grade foreign
currency assets.
What will the regulators do?
Our work programme to facilitate
this transition includes on-going
efforts at strengthening the regulatory
and oversight framework for the
Bank of Jamaica has issued to the
industry a consultation paper on the
Omnibus Banking Law. In addition,
the government, under its work
programme of tax reform, will be
considering the removal of double
taxation for mutual funds.
We are preparing to provide a plan
later this year that will over time raise
and, in due course, remove the cap
on investments in foreign securities
which will pave the way for the
industry to further diversify the
currency composition of its portfolio.
Over time, liquidity and other prudential
standards for securities dealers that
engage in retail repos will be
strengthened.
The Importance of Compliance
for Financial System Stability
I will now turn to the other issues
that I had been asked to comment
on in this forum: the importance of
compliance. The recent global financial
crisis is a stark reminder, if one was
needed, that regulators cannot see
or understand everything that
transpires within the entities that

they supervise. Additionally, they will
never have enough resources to
ensure that all the weaknesses that
are identified are fully addressed. It
is for this reason that, for the
purpose of ensuring financial stability,
regulations and compliance must be
complementary and should even be
symbiotic.
To highlight my point I will recall a
number of recent examples of the
failure of compliance systems. Last
December HSBC Holdings paid
significant fines (US$1.9 billion) for
failure to implement adequate antimoney laundering (AML) systems in
some of its Mexican operations.
Consequent on that lapse in HSBC’s
AML protocols, South and Central
American drug cartels were allegedly
able to introduce illicitly obtained
funds into the formal banking sector.
Similarly, UBS incurred fines (US$1.5
billion/£940 million) for its involvement
in the manipulation of LIBOR rates.
This followed Barclays pay out of
more than US$450 million for the
same reason.
The identification of these failures
naturally imposes significant cost
on the individual financial institution.
However, owing to the interconnectedness
of modern markets, the economic
and reputational damage done
by compliance failures of this
nature is not always neatly resolved
within the subject institutions.
They can in some instances result in
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significant externalities, including
costs for the state when it is
required to provide restitution,
either as lender of last resort
or through deposit insurance
mechanisms.
While Jamaican regulators and the
financial industry have had a
history of amicable relations, we
are acutely aware of this reality,
given our own problems in the
financial sector in the mid to late
1990s.
The society and the public at large,
is paying for the state’s interventions
during that period up to now. For
this added reason we must marry
sound and responsive regulatory
guidance with effective, proactive
compliance within our institutions.
Sound compliance practices in the
industry, fostered and supported
by the appropriate ethos at the top
of organisations, will place
Jamaica securely on the road to
strong sustained growth in the
future, free from the fitful stops
and starts that, I hope, will come to
reside only as a vague part of our
collective memories.
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THE EXECUTIVE DIRECTOR OF THE FSC IS JANICE P. HOLNESS

Janice P. Holness comes to the FSC
with a background as a Financial
Services regulatory attorney in New
York and over sixteen years of experience
in financial services regulation, her
experience spans multiple jurisdictions.

She was employed to the FSC in
Jamaica between 2003 and 2011, where
as the Director of Investigation and
Enforcement, she was instrumental in the
FSC’s enforcement thrust in combatting
unlawful financial operations and led the
FSC’s successful efforts on meaningful
cross border co-operation and collaboration
on investigation and enforcement actions
involving financial crimes. These efforts
resulted in successful civil and criminal
prosecutions in several jurisdictions. Prior
to joining the FSC, Ms Holness practised
as an Attorney in New York with
McCarter and English LLP. Her primary
concentration was representing major
insurance companies in matters involving
policy interpretation benefits entitlement
and sales and marketing practices.

She also served as a law intern with
the United States Securities and
Exchange Commission (Enforcement
Division) where she worked on a
variety of security matters resulting in
prosecution and forfeiture actions. Ms
Holness holds a BSc degree, summa
cum laude, from St John’s University, a
Juris Doctor from St John’s University
School of Law in New York, A Certificate
of Legal Education (Qualified
Attorneys six months programme)
from the Norman Manley Law School
in Jamaica and a Certificate in Small
Countries Financial Management from
the University of Oxford, Saïd Business
School in the UK. Ms Holness is
currently a member of the Board of
Directors of the Bank of Jamaica.

RESULTS OF JAMAICA’S NATIONAL FINANCIAL LITERACY BASELINE SURVEY
The Financial Services Commission
(FSC) in 2012 funded the implementation
of a National Financial Literacy Baseline
Survey in Jamaica. This Survey was
expected to determine levels of financial
literacy among Jamaicans. Financial
literacy is considered to be a combination
of financial knowledge, attitudes and
behaviour. The FSC as a member of
the Organization for Economic Cooperation and Development’s (OECD’s)
International Network on Financial
Education (INFE), partnered with the
OECD to implement this National
Baseline Survey. The OECD INFE
developed a core set of questions
on the measurement of financial
literacy across fourteen countries.
Jamaica belonged to the initial set of

countries that had planned to pilot the
OECD INFE financial literacy questionnaire. As data collection took place later
than in the other pilot countries, Jamaica
used the (revised) OECD INFE core
questionnaire, with the addition of some
extra questions for national use. This
questionnaire was randomly administered
to individuals in each parish. The questionnaire was designed to:
• Determine a measure of financial
literacy that can provide national
benchmarks
• Identify levels of financial literacy to
enable policymakers to identify
needs and gaps
• Provide a basis for comparison of
financial literacy across countries
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See below a synopsis of the results of
the financial literacy measurement in
Jamaica:
Main Findings
• Financial Knowledge
In terms of financial knowledge,
Jamaican respondents appear to
have difficulties especially with the
concept of time value of money and
with the calculation of interest
(calculation of interest plus principal
and compound 14 countries interest).
Overall, less than half of the respondents
gained a high knowledge score
(being able to answer 6 or more
questions correctly out of 8).
CONTINUED ON PAGE 4
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RESULTS OF JAMAICA’S NATIONAL FINANCIAL LITERACY BASELINE SURVEY CONT’D

• Financial Behaviour
Analysing a battery of statements
about financial behaviour, it
appears that Jamaicans are
relatively good at setting long term
goals compared to other countries,
while they seem relatively less
skilled in short-term money
management, especially when it
comes to paying bills on time and
monitoring personal financial
affairs.
Looking at other financial behaviours,
less than half Jamaicans have a
budget (of those who are personally
or jointly responsible for household
finances). Four in five indicated
that they had actively saved. Two
thirds of respondents have made
an attempt at taking an informed
decision, while only 8% shopped
around and used an independent
source of advice. Almost one third
said that they resorted to credit
use to make ends meet.
Compared to the other countries
that undertook the pilot, Jamaicans
appear to be relatively good at
engaging in active saving and at
making some attempt at choosing
financial products appropriately
(but they are in line with most
other countries in choosing financial
products after shopping around
and using independent information or
advice). Conversely, with respect
to other countries, Jamaicans could
improve especially in avoiding the
use of credit to make ends meet.

Consolidating these behavioural
indicators into a single score, less
than 60% of Jamaicans achieved a
high financial behaviour score (6
or more points on a maximum of
9).

A further analysis by sociodemographic factors reveals that
in Jamaica, differently from other
countries, there are no gender
differences in any of the three
financial literacy components.

• Financial Attitude
In terms of financial attitudes,
about
half
of
Jamaicans
disagree with the statement ‘I
find it more satisfying to spend
money than to save it for the
long term’.

The age profile of financial literacy
is hump-shaped, with individuals
age 30-59 having a higher score
than younger and older respondents.

Almost two thirds disagree with
the statement ‘I tend to live for
today and let tomorrow take care
of itself’. 40% disagree with the
statement ‘Money is there to be
spent’. Altogether almost two
thirds of Jamaicans obtained a
high attitudinal score (a score
greater than 3 out of 5) .

Both education and income are
positively associated to the overall
financial literacy score.
For a complete examination of the Jamaica
financial literacy survey results please send
request to: inquiry@fscjamaica.org

In Jamaica, as in all other countries, higher knowledge scores
are associated with higher
behaviour scores. Analogously,
people with attitudes that tend
towards long term gratification
have higher behaviour scores
than people with short term
financial attitudes.
Combining the scores on the three
dimensions, almost one in four
Jamaicans attained a high score on
all three components, and more than
one third obtained two high scores.
Almost 15% has no high score.
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NATIONAL DEBT EXCHANGE (NDX) – WHAT IT MEANS FOR THE SECURITIES
INDUSTRY IN JAMAICA
Sonia Nicholson, Senior Director Securities, FSC
addresses Securities Industry representatives at a
luncheon to update them on the Impact of the NDX
on the Securities Industry in Jamaica

The Government of Jamaica recentlyreached a staff level agreement with
the IMF thus committing to a
programme of fiscal restraint because
Jamaica’s debt to GDP ratio has
become unsustainable. Under the
current agreement, the IMF desires to
see Jamaica’s debt to GDP ratio reduced
from its current 140% to 95% by 2020.
The GOJ has committed to undertake
a number of reforms and actions
including a National Debt Exchange
(“NDX”). The NDX is expected to have
an impact on the profitability, liquidity
and capital of regulated firms in the
Securities Industry. As such, the Financial
Services Commission (“FSC”) will seek
to exercise regulatory forbearance in
instances where firms fail to meet Early
Warning Ratios as a direct result of the NDX.
Securities dealers are required to
prepare fair value computations for the
assets in their portfolios. The NDX will
cause a lowering of the values of some
of the assets which will be carried
through to the Profit & Loss
statements resulting in lower profits for
the firms. In addition the decline in
profits will also impact shareholder’s
equity which will result in a decline in
capital. The dealer’s liquidity position
will also be impacted by the lengthening
of the maturity of the underlying
assets. Retail Repos will be monitored
using a semi-manual system by
JamClear combined with the matching
liabilities on each licensee’s books.

This approach has a number of
inherent risks, which has resulted in a
directive to the FSC to routinely reconcile
the assets and liabilities of each dealer
in these repo transactions. In order to
facilitate a shift in the retail repo model
currently being used by the dealers,
several legislative amendments including
a new collective investments scheme
legislation will be implemented. Securities
dealers will also be required to undergo
stress testing by the regulatory authorities.
The Macroeconomic Programme
and Implications for the
Securities Industry
The most important objectives of
Jamaica’s reform programme are a
reduction in the indebtedness of the
public sector and an acceleration in
the rate of growth in the real income
of Jamaicans. These two objectives
are inter-related because the size of
Government’s debt service limits the
public investments needed to create

the environment for sustainable growth.
Simultaneously, higher GDP growth rates
make the task of reducing the
government’s indebtedness easier. The
debt reduction objective requires a
strenuous and sustained fiscal effort.
Indeed, the commitment to the IMF
requires that the central government lift
its primary balance (the difference
between its revenues and its non-debt
expenditures) to 7.5% of GDP over the
four-year period of the programme and
for several years beyond. As you know,
this effort includes, amongst other
measures, wage restraint in the public
sector and a significant tax package.
What are the implications of these policy
initiatives for the securities industry? The
elongation of the maturity structure of
government’s debt as well as the lower
deficits that flow from the sustained
programme of fiscal consolidation imply
the need for the securities industry to either
change its business model or enhance
its capitalisation or, preferably, both.
CONTINUED ON PAGE 6
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CONTINUED FROM PAGE 5

N AT I O N A L D E B T E X C H A N G E
(NDX) – WHAT IT MEANS FOR THE
SECURITIES INDUSTRY IN JAMAICA
CONT’D

Lengthening the maturity structure of
government debt increases the risks
associated with a business model that
funds long-dated assets with shorterterm liabilities. Regulators worry that the
inherent risks in these models, that is,
concentration risk, interest rate risk and
liquidity risk, may not be matched by
sufficient capital to weather the more
extreme adverse scenarios that
experience teaches us may indeed
evolve. In addition to higher risks, there
will be a substantial reduction in
Government’s debt issues (both new
and rollovers) over the life of the
programme. Therefore, for those
entities whose business model relies on
earning a margin by funding government securities with repos, there will be a
need to find new sources of business as
the supply of government debt slows. The
industry will have to diversity its portfolio
into non-GOJ assets. From our perspective,
we would like these assets to be domestic,
but recognise that they could also involve
some high grade foreign currency assets.

FINANCIAL SYSTEM
SUPPORT FUND (“FSSF”)
In order to reduce any negative
impact(s) on regulated entities, the
Financial System Support Fund
(“FSSF”) has been established as a
GOJ mechanism to provide short-term
liquidity and as a generalsupport to
financial system stability during the
transition period following the NDX.
The FSSF is funded by the IMF. Eligible
financial institutions comprise those
institutions regulated by the Bank of

Jamaica (“BOJ”) and the FSC in the event
that these entities experience financial
difficulties directly related to
participation in the debt exchange.
FSSF ELIGILIBITY CRITERIA
To qualify for support under the FSSF,
regulated entities should also meet the
following criteria:
• must be a Licensed Deposit Taking
Institution / Securities Dealer
• must be an Insurance Company
• Participated in the debt exchange of
up to nearly 100% of the aggregate
value of eligible assets
• must be an institution deemed as
viable (assessment will conducted by
the technical working group of the
Financial Regulatory Council)
• must be able to show prior utilization
of own resources as the FSSF must
not the first call for assistance
Permissible use of the FSSF
Any funds accessed by a regulated entity
from the FSSF in order to provide
temporary liquidity support resulting from
NDX are limited to the following use(s):
• Deferral of maturities
• Limited access to inter-bank market
• Unusual funds withdrawals
• Portfolio restructuring by
depositors/investors
If required capital support may be offered
on a limited scale and in particular
circumstances and where viable entities
become unable to meet regulatory ratios.
Terms and conditions of FSSF
Any application for funds under the
FSSF will be subject to the following
terms and conditions:
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• assessment will be on a case by case
basis and determined by the particular
circumstances of the applicant
• will be granted for up to 30, 60, or 90
days and in exceptional circumstances
180 days subject to approval
• Par value of new notes issued under
the NDX as collateral with no haircut
• Market value of other GOJ instruments
not subject to the offer with no haircut
• Payment will be made with reference to:
- A spread above LIBOR for US$
denominated advances
- Application of an appropriate rate
adjuster as well as linked to the BOJ
30 day repo rate for J$ advances
- The aggregate level of FSSF
accessed by applicants
• The level of the applicant’s participation in
the offer
• Higher penalty rates if liquidity
advances are not repaid within the
agreed repayment period
• Reviews of the FSSF rates at least
monthly or as warranted
Monitoring under the FSSF
If a regulated entity’saggregate funding
accessed from the FSSF equals or
exceeds a certain amount (5% of
investor/deposit funds and borrowings
plus accrued interest, excluding
specialised funding), the applicant
will become the subject of ‘escalated
and intensified’ monitoring.
The applicant or entity utilising
the FSSF may be required to take
measures to improve their financial
condition and/or implement measures
deemed necessary by their primary
supervisor.
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SECURITIES INDUSTRY REVIEW OCTOBER - DECEMBER 2012
There were 46 active securities dealers
by the end of December 2012. Table 1
provides more information on the different
categories of securities dealers as well as
a few selected indicators. Figure 1
illustrates trends in size of total assets,
capital, funds under management (FUM)
and repo liabilities for securities firms.

For the three–month period ended
December 2012; there was a 2 per cent
reduction in aggregate interest income to
$8.9 billion from $9.1 billion earned for the
comparative period in 2011. Nevertheless,
total income (comprising of interest
income and other income) for securities
firms totalled $11.1 billion for the final quarter
of 2012. (December 2011: $11 billion).
Aggregate total expense, which is
comprised of interest expense and other
expense,for the reporting quarter was
$7.9 billion, representing 7 per cent
growth over the amount incurred in
similar period of 2011. Consequently
combined net profit after taxes for the
quarter was $2.2 billion (December 2011:
$2.4billion). Figure 2 shows the trend in
net profit before taxes for the period
December 2011 to December 2012.
Two key aspects of the financial condition of
securities firms monitored by the FSC are
the adequacy of each firm’s capital and the
quality of the assets backing liabilities due to
investors. Table 2 displays a few selected
prudential ratios that monitor these two
conditions. As indicated in the table, the
sector is adequately capitalized and there
are adequate assets backing investments.
Furthermore the low risk asset to
Repo liabilities ratio remains above
the FSC’s minimum benchmark.
1: This report is based on unaudited data.

1

Table 1: Selected Financial Indicators by Type of Securities Licensee, December 31, 2012
Category of Securities Licensee @
December 31, 2012

No of
Licensees

Total
Assets

Net
Interest
Income

Net
Income

Capital
Base

$'B

$'B

$'B

$'B

FUM
$'B

Securities Firms

32

512.50

4.05

2.23

72.04

690.53

Non-Securities Firms

15

413.80

5.17

1.90

81.55

185.93

2

150.20

2.06

0.24

22.59

0.00

Merchant Banks

1

20.09

0.13

(0.04)

4.51

7.93

Insurance Companies

4

216.01

2.57

1.63

50.17

153.56

Others

8

27.50

0.43

0.07

4.28

24.44

47

926.30

9.22

4.13

153.59

876.92

Of which:
Commercial Banks & Building
Societies

Total

Figure 1: Trend in Key Indicators for Securities Firms
December 11 - December 2012 ( $ Billions)
800
700
600
500
400
300
200
100
0
Dec 11

Mar 12

Total Assets

Jun 12
Capital

Sep 12
FUM

Dec 12

Repo Liabilities

Figure 2: Selected Profitability Indicators, Securities Firms,
Dec 2011 - Dec 2012 ($'Billions)
5.0
4.0
3.0
2.0
1.0
0.0
-1.0

Dec -11

Mar -12

Jun -12

Sept -12

Dec-12

-2.0
net interest income

net noninterest income

net income

Table 2: Selected Prudential Ratio (Securities Firms) December 2011 - December 2012
Ratio

Dec -11

Mar -12

Jun-12

Sep -12

Dec -12

FSC Benchmark

Capital / Risk Weighted Assets

30%

26%

27%

24%

26%

Capital /Total Assets

14%

13%

14%

14%

14%

≥ 6%

Intermediation Ratio

38%

36%

37%

38%

37%

≤ 50%

113%

114%

106%

106%

103%

≥ 100%

Low Risk Assets/Repo Liabilities
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STATUS REPORT ON UNIT TRUSTS AS AT DECEMBER 2012
The Unit Trust consists of nine (9) funds
which are managed by four (4) fund
managers, namely Barita Unit Trust
Management Company, Scotia Asset
Management (Jamaica) Ltd., Sagicor
Investments Jamaica Ltd. (formerly Pan
Caribbean Financial Services), and
JMMB Fund Managers, (formerly
Capital and Credit Fund Managers).
JMMB purchased majority share holdings
(93.14%) of Capital and Credit Financial
Group in June 2012. Unit trusts portfolios
are composed mainly of fixed income
securities including GOJ Investment
notes and Global Bonds, Repurchase
Agreements, Local Registered Stocks
(LRS), Certificates of Deposit (CD) and
Treasury bills, as well as equities and real
estate investments. For the quarter
ended December 31, 2012, approximately 68.23% of the funds were
invested in fixed income securities,
19.45% in real estate, 9.42% in equities
and 2.90% in cash and others. The
equity investments are primarily listed
on the Jamaica Stock Exchange.

Dec 2012

Sept 2012

June 2012

Mar 2012

Dec 2012

$’M

$’M

$’M

$’M

$’M

Total Funds under
Management

49,685

41,192

40,787

38,296

32,033

Value of units sold

7,350

679

2,871

4,933

621

Value of units
Redeemed

641

589

615

517

512

Net inflow/outflow

6,709

90

2,256

4,416

109

Ex a c t F i gur e s U s e d
Total Number of
Units Sold

6,786,476,503

204,064,995

2,295,575,131

232,379,862

30,987,194

Total # of units
Redeemed

30,549,002

27,030,887

24,049,293

21,797,816

21,741,130

Netinflow/outflow
(units)

6,755,927,502

177,027,292

2,271,525,838

210,582,046

9,246,064

Value of Purchases & Redemptions As at December 31, 2012
purchases
redemptions

Cumulative Unit Trust Purchases/Redemptions for the Period
December 2011-December 2012
8,000,000
7,000,000
6,000,000
5,000,000
4,000,000
3,000,000
2,000,000
1,000,000
0

As at December 31, 2012 total funds
managed by unit trusts management
companies was approximately $49.7
billion. The data is compiled against
funds under management for quarter
over quarter commencing December,
2011. For the December 31, 2012 quarter,
net inflow was 6.76 billion units valued
at $6.71 billion.

12 -Dec 12 -Nov 12 -Oct Sept 12 Aug 12 July 12 June 12 May 12 Apr -12 Mar -12 Feb -12 Jan-12 Dec -11

PERCENTAGE MARKT SHARE AT AT DECEMBER 31, 2012

44.0

43.9

As at December 31, 2012Sagicor Investments became the leader with 44.0% of
the market share followed by Scotia
Asset Management with 43.9%, JMMB
Fund Managers with 6.4% and Barita
Unit Trust Management with 5.7%.
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Sagicor
JMMBFM
Barita
6.4

Scotia

5.7
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MUTUAL FUNDS DATA AS AT DECEMBER 31, 2012
As at December 31, 2012 there were twelve mutual funds available for sale in Jamaica. These mutual funds were managed by three
fund managers, namely CI Investments, Scotiabank and JMMB Securities. The mutual fund investment portfolios were composed
mainly of equities and fixed income securities. As at December 31, 2012, there were approximately 7,600 Jamaicans with units
valued at US$122.3 million invested in the mutual funds that are available for sale in Jamaica. The table below shows the value of units
owned by Jamaican investors as well as the purchases and redemptions for the quarters ended December 2011 to December 2012.

Dec 2012 Sep 2012
US$’000 US$’000
Total Value of Units Owned by
Jamaicans

Jun 2012 Mar 2012 Dec2011
US$’000 US$’000 US$’000

122,266

145,538

146,780

152,431

164,547

Purchases

3,493

2,986

2,807

3,536

3,324

Redemptions

5,371

8,565

10,547

8,921

5,195

(1,878)

(5,579)

(7,740)

(5,385)

(1,871)

Net Purchases / (Redemptions)

Market Share of Jamaican Investors
as at 2012 December 31
CI Corporate
Class
26.21%

Jamaica Select
Index Fund
0.41%
Scotia Mutual
Funds
23.81%

Scotia Caribbean
Income Fund
49.57%

INSURANCE INDUSTRY PERFORMANCE: OCTOBER - DECEMBER 2012
Performance of General Insurance
Companies
With the registration of Chartis Jamaica
Insurance Company Limited in October
2012, there were eleven (11) general insurance
companies as at 2012, December 31. Total
assets for the eleven companies increased
from $52.7 billion as at September 2012 to
$54.05 billion as at December 2012.
Figure 1 shows the trend in total assets.
For the year ended December 31, 2012,
combined net investment income fell by
38 per cent to $2.4 billion from the $3.8
billion for the similar period in 2011. Of this
$3.8 billion, $1.4 billion was derived from
non-recurrent capital gains on the disposal
of assets in 2011. Cumulative net premium
earned amounted to $14 billion in 2012,
some $1 billion more than what was
generated in 2011. Driven by foreign gains
on the devaluation of the Jamaican
currency against its US counterpart,

other income for the companies
amounted to $416.8 million (December
2011: $371million). The combined effect of
the three streams of income was a
decline of 2 per cent in aggregate total
revenue to $16.8 billion for December 2012
from the $17.2 billion in December 2011.
With an eight per cent increase in total
aggregate expenses (excluding taxes)
to $13.5 billion for the review period,
profit before taxes fell by 29 per cent to
$3.4 billion.
Performance of Life Insurance
Companies
For the six registered life insurance
companies, total combined assets as at
the end of December 2012 was about
$205 billion. This represents an eight (8)
per cent growth over the amount recorded
for December 2011, and three (3) per cent
growth over September 2012. See Figure 1

For the twelve month period ended December
31 2012, combined net premium income
increased by 6 per cent over the comparative
period to $31.8 billion, while aggregate other
income increased by 27 per cent to $3.3
billion. Net investment income for the six
companies declined from $15.8 billion in 2011
to $15.6 billion in 2012. As a result, total
revenue for the companies was $50.7 billion,
which represents a 5 per cent growth over
the $48.4 billion generated in 2011. Total
combined expenses (not including taxes)
totalled $39.8 in 2012 (December 2011: $48.4
billion). Consequently, aggregate net profit
before taxes was $10.9 billion in 2012, some
$1.1 billion less than the amount made in the
comparative period. Table 1 displays selected
financial indicators for both types of
insurance companies. As seen in Table 2,
the ratios indicate that life and general
insurance companies are well capitalised
and are generating a positive return on equity.
CONTINUED ON PAGE 10
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INSURANCE INDUSTRY PERFORMANCE: OCTOBER - DECEMBER 2012 CONT’D

Table 1: Selected Financial Indicators by Type of Insurance Company, December 2012

Category of Insurance
Companies @
December 2012

Figure 1: Selected Indicators for General and Life Insurance
Companies, December 2011 - December 2012 ($' Billions)
250
200
150
100
50

No of
Licensees

Total
Assets

Total
Invested
Assets

Net
Premium
Earned

Net
Investment
Income

Net
Income
After Tax

Capital &
Surplus

$'B

$'B

$'B

$'B

$'B

$'B

Life Companies

6

204.98

167.84

31.77

15.56

9.95

55.47

General Companies

11

54.05

37.20

14.00

2.38

2.42

17.59

Total

17

259.03

205.04

45.77

17.94

12.37

73.06

Table 2: Selected Prudential Ratio (Insurance Companies) December 2011 - December 2012
Ratios

-

Dec 11

Mar 2012

June 2012

Sept 12

Dec 12

FSC Benchmark

Life Companies
General

Life

Dec-11

General

Life

Mar -12
Total Assets

General

Life

General

Jun-12

Total Invested Assets

Life

General

Sep-12

Life

Dec-12

Capital & Surplus

Solvency ratio

38.28%

40.66%

37.26%

36.96%

37.10%

min of 10%

Return on Capital (YTD)

22.88%

5.97%

10.87%

14.48%

19.62%

0% to 20%

Solvency ratio

52.22%

52.35%

45.66%

48.21%

49.85%

min of 25%

Return on Capital (YTD)

28.98%

3.92%

9.34%

14.83%

19.27%

0% to 20%

General Companies

Note: YTD - Year to Date

COMPOSITION OF PENSION PLAN INVESTMENTS
Pension plans investments in securities
of government comprised 44.47
percent of the value of total
investments as at the year ending
December 31, 2012 despite a marginal
reduction in the total quantity of
instruments held.
This was followed by investment
arrangements representing approximately
27 percent of total investments.
Investment Arrangements describes
Investments in Deposit Administration
Contracts and Pooled Funds.
During the quarter, the holdings of
bonds and debentures within the
portfolio increased by 21.33 percent to
$3.43 billion continuing the upward trend
which began in the previous quarter.
Total reported foreign securities
holdings in the industry stood at $15
billion or 5.19 percent of total invested
assets.

Aggregate Investment Mix
Types of Investment

Amount
Invested
$'000

% of Total
Investments

Dec-12
Deposits

Securities of Governments

% of Total
Investments
Sep-12

2,330,346.28

0.80%

0.00

0.00%

Commercial Paper

Amount
Invested
$'000

2,108,600.23
0.00

Amount
Invested
$'000

% of Total
Investments

Jun-12
0.74%
0.00%

2,490,727.15
0.00

0.88%
0.00%

129,141,716.85

44.47%

129,953,901.21

45.62%

130,315,041.51

45.85%

20,462,435.76

7.05%

20,085,648.97

7.05%

20,740,486.14

7.30%

3,432,093.40

1.18%

2,828,645.11

0.99%

2,439,475.73

0.86%

215,417.61

0.07%

194,028.07

0.07%

194,811.00

0.07%

Other Loans

1,383,648.00

0.48%

1,176,460.00

0.41%

758,892.00

0.27%

Promissory Notes

2,887,436.00

0.99%

2,816,436.00

0.99%

2,102,773.00

0.74%

Repurchase Agreements
Bonds and Debentures
Mortgage Loans

Leases

1,003,993.29

0.35%

997,676.00

0.35%

1,432,093.27

0.50%

Stocks and Shares

30,146,917.52

10.38%

30,975,241.60

10.87%

31,378,418.18

11.04%

Real Estate

17,594,387.00

6.06%

15,073,247.00

5.29%

14,993,907.07

5.28%

Investment Arrangements

79,175,904.48

27.27%

76,644,386.56

26.90%

75,218,435.36

26.47%

Derivatives

0.00

0.00%

Other Investments

2,613,880.71

0.90%

2,025,484.44

0.71%

2,144,689.63

0.75%

Total Investments

290,388,176.89

100.00%

284,879,755.18

100.00%

284,209,750.03

100.00%

Other Net Assets

3,686,639.34

3,174,956.71

4,045,877.96

294,074,816.23

288,054,711.89

288,255,627.99

Total Assets

0.00

0.00%

0.00

0.00%

Note: September 2012 has been re-stated

CONTINUED ON PAGE 11
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COMPOSITION OF PENSION PLAN INVESTMENTS CONT’D
Amount
Invested
$'000

Types of Investment

FX Invested
$'000

% of Invested
Amount

Amount
Invested
$'000

Dec-12
Deposits

Securities of Governments

% of
Invested
Amount

Sep-12

2,330,346.28

567,842.01

24.37%

0.00

0.00

0.00%

Commercial Paper

FX Invested
$'000

2,108,600.23

709,308.12

33.64%

0.00

0.00%

0.00

129,141,716.85

6,395,987.21

4.95%

129,953,901.21

6,641,218.16

5.11%

20,462,435.76

935,781.68

4.57%

20,085,648.97

722,335.61

3.60%

3,432,093.40

44,409.06

1.29%

2,828,645.11

39,865.31

1.41%

215,417.61

12,870.97

5.97%

194,028.07

14,856.71

7.66%

Repurchase Agreements
Bonds and Debentures
Mortgage Loans
Other Loans

1,383,648.00

0.00

0.00%

1,176,460.00

270.29

0.02%

Promissory Notes

2,887,436.00

278.47

0.01%

2,816,436.00

1,285.79

0.05%

Leases

1,003,993.29

6,144.33

0.61%

997,676.00

7,595.98

0.76%

Stocks and Shares

30,146,917.52

137,066.43

0.45%

30,975,241.60

140,836.45

0.45%

Real Estate

17,594,387.00

0.00

0.00%

15,073,247.00

0.00

0.00%

Investment Arrangements

79,175,904.48

8.78%

76,644,386.56

Derivatives

6,949,380.95

0.00

0.00

0.00%

6,375,953.64

0.00

0.00

8.32%
0.00%

COMPOSITION OF PENSION PLAN INVESTMENTS
Other Investments

2,613,880.71

Total Investments

17,317.64

0.66%

2,025,484.44

11,160.48

0.55%

290,388,176.89 15,067,078.76

5.19%

284,879,755.18

14,664,686.55

5.15%

Aggregate Investment Mix
Asset Values for Active Superannuation Funds and Retirement Schemes
During the quarter under review the assets of active superannuation funds increased by 2.21
percent to$273.91 billion, relative to a growth of 8.57 percent achieved by retirement schemes.

Note: September 2012 has been re-stated.

Aggregate Investment Mix
Asset Value (Billions)

$280
$275
$270
$265
$260
$255
$250
Dec 2011

Mar 2012

Jun 2012

Sep 2012

Dec 2012

Asset Value (Millions)

Asset Values for Active Retirement Schemes
$8,000
$7,000
$6,000
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FSC QUESTION
OF THE QUARTER:
As an Investor
how am I impacted
by the NDX?
If you purchased Government Paper
prior to the NDX, you would have been
requested to surrender the bond on
February 24, 2013. Interest due as at
February 24, 2013 would have been paid
at the existing rate. You would be asked
by the securities dealer to choose an
option for the purchase of a new bond
with the same principal value but a
lower interest rate and a longer maturity
date. So an investor is impacted by the
NDX as the cash flows from the
government paper after the NDX is
lower and the investor will have to wait
longer to receive the principal payment.
If you invested through a repurchase
agreement with your dealer, then at
maturity of the existing contract, you
would enter into a new contract but this
would be at a lower interest rate.
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FSC EVENTS
CORPORATE GOVERNANCE SEMINAR

The FSC hosted a Seminar for representatives
Hon. Peter Bunting,
from the private and public sector and also its
Minister of National
Security addressing the
regulated entities on Tuesday, March 26, 2013,
audience at the FSC’s
at the Spanish Court Hotel. The workshop had
Corporate Governance
as its theme, Corporate Governance: Reducing
seminar held recently at
Kingston’s Spanish Court
Opportunities for Corruption and enhancing
Hotel. FSC’s Executive
Accountability, and opened with an Address
Director Janice P. Holness
by the Executive Director of the FSC,
(background) also spoke
at the event.
Janice P. Holness and the Hon. Peter Bunting,
Minister of National Security. The seminar
focused on corporate governance as an
essential ingredient for transparency and in
reducing the opportunities for staff to engage
in corrupt or unethical behavior. A number of
speakers examined how good corporate
governance practices act as a mechanism to
undermine dishonest behavior, corruption and
mismanagement. The speakers also explored the role and responsibilities of the Board of Directors, the committees, management,
as well as internal auditing. The link between corporate governance, and the continued existence of businesses as going concerns
and therefore the impact on economic growth, was also examined.

FINANCIAL EDUCATION IN SCHOOLS CLOSING CEREMONY
The Financial Services Commission (FSC) partnered with Junior Achievement Jamaica to deliver a programme of Financial
Education in nine high schools across Jamaica. The schools who participated in the five week after school activity were:
Glenmuir, William Knibb, Tacius Golding, St Jago, Ascott, Denbigh, Black River, Mannings and Ardenne High schools.
At these schools approximately 300 students were sensitized to budgeting, investing, making sound financial decisions and
how the financial system in Jamaica operates. The program also had an Essay Competition and site visits by each school to
the Bank of Jamaica Money
Museum and the FSC. At the
Closing Ceremony and Awards,
highlights of the programme
were presented as well as the
top three awardees in the
Essay Competition.
Left – right: 2nd place winner, Chrissancia Clarke, Glenmuir High School,
Janice P. Holness, Executive Director, FSC, 1st place winner Zhara-Marie
Henry, Glenmuir High School, 3rd. Place, Rasheed Peters, Ardenne High
School, 5th place Judi-Ann Higgins, Mannings High, 4th place Vanessa
Liscombe, Denbigh High, Mrs. Alphie Aiken, President of Junior
Achievement, Jamaica.

Students of Manning’s High School perform a song about budgeting
at the Closing Ceremony.
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