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I. BACKGROUND 

1.1 Jamaica is goling through a period of considerable instability in 
the financial sector. Over the past two years, two financial 
groups have been closed by the government and more recently another 
group has been intervened. The main causes have been high real 
rates of interest that make it difficult for borrowers to repay; 
regulations that permit poorly regulated institutions to take 
deposits and make loans; and weak laws that make it difficult for 
the authorities to take prompt, corrective action. 

1.2 Although the problems in Jamaica show many similarities to 
financial sector crises that have occurred in other countries, the 
situation in Jamaica has an import.ant difference. Losses in life 
insurance companies feature prominently as an important cause of 
the overall c.risis. The life insurance companies have been able to 
offer bank-deposit-like instruments and they have used these to 
finance large portfolios of long-term assets. With interest rates 
very high now, this mismatch has seriously affected the liquidity 
of these companies. In addition, insurance su2ervisioR is not 
strong, so these companies have not had the guidance from 
supervision that is important to protect the health of the 
subsector. The problems of the insurance companies have spilled 
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over to the banks, because many insurance companies own banks, or 
vice versa. 

1.3 The GOJ is moving aggressively to solve these problems. In 
December, 1996 it established the Financial Sector Adjustment 
Company (FINSAC) to provide f inaricial and technical support to 
selected banks and insurance companies; to recommend to the GOJ the 
reforms that are required to create a firm legislative, regulatory 
and supervisory base for the financial sector; and to help 
implement these reforms. 

1.4 FINSAC may provide financial support through loans or by purchasing 
shares in the affected institutions. In exchange, the owners of 
the institution may be required to cede control to FINSAC or its 
agents, or if the entity is a going concern needing only temporary 
support, control of the entity may only be partially given over to 
FINSAC. FINSAC's functions will end when the financial sector 
returns to health, a process which is expected to take several 
years. Accordingly, it does not wish to build up a large permanent 
staff, and will conduct much of its work through agents and 
consultants. 

1.5 FINSAC has gotten off to a fast start. It has already taken over 
one financial. group, and is negotiating support measures for 
several others. To date it LS responsible for financial support of 
approximately USS300m. This is a large sum for a small economy, 
and for that reason the GOJ has asked the Bank to provide technical 
assistance to ensure that FINSAC is effective in carrying out its 
important role. 

II. PROJECT OBJECTIVES AND DESCRIPTION 

2.1 FINSAC is the focal point for solving the problems that Jamaica has 
in the financial sector. In this role, it will act as the 
executive arm of the Minister of Finance and Planning. It will 
coordinate its activities with those of other government agencies, 
especially the Bank of Jamaica and the Superintendent of Insurance. 
It will provide financial and managerial assictance to companies in 
the sector, both directly and as agent for assistance provided by 
the G O J .  FINiSAC will also conduct studies of specific institutions 
and of the sector in general and it will assist individual 
institutions to work out their problems. 

2.2 FINSAC has responsibilities in the following areas: 

a. to resolve the liquidity and solvency problems of banking and 

b. to strengthen management in the sector, 
c. to improve the efficiency of the sector in intermediating 

d. to improve company governance and minority shareholder rights, 

insurance institut i o n s  , 

resources, 
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e. t o  m i n i m i z e  t h e  p u b l i c  cost  a n d  t h e  d u r a t i o n  o f  t h e  s u p p o r t  

f .  t o  s t r e n g t h e n  b a n k  a n d  i n s u r a n c e  company  s u p e r v i s i o n ,  
g .  t o  h e l p  c r ea t e  a t r a n s p a r e n t  f r a m e w o r k  o f  i n c e n t i v e s ,  r i g h t s  

a n d  o b l i g a t i o n s  f o r  d e p o s i t o r s ,  p o l i c y - h o l d e r s ,  p e n s i o n -  
h o l d e r s ,  m a n a g e m e n t  a n d  o w n e r s .  

ope ra t ions  , 

T h e  o b j e c t i v e s  of t h i s  p r o j e c t '  a r e  t o  h e l p  FINSAC exercise t h e s e  
r e s p o n s i b i l i t i e s .  

2 . 3  I n  respect o f  t h e s e  a c t i v i t i e s ,  t h e  G O J  h a s  r e q u e s t e d  t h e  Bank t o  
p r o v i d e  t e c h n i c a l  a s s i s t a n c e  t o  cover t h e  f o l l o w i n g  a r eas ,  a n d  
o t h e r s  t h a t  w i l l  be  d e f i n e d  b y  m u t u a l  a g r e e m e n t  d u r i n g  project  
e x e c u t i o n .  T h e s e  e s t ima tes  are  p r e l i m i n a r y  a n d  w i l l  be r e f i n e d  i n  
t h e  D o n o r s  Memorandum f o l l o w i n g  a n  a s s e s s m e n t  b y  FINSAC o f  t h e i r  
n e e d s  : 

a. a d i a g n o s t i c  s t u d y  o f  t h e  f i n a n c i a l  sector  w i t h  r e c o m m e n d a t i o n s  
f o r  a m e n d m e n t s  t o  selected l a w s  a n d  r e g u l a t i o n s  d e s i g n e d  t o  
create a s t r o n g  f o u n d a t i o n  f o r  a h e a l t h y  f i n a n c i a l  sector ,  
( a p p r o x i m a t e  amount-US$lOO,OOO); 

b. d e v e l o p m e n t  a n d  e x e c u t i o n  o f  a p l a n  o f  a c t i o n  t o  s t r e n g t h e n  
s u p e r v i s i o n  o f  f i n a n c i a l  i n s t i t u t i o n s .  A c t i v i t i e s  i n  t h e  p l a n  
of a c t i o n  may i n c l u d e  t h e  a p p o i n t m e n t  o f  s p e c i a l  a d v i s o r s  t o  
FINSAC o n  b a n k i n g ,  i n s u r a n c e  o r  c a p i t a l  m a r k e t s  s u p e r v i s i o n ,  a n  
a n a l y s i s  o f  t h e  i n f o r m a t i o n  s y s t e m s  i n  t h e  s u p e r i n t e n d e n c i e s ,  
a n d  t h e  a p p o i n t m e n t  o f  i n t e r v e n t o r s  o r  t e m p o r a r y  m a n a g e r s .  
( a p p r o x i m a t e  a m o u n t - U S $ 7 5 0 , 0 0 0 ) .  

c .  t h e  d r a f t i - n g  o f  r e g u l a t i o n s  f o r  o n e  o r  more s u p e r i n t e n d e n c y  of 
f i n a n c i a l  i n s t i t u t i o n s ,  a n d  t h e  p r o c u r e m e n t  o f  c o m p u t e r  
h a r d w a r e  a n d  s o f t w a r e  f o r  t h e  i n s u r a n c e  s u p e r i n t e n d e n c y  
p r o v i d e d  t h e  l a t t e r  d i d  n o t  e x c e e d  $200,000. (approximate 
amoun t -US$~300 ,  000)  

d .  a n  a n a l y s i s  o f  t h e  f i n a n c i a l  h e a l t h  o f  selected f i n a n c i a l  
c o m p a n i e s ,  p l u s  t r a i n i n g  i n  t h e  t e c h n i q u e s  o f  s u c h  a n a l y s i s ,  
( a p p r o x i m a t e  a m o u n t - U S $ 8 0 , 0 0 0 ) ;  

e. d e v e l o p m e n t  a n d  e x e c u t i o n  o f  a p l a n  o f  a c t i o n  t o  set u p  t h e  
FINSAC d e p a r t m e n t  t h a t  w i l l  be c h a r g e d  w i t h  t h e  d i sposa l  o f  t h e  
l o a n  a n d  real  es ta te  asse ts  t h a t  a r e  t a k e n  o n  a s  a r e s u l t  o f  
t h e  i n t e r v e n t i o n s .  T h i s  i s  e x p e c t e d  t o  r e q u i r e  o n e  o r  t w o  f u l l  
t i m e  c o n s u l t a n t s  f o r  a p e r i o d  of a y e a r  o r  so,  ( a p p r o x i m a t e  
a m o u n t - U S ~ ; 9 0 0 , 0 0 0 ) .  

2 . 4  T h e  p r o j e c t  i s  e x p e c t e d  t o  be  e x e c u t e d  o v e r  a pe r i ad  o f  t w o  y e a r s .  
E x p e c t e d  r e s u l t s  a r e :  a s t r o n g e r  l e g a l  a n d  r e g u l a t o r y  
i n f r a s t r u c t u r e ,  e f f i c i e n t  a n d  t r a n s p a r e n t  i n t e r v e n t i o n s  o f  b a n k s  
a n d  i n s u r a n c e  c o m p a n i e s ,  t r a n s f e r  o f  t e c h n o l o g y  a n d  a b i l i t y  t o  
l o c a l  s t a f f  $of t h e  r e g u l a t o r y  a g e n c i e s ,  a n d  t h e  e f f i c i e n t  a n d  
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Programming Committee 

transparent disposal of the assets that FINSAC becomes responsible 
for as a result of the interventions. 

April 11, 1997 

May 14 ,  1997 

III. ISSUES 

CRG Donors' Memorandum 

Loan Committee 

3.1 FINCAC requests that the project be approved in time for the 
consultants to be mobilized in early May. As the action plan below 
shows, this will not be possible given the distribution periods 
required for t.he Bank's various committees. Given the urgent need 
for the actions to be undertaken in this project, especially the 
diagnostic study (2.3a), and the absence of major issues, every 
effort should be made to process the documentation as quickly as 
possible. 

May 13, 1997 

May 29, 1997 

IV. ACTION PLAN 

Donors ' (Committee June 25, 1997 

c 

Approved by: 
RE3IDE:P 

Date: s/ /3 /97  
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