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THE NEWSLETTER FOR  

CAIB MEMBERS 

The 2003 audited financial statements for the East Car-
ibbean Financial Holding Group of Companies, in-
cluding Bank of Saint Lucia Limited and other subsidi-
aries, reveal a net income before tax of $16.5m.   

After deductions for current year s taxes of $1.3m, a net 
income after tax of $15.2m was realized. This represents 
the highest level of after tax income for the industry in 
2003, the Group s best performance ever and a 14.4% 
return on average equity.   

After deductions for statutory and general reserves, a 
contribution to the Student Loan Guarantee Fund and the 
allocations for preference dividends, an amount of $4.8m 
is available for distribution as final dividends to ordinary 
shareholders.  

The Board of Directors of the ECFH Group is pleased to 
announce a final dividend of 38 cents per ordinary share. 

This, with the 15 cents already paid in December 2003 as 
interim dividend, gives a total ordinary dividend payout 
of 53 cents for the year or a return of 10.6% on the nomi-
nal share price of $5.00.  

Final dividends will be paid to shareholders on record as 
at April 12, 2004 by the first week of May, 2004.   

The Group has also scheduled its Annual General Meet-
ing for Wednesday, May 12, 2004 at 4:00 p.m., at the 
National Cultural Centre, Barnard Hill, Castries.  

(Source: www.bankofsaintlucia.com)  

Quote: W hen y ou kn ow w hat y ou w an t , an d 
w an t i t bad ly en ough, y ou l l f i n d a w ay t o get 
it...JIM ROHN  

BANK  OF SAINT LUCIA LTD MAKES RECORD PROFIT 

http://www.bankofsaintlucia.com
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In hope 

A leader is a dealer 

Caribbean Association 
of Indigenous Banks Inc 

 
CAIB MISSION STATEMENT   

Our mission is to promote networking among 
Caribbean Indigenous Banks and Financial Insti-
tutions with a view to providing a range of 
services to members to facilitate their effi-
ciency, effectiveness and profitability and to 
influence policy formulation in the Caribbean, 
particularly that which impacts on the practice 
and conduct of banking and financial services 
and the development of the Region.  

The CAIB ANTHEM   

WE STAND AS ONE  

WE SING AS ONE SONG 

AND SHARE ONE DREAM 

WITH HIGH ESTEEM 

NO DARKENED PAST CAN SHADOW OUR FUTURE 
WE SEE ONE LIGHT, A LIGHT THAT SHINES FOR-

EVER. 
FROM DIFFERENT PARTS WE CAME  

THE STORIES ALL THE SAME 

WE STAND AS ONE  

WE SING ONE SONG.   

Caribbean Association of Indigenous 
Banks Inc.  

CHAKIRO COURT 
VIDE BOUTEILLE  
P.O. BOX CP5404  
CASTRIES ST LUCIA   

TEL: (758) 452-2877 
FAX: (758) 452-2878 
EMAIL: caib@candw.lc 
WEBSITE: www.caibinc.org   

================================  

Quote:  Nothing is particularly hard 
if you divide it up into small 
jobs .Henry Ford  

================================ 

 

CAIB NEW WEBSITE 
LAUNCHED  

V isit our new websit e  
launched on March 15, 2004.  
There are lots of new and ex-
citing features, some of them 
designed to enable on-line dia-
logue amongst us.   

The various regulatory and 
compliance issues are some of 
the topics that we are sure 
engaged discussions will help 
you our members determine 
best pract ices and cost-
effective means of implemen-
tation tailored within the con-
text of our regional landscape.    
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The bad news is that time flies. The good news is that 
you are the pilot ..Michael Althsuler 

Louis Greenidge, Managing 
Director of Barbados Na-
tional Bank Inc. (BNB) bade 
farewell to his colleagues at 
BNB at a reception on Friday 
12th March, marking the end 
of a distinguished interna-
tional banking career that 
spanned more than 42 years 

and two continents.   

Mr. Greenidge was the Managing Director and Chief 
Executive Officer of the Bank for the last nine years 
and was the driving force behind its dramatic turn-
around to profitability since 1995.  His retirement 
took effect on April 1, 2004.  

In 2003, BNB Inc. won the prestigious Bank of the 
Year award from The Banker magazine based in 
the UK, an achievement that Mr. Greenidge consid-
ers one of the high points of his career. He was also 
instrumental in the acquisition of BNB Inc. by Re-

public Bank last year, a move that has expanded the 
range of services offered by BNB to the Barbadian 
banking public.  

Mr. Greenidge handed over the mantle of leadership 
of BNB to the Bank s Deputy Managing Director, 
Robert Le Hunte MBA (Finance), MSc (Acct), C.A, 
B.A. (Econ), a career banker with over 19 years in 
the Caribbean banking sector. Before joining BNB 
in July last year, Mr. Le Hunte held the position of 
Senior Corporate Manager at Republic Bank Lim-
ited, BNB s parent company. In paying tribute to 
Mr. Greenidge, in-coming Managing Director, Mr. 
Le Hunte praised his outstanding and visionary lead-
ership and assured him that his legacy would be well 
guarded, and that with the support of the Bank s 
management and staff, he would continue to take 
BNB to even greater heights of excellence, to make 
the bank a financial force in the Caribbean.  

(Source: Barbados National Bank Inc.) 

GREENIDGE HANDS OVER THE REINS OF BNB TO LE HUNTE 

http://www.caibinc.org
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Dear Colleagues.  

I t has been ju st ov er on e m on t h si n ce ou r n ew w eb por t a l has 
been lau n ched an d w e ar e m ak i n g st eady pr ogr ess, as w e st r i v e 
t o r ea l i ze i t s fu l l pot en t i a l .  The oppor t u n i t y t o adv er t i se i s on e 
t hat w e hope y ou ou r m em ber s w i l l sei ze. N ot on ly t hose of y ou 
w ho a l r eady hav e , or a r e seek i n g t o hav e a r egi on al r each bu t 
a lso ou r sm al ler m em ber s. W hat bet t er w ay t o con n ect w i t h 
y ou r n at i on als l i v i n g  i n an y of t he f ou r t een m em ber st a t es an d  
the wider global village? What better value, One Ad one Cost!  

I n t h i s i ssu e of t he n ew slet t er , w e con t i n u e t o ex plor e cu r r en t 
i ssu es t hat i m pact on ou r m em ber s abi l i t y t o r each t he st an -
dards required for competing in this dynamic environment.     

F ol low i n g on ou r M ar ch 2004 V i ew poi n t - Oper at i on al R i sk 
M an agem en t , i s an ot her t hat t ack les t he chal len gi n g t ask of 
Cr eat i n g an Open R i sk Cu l t u r e .  I t i s n o secr et t hat a r i sk -

av er se cu l t u r e has per m eat ed m an y Car i bbean Ban ks.  Th i s has 
been par t ly du e t o t he st r i n gen t pr u den t i a l r egu lat i on s i m posed 
by su per v i sor y agen ci es as w el l as st a t u s qu o bi as an d ot her 
su ch con cept s t hat r esear ch i n t he f i eld of Behav i or a l F i n an ce 
has been shedding new light on.   

The r i sk cu l t u r e t hat i s con si st en t w i t h t he r egu lat or y an d 
com pet i t i v e m odal i t i es of t he ev olv i n g r egi on al an d i n t er n a-
t i on al f i n an ci a l sect or i s on e t ha t i s open an d f lex i ble. Th i s ar t i -
cle gi v es an ov er v i ew of  key i ssu es an d i n clu des a Oper at i on al 
R i sk M ap t hat pr ov i des a logi ca l  an d pr act i ca l f r am ew or k for 
the development of an operational risk management system.    

The Oppor t u n i t y for Gr ow t h ar t i cle, Loan , M or t gage an d Car d 
Or i gi n at i on on t he I n t er n et , ex am i n es t he oppor t u n i t i es an d 
chal len ges of i n cr easi n g cu st om er v a lu e an d low er i n g ser v i ce 
cost .  Th i s i s n ot an oppor t u n i t y for ban ks of an y sca le bu t hold 
substantial promise for those who can make the transition.  

R egi on al N ew s Br i efs has r ea l ly t aken on a m om en t u m of i t s 
ow n an d i s an ar ea t ha t y ou ou r m em ber s can r ea l ly get i n -
v olv ed w i t h by feed i n g u s a l l t he n ew an d ex ci t i n g m i lest on es as 
an d w hen t hey occu r . I t r ea l ly does pr ov i de an i n t er est i n g fo-
rum for us to share what is happening across the region.   

These ar e on ly bu t t he h i gh l i ght s of t h i s i ssu e.  W e t r u st t hat y ou 
ou r m em ber s an d f r i en ds w ou ld f i n d t hese ar t i cles v er y i n t er est -
i n g r eadi n g an d w ou ld n ot hesi t a t e t o shar e t hem w i t h ot her 
members of your organization.  

Government has approved a plan by a consor-
tium of local banks to provide $1.2 billion in 
financing for State housing developments.  

Housing Minister Dr Keith Rowley said the com-
mercial banks will provide the funding over the 
next two years as part of the National Housing 
Authority's project to construct homes for prospec-
tive homeowners.   

The banks supplying the financing are Republic 
Bank, RBTT Bank, Scotiabank and First Citizens 
Bank.  

With the use of the facility, the NHA will award 
projects to contractors who will build the houses. 
Government has the ambitious plan to build 
10,000 affordable homes a year over the next ten 
years.  

So far, Government projects it will build 5,000 
this year, 6,000 next year and them "ramp it up" to 
get an average of 10,000 a year, Rowley said. 
He was speaking yesterday at a post-Cabinet press 
conference at Whitehall. A further $850 million 
will be provided for prospective homeowners to 
access mortgages from the Trinidad and Tobago 
Mortgage Finance company and the commercial 
banks, he added.  

He said the pooling of funds by the consortium of 
banks reduced the risk for the homes which will be 
constructed over the next three years in several 
parts of the country. Cabinet has also agreed to put 
$50 million and $70 million over the next two 
years for the project which showed that Govern-
ment's housing plan was moving ahead.  

Rowley said the NHA was also attempting to edu-
cate Authority homeowners and renters of the 
policies and responsibilities of having an NHA 
house or apartment. He admitted there were peo-
ple who still did not know what the terms of a 
mortgage meant.  

Twenty-five per cent of NHA apartments were 
also either gathering arrears because the renters 
were dead or were being marketed by people other 
than the original renters, he said. This is being 
addressed by the NHA which is improving its da-
tabase, Rowley said.  

(Source: Trinidad Express, Wednesday, April 7, 2004) 

BANKS TO FUND HOUSING IN T&T 
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Instilling and sustaining a risk culture is fundamental to mod-
ern risk management. In financial services organizations spe-
cifically, it is increasingly vital that each division is aware of 
and responsible for the risk affecting them. ..(Scottish 
Banker, Spring 2004 Issue)  

One of the many definitions of culture is:  

The accumulated habits, attitudes, and beliefs of a group of 
people that define for them their general behavior and way of 
life; the total set of learned activities of a people .

 

(odur.let.rug.nl/~usa/GEO/glossary.htm)  

Banks in the Caribbean have good reason for intensifying their 
focus on risk management infrastructure:  

Increasingly, local regulatory agencies, such as central 
banks and security exchange commissions, have been in-
corporating the principles of the Basel I and Basel II Capi-
tal Accord requirements into their supervisory policy 
frameworks for Banks, among other institutions.   

The globalization process has been increasing the scope of 
interaction between local banks and their international 
counterparts in collaborative and competitive contexts, in 
which the international benchmark for comparison has 
been their  risk profiles.  

Given these developments, many Caribbean Banks have been 
taking steps to enhance the robustness of their risk manage-
ment infrastructure. A few Caribbean banks have employed 
macro risk management software such as RiskMetrics (Initially 
developed by JP Morgan) and Infinity (developed by Sun-
Guard). However, these applications have only been employed 
in a limited way, rather than as a comprehensive system. Some 
exceptions to this general tendency have been First Citizens 
Bank, RBTT and Republic Bank Limited (refer to Bank Pro-
files).   

More typically, the risk management infrastructure of most 
Caribbean banks usually comprise a combination of spread 
sheet analyses, risk handbooks, along with the employment of 
specialized software in areas such as Credit Scoring and 
Corporate Customer Analysis.

  

Whatever the approach taken by Caribbean banks, the efficacy 
of their risk management framework would depend on the ex-
tent to which good risk management principles have been so-
cialized into their institutional culture.  

Eamonn Rice, Head of Financial Services for Ernst & Young 
in Scotland, puts this into perspective:  

Staff need to understand that risk management is not some-
thing that they do in addition to their normal duties, but rather 
see it as a key component of their jobs.

  

In other words, risk management should become an inherent 
part of the shared habits, attitudes and beliefs of employees in 
Caribbean Banks. The hitherto quantitative approach to risk 
management by Caribbean banks tended to gloss over manage-
ment judgment and attitudes to risk and decision-making. This 
approach takes a deterministic view of the habits, attitudes and 
beliefs of end-users of risk management data inter alia :- risk 
is an objective reality (easily identifiable and measurable) 
which lends itself to standardized assessment and stimulates 
rational corrective responses.  

The task of changing institutional culture is not expected to be 
an easy one, as banks traditionally been the most regulated and 
opaque of financial institutions. Further, research findings 
emerging out of the new discipline called Behavioral Fi-
nance indicate that even with the most sophisticated tools, 
human beings reveal patterns of irrationality, inconsistency 
and incompetence in the way that they arrive at decisions and 
choices, when faced with uncertainty  the essence of risk.  

These issues are usually discussed under the heading of corpo-
rate governance which has been receiving a lot of attention in 
recent time.  

Key elements of an ideal risk culture  

Creating an open culture requires that risk management efforts 
should target the entire company to wit:-  

Staff understand their role in risk management  

Risk management is not merely a concern of the head of com-
pliance, senior management, the board or head office but all 
employees. As banks expand and acquire additional subsidiar-
ies there is a tendency for them to become compartmentalized. 
Despite this, all staff must:  

 

Be made aware of the various risks exposures of their   

department and institution 

 

Make the connection between individual actions, the  
bank s overall risk profile, profitability and compete 
tive position  

 
RISK MANAGEMENT: Creating an Open Culture 
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Be vigilant with respect to new areas of risk as the  
bank expands its product offering  

Individual accountability for risk is clearly defined  

A Basel Committee on Banking Supervision consultative 
document makes a number of recommendations in this regard:  

The bank s board of directors having the responsibility for 
overseeing the management of the bank s compliance risk, 
approves the bank s compliance policy.   

Senior management is responsible for establishing a compli-
ance policy, ensuring that it is observed and reporting to the 
board of directors on its ongoing implementation. They should 
also be responsible for assessing whether the compliance pol-
icy is still appropriate.   

The head of compliance has day-to-day responsibility for man-
aging the activities of the compliance function and to whom all 
compliance staff should report. In smaller banks, compliance 
function staff may exercise non-compliance tasks, provided 
these do not create any conflicts of interest with their compli-
ance responsibilities.  

The review of compliance activities by the internal audit func-
tion should test the controls in place within the bank to ensure 
compliance with the applicable laws, rules and standards. This 
principle implies that the compliance function and the audit 
function should be separate, to ensure that the activities of the 
compliance function are subject to independent review.  

There is a willingness to reveal risk experiences  

Whatever the structure of the risk management framework, the 
parameters of risk would have to be identified and monitored 
by those charged with that responsibility. There would usually 
be a reluctance to identify such areas if the reporting environ-
ment is not right.  

Firstly, the bank s risk compliance function should have a for-
mal status within the bank. This is best achieved by a charter 
or other formal document approved by the board of directors 
that sets out the function s standing, authority and independ-
ence.  

Compliance officers must be able to carry out their responsi-
bilities on their own initiative in all departments of the bank in 
which compliance risk exists. They must be free to report to 
senior management and the board or a committee of the board 
on any irregularities or possible breaches disclosed by its in-

vestigations, without fear of retaliation or disfavour from man-
agement or other staff members.  

Compliance officers must have the right on their own initiative 
to communicate with any staff member and obtain access to 
any records or files necessary to enable it to carry out its re-
sponsibilities.  

Budget, and the compensation schemes for compliance func-
tion staff, should be consistent with the objectives of the com-
pliance function, and therefore should not be dependent on the 
financial performance of the various business lines.  

The review of compliance activities by the internal audit func-
tion should test the controls in place within the bank to ensure 
compliance with the applicable laws, rules and standards.  

Efforts to maintain risk awareness is continuous  

Staff is exposed to risk management training on a continuous 
basis and risk management mechanisms are linked to reward 
and communications systems.  To this end a robust group proc-
ess for identifying, assessing and managing risk is firmly es-
tablished which is supported by a relevant and focused educa-
tion programme and evaluation mechanism. This approach 
could be complemented by other risk culture techniques such 
as the balanced scorecard approach.  

Challenges to the establishment of an open risk culture in 
Caribbean Banks  

There are many factors that pose a challenge to Caribbean 
Banks aspiring to these ideals of a risk management culture. 
These factors are related to resource limitations, history, own-
ership and government action. In this discourse however, the 
focus is restricted to credit and operational risk issues 
which is consistent with that for the Moody Rating System 
when evaluating firms in emerging markets.  

The most problematic aspect of any risk management frame-
work is that of risk assessment. Since risk is not an objective 
reality  something that could be identified and quantified with 
absolute certainty, the efficacy of the most sophisticated risk 
management framework would be reflective of the judgment, 
perception, attitudes and behaviour of those charged with the 
responsibility.  

To date, most Caribbean banks have been playing catch up 
with respect to their foreign counterparts in terms of  creating 
an open risk culture. In his article Survey on the Credit Cul-
ture of Commercial Banks in a Small Open Petroleum  

 
RISK MANAGEMENT: Creating an Open Culture 
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Economy: The Case of Trinidad and Tobago, Anthony Birch-
wood summarized the credit culture as:  

suboptimal to the social goals of innovation and entrepre-
neurial development. In particular, the credit culture was 
found to be closely tied to economic cycles and biased against 
some segments of the market, both in terms of allocation and 
lending rates. Moreover, the credit culture was bedeviled by 
inadequate information which consequently weakened risk 
management .   

In plain speak the findings of this survey indicated:  

1.  The pattern of commercial bank lending was not very  
supportive of new business ventures or the promotion  
of development as a whole 

2.  Commercial Banks lending policy reflected economic  
cycles e.g. in period of excess liquidity, lower interest  
rates, expand lending activities and visa versa, rather  
than a strategic plan 

3.  Credit was rationed to some segments of the market  
that were also charged interest rates not reflective of  
their associated risk profiles   
Risk data supporting areas of lending was inadequate  

These findings are not unique to Trinidad and Tobago and 
could have applications throughout most of the Caribbean.  
They belie many aspects of the existing risk culture that are 
likely to pose challenges to those banks willing to change.  

This causal link needs to be examined a little further.  Banks as 
financial intermediaries always balance three imperatives in 
the execution of their function:  

Profitability 

Solvency/Liquidity 

Risk  

Banks make profit from their spreads on loans granted which 
are a function of customer deposits (fractional banking). The 
more loans that are made, the greater would be profits but, the 
less cash would be available to back the loans given and for 
meeting other commitments (less solvency/liquidity).  In this 
manner, profit and risk are directly correlated.  Since solvency/
liquidity parameters are set by regulatory agencies such as 
central banks and security exchange commissions, the manner 
in which modern banks pursue profitability is largely a func-
tion of their attitudes, habits and beliefs in respect of risk (risk 
culture). 

It is important that both bank staff and executives see the crea-
tion of this new risk culture not as another layer of restric-
tions but rather as having strategic value. Many new poten-
tially profitable areas of investment are being glossed over 
because they do not conform to the conventional definition of 
a project or are just considered too risky.  

It is only recently that research in the field Behavioral Finance 
has begun to explore more closely this hitherto neglected area 
of risk management.  The Prospect Theory is one area that has 
been receiving a lot of attention in this regard. The following 
are some of the concepts that have been advanced to explain 
some common behavior types that have implications for Carib-
bean banks:  

Risk Aversion  

Birchwood findings point to a common trait among many Car-
ibbean Banks, risk aversion. Risk is generally thought of as 
bad and to be avoided at all costs.  Unfortunately, this atti-

tude has been the source for many other negative approaches.  
In the new risk culture risk is to be managed rather than 
avoided.  

Framing  

Framing refers to the practice of accepting risk based on how it 
is presented. In short, it is the tendency to overemphasize low 
probabilities and understate high probabilities. As a result 
there is a skewed view of risk that depends on our reference 
point. This so-called framing effect is one of the primary 
reasons why risk output data is misused . In some favourable 
circumstances, we are often risk averse (we frequently view 
risk as bad ) and yet, in situations where we are already fac-
ing a loss, we often throw caution to the wind. To illustrate this 
skew in behaviour, consider one of the findings of this study:  

Imagine you had to choose between the following risk deci-
sions, options A and B: In option A you can have a sure gain 
of £240. In option B you have a 25% chance of gaining £1000 
and a 75% chance of gaining nothing.  

Which would you choose? The expected return of B is greater 
than that of A by about £10 [(£1000 x 0.25 + 0 x 0.75) - £240] 
but the uncertainty of option B means that in tests most people 
plump for option A 

 

in effect, they are willing to pay a risk 
premium of £10 for the certainty of the outcome. When offered 
the choice of two gains, it seems we prefer the certainty of 
option A rather than the risky option B. In this scenario, we are 
risk averse. Now consider two further options:  

 
RISK MANAGEMENT: Creating an Open Culture 
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In option C you are faced with a sure loss of £750. 
In option D you have a 75% chance of losing £1000 and a 25% 
chance of losing nothing (there is no guarantee that the upper 
limit will be £750).  

In this case, if people were to decide on expected outcomes 
(both £750), we would expect to see an even split among the test 
group between the options. However, in tests the vast majority 
of people opt for option D. This shows that when the two options 
are phrased as losses most people prefer the risky option rather 
than the certain loss. Interestingly, the majority of us will 
adopt a higher risk strategy when we are in this loss domain.  

This is a very pertinent issue with respect to the handling of 
credit risk. In many commercial banks in the Caribbean projects 
that offer certain return are entertained in preference to those 
with higher expected returns. This attitude implies that banks are 
thus prepared to pay high premiums for certainty because of 
their risk-averse stance. On the other hand, when large loans go 
bad there is a tendency to keep refinancing these loans to the 
point where the ultimate losses on these bad loans become unac-
ceptably high, strongly influenced by Option D 

 

the 25% 
chance of losing nothing (this point also has implications for 
sunk cost bias).    

Status Quo Bias  

Status quo bias, as the name implies, often pulls risk decisions 
towards a more risk-averse outcome. Understandably, business 
managers who are closely monitored and held accountable for 
risk decisions are often overly cautious in taking risk and adopt 
the safety first approach of leaving things unchanged. At the 
overall company level, this often leads to poor and inefficient 
returns for the business.  Status Quo Bias among Commercial 
Banks in the Caribbean has been one of the main catalysts for 
the increasing importance of Credit Unions and other non-bank 
financial institutions that have emerged to fill the gap. In the 
case of Dominica, Credit Unions held approximately 15% of the 
deposits of the financial system in 2003 and their numbers were 
growing.   

E. Gerald Corrigan, Partner, Goldman, Sachs and Company 
offers some advice on the banks role:  

.To this end, the credit decision-making process must be 
rigorous, objective and impartial; only then will national savings 
be channeled into the most productive investments. This will, in 
turn, promote growth and permit borrowers to service their 
debts in a timely fashion, thereby ensuring the safety of deposi-
tors funds .

  

Sunk Cost Bias  

The issue of sunk cost bias is potentially one of the most de-
structive: how do you stop a project or investment spinning out 
of control? At what point do managers stop throwing good 
money after bad? The answer is an uncomfortable one: we are 
likely to become more risk tolerant as we slip into loss situa-
tions. The temptation to spend more money or double up the 
exposure on a trade or investment to get out of the present prob-
lem is often easy to rationalize. Then the dreaded point is 
reached where bank officers conclude: We might as well carry 
on given that we have spent so much already .  This is not 
helped by the fact that the institutional, legal and judicial frame-
works for resolving these problems in many Caribbean territo-
ries are uncertain, making the process of debt recovery very time 
consuming - suggesting that some solutions lie beyond banks 
control.  

Policy Based Lending  

This is a challenge for most government owned Banks (of which 
there still remain a significant number in the Caribbean) as well 
as other types of commercial banks. Virtually every government 
has created special vehicles or modalities to help foster politi-
cally or socially desirable forms of credit extension in such areas 
as housing, agriculture and small business finance. In most coun-
tries, and in most areas of policy-based lending, the government, 
either directly or indirectly, provides substantial subsidies for 
such activities.  

In some cases these initiatives have acted to distort the culture of 
prudent risk management, as was the case of Barbados National 
Bank Inc. in 1992 before its restructuring and reorganization:  

The disastrous state of the agricultural portfolio could be 
attributed to the Bank s execution of government policy to sup-
port the sugar industry during a period of massive losses. The 
subsidy and support to the industry were masked in loans ex-
tended by the Bank on a non-commercial basis .

  

The most recent example of this type of distortion was NCB 
Dominica Limited which has since seen the Government divest-
ing some of its shares in the Bank in a move towards privatiza-
tion.  Apart from this type of direct involvement, some Carib-
bean Banks have had their risk culture distorted by governments 
penchant for bailouts, unusually generous deposit insurance 
schemes and politically connected lending.  

Recommended approaches for creating an open culture   

The definition for the word culture holds the key to creating an 
open culture, learning. Directors, Managers and Staff must   
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begin a process of unlearning and learning. While it is true that 
the foundation of an open risk culture is to be found in a coher-
ent and consistent set of laws, regulations and judicial practices, 
the difficulty lies much more in the state of mind or stream of 
conciousness than it is a set of regulations and laws.  How can 
bankers risk aversion be more objective? The following 
bulleted suggestions are not exhaustive:  

Staff 

 

Provide regular in-house and outsourced training in  
practical risk management 

 

Provide copies of relevant sections of internal audit  
review with respect to compliance issues 

 

Adopt a balanced scorecard approach to risk manage 
ment efforts and attach reward packages to individual  
performance. 

 

Establish clear lines of responsibility for the manage 
ment of bank risks  

Management 

 

Create database of risk data related to the Bank s lend 
ing activities and update regularly 

 

Provide risk management training with a focus on risk  
analysis 

 

Establish parameters for acceptable levels of risk as an 
adjunct to Banks lending policy 

 

Review risk management policy on a regular basis for  
relevance and brainstorm on risk issues where the  
launch of new products are contemplated.  

Directors 

 

Select most of directors from the private sector 

 

Formalize the status of risk compliance in banks  

Despite the challenge that the transition to this new risk culture 
might pose, it is refreshing that a few Caribbean banks, such as 
First Citizens Bank Limited, Trinidad and Tobago, have already 
begun to put such measures in place. Excerpts from its Septem-
ber 2003 Annual Report gives an insight in these developments:  

Risk Management  

..During the course of the year, an Enter pr ise Wide Risk 
Management Model was introduced ..  

Credit Risk Management  

The Group provides compr ehensive t r aining pr o-

grammes which enforce the need for prudence, detailed 
analysis and quality loan administrat ion without diminish-
ing creat ivity, f lex ibility and excellence in customer ser-
vice ..  

Operational Risk Management  

..To enhance the operat ional risk management strategy, 
the Group has a Systems & Procedures Department .. 
This funct ion focuses on the development of f lex ible and 
responsive procedures that reduce bureaucracy but provide 
a balance within the risk/ control/ cost management phi-
losophy of the Group

  

..Internal Audit Department .These audits focus on the 
degree of compliance with policies, procedures, risk man-
agement init iat ives and other standards set by the 
Group ..  

It is not expected that the process of making the transition to an 
open risk culture will be easy, as it took years for the existing 
culture to take root. Nevertheless, the impetus is expected to 
come from banks beginning to see the advantages of efficiently 
judging risk outputs, reducing unexpected losses and using 
scarce capital more efficiently.  

Sources:

 

Scottish Banker: Risk Management Spring 2004,  pg 12.  

www.thebanker.com :The Banker  How much risk can you manage? (Feb. 
3, 2004)  

www.investorhome.com/psych.htm : Psychology & Behavioral Finance  

www.bis.com

 

: Basel Committee on Banking Supervision: The Compli-
ance Function in Banks, Jan. 2004 (Consultative Document)  

Savings And Development Issue 3 

 

2001 (Quarterly), I SBN 0 3 9 3 - 
4551  

Peter S. Rose.Money and Capital Markets. USA MaGraw-Hill/Irwin, 
1999  

www.thebanker.com :The Banker  How much risk can you manage? 
(Feb. 3, 2004) 

Prospect Theory: http://www2.sjsu.edu/faculty/watkins/prospect.htm

  

CAIB Newsletter, December 2003, pg 14(IMF Article IV Consultation 
Report  2002)  

http://www.iadb.org/sds/doc/ifm-107e.pdf ; E. Gerald Corrigan. Building 
Effective Banking Systems in Latin America and the Caribbean: 
Tactics and Strategy [This paper was prepared by, at the request of the Inter-
American Development Bank. (May 1997)] 

http://www.bnbbarbados.com ; About Us  

First Citizens Bank Limited. Annual Report (September 2003)   

 
RISK MANAGEMENT: Creating an Open Culture 

http://www.thebanker.com
http://www.investorhome.com/psych.htm
http://www.bis.com
http://www.thebanker.com
http://www2.sjsu.edu/faculty/watkins/prospect.htm
http://www.iadb.org/sds/doc/ifm-107e.pdf
http://www.bnbbarbados.com
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RISK MANAGEMENT: Creating an Open Culture (OPERATIONAL RISK ROUTE MAP) 

STRUCTURE 

How are you going to structure your risk management process? Who s going to be responsi-
ble, what are the reporting lines going to be and how are you going to escalate information to 
ensure the board is aware of what s going on? 

BOARD INVOLVEMENT 

Once you ve decided on the structure, you ve got to talk to the board. You ve got to learn 
from them what level of risk they are prepared to accept. This will determine how you build 
the operational risk framework. 

LOCATION 

Where are you going to put it? Are you going to put it in a central risk function or in opera-
tions? The most important issue is whether it fits successfully into your organization. You 
need to ensure that the process evolves independently and that there is contact between the 
people involved. You have to make sure that you are not only talking to people in credit and 
market risk, but also talking to the person responsible for insurance. 

IDENTIFYING RISK 

Look at the processes, the products and the systems. It s a question of trying to identify what 
might go wrong and what the potential impact is. Examine the controls and performance indica-
tors - the alarm bells that will alert you when something is going wrong. You can set them at a 
level that reflects your tolerance and your belief in your organization. You ll also need to settle 
questions about risk and ensure that it is clearly indicated to individuals what their responsibili-
ties are in their job descriptions. 
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(Source:  Financial World 2003, pg 34) 

 
RISK MANAGEMENT: Creating an Open Culture (OPERATIONAL RISK ROUTE MAP) 

USING EXPERIENCE 

Near misses and fortuitous gains are symptomatic of cases where something has gone wrong. You 
should consider the nature of all small losses. Some you can take as a cost of doing business such as 
credit card fraud, but others may be symptomatic of potential operational failings. An example is "fat 
finger syndrome". No one worries about a £100 loss, because someone has keyed £100 instead of £1, 
but next time it could be £100,000 or £1O0m. In some incidents that occurred in 2002, it might have 
been possible to prevent a big figure loss if controls had been put in place following a small loss. 

OTHER ISSUES 

Operational risk management is all about communication. The message has got to reach every corner 
of the organization. There also needs to be collaboration between the HR and the operational risk 
function to ensure that sensible objectives are introduced into reward packages. You need a loss-
event data base that tells you what and why something happened, not on a blame basis, but on the 
grounds that we need to learn from our experiences. It is also necessary to conduct a control and risk 
self assessment. For example, is every unit acting within the controls? How often are they used? 

FINALLY... 

The day you think you're finished, someone will come along with a new product or systems. You have 
to make sure that the system is ongoing. 

You need to make sure that people are capable of testing new products for operational risk so that 
scenario analysis and stress-testing can take place. Once you ve done this, you need to look at the 
control structure, at mitigation and the risks you are prepared to accept. Have you attuned your 
insurance policies to an acceptable level? Review your business continuity plans in light of what you've 
learned about the business. 
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Much has been made in recent years about the unbounded op-
portunities that exist for the lender who can deliver product to 
the consumer via the Internet. We have seen a proliferation of 
websites from traditional lenders as well as the emergence of 
the 'loan supermarket' where prospective borrowers can exam-
ine a variety of loan products and choose one that is ostensibly 
'best' for them.  

These loan and card systems are generally referred to as Origi-
nation Systems.  Usage of the term varies somewhat, with 
some organizations using the terms Origination (activities prior 
to commitment) and Fulfillment (activities after commitment) 
to describe the process.  In the interests of simplicity, we will 
use the term Origination to refer to all activities between first 
contact and the end of the fulfillment process.  

Of course, the larger financial institutions have had access - 
presumably - to budget and technologies that would permit 
them to implement very sophisticated origination sys-
tems.  This has not always been true of the smaller organiza-
tions (indigenous banks, community banks, building societies, 
credit unions) that have so far not been able to take advantage 
of the opportunity.  Certainly, they have a customer base every 
bit as willing to take advantage of the convenience and time 
savings that such origination systems offer, but budget and 
technology constraints have often made this difficult.  

This situation is changing, and we can expect to see smaller 
financial institutions implementing origination systems as well 
- the new RLAPS Web origination system from Gresham is a 
good example of the kind of technology designed for the 
smaller organization.  

To a very great extent, the older 'big bank' origination systems 
have not delivered the benefits to the lender that was hoped 
for. Online mortgage sales in the U.S. have grown slowly over 
the past four years, accounting for only 1.3% of total mort-
gages in that country recently. (Source:  Tower Group, 
Needham, MA).  As well, a large number of the Internet com-
panies that showed early promise have failed to deliver mean-
ingful sales volumes. For something that was going to be The 
Next Big Thing in lending, we have been waiting a long time.  

This is not to say that the idea is without merit. In fact, there 
are substantial opportunities for the lender who wants to do 
business in this way and is prepared to adapt processes and 
strategies to support a Web-based sales strategy. In this article, 
I will discuss some of the pitfalls and opportunities that exist 
along the way.   

Present Practices and Recommendations  

A review of a number of loan, mortgage and card application 
sites on the Internet reveals many common features.  

By and large, the lender has simply taken the in-branch appli-
cation form and posted it to the Web. As a result, the consumer 
must now fill in all the information - and in many cases it is a 
lot of information - him/herself. This ignores a very basic no-
tion: the consumer is not a financial professional and has no 
plans to be one. Fundamentally, a loan application is a very 
consumer-unfriendly process in the traditional financial institu-
tions and many organizations do not appear to understand this.  

The Internet has huge appeal to busy professionals, for exam-
ple. For these and other persons, the convenience offered by 
Internet Banking and related products is a major benefit. How-
ever, many sites require that the prospective borrower com-
plete many screens of information in order to proceed with the 
application. In effect, they demand a time commitment from 
the consumer that is at least the commitment required by a 
branch visit, without the benefit of a financial professional to 
help with the application.  

The traditional credit application process is quite unwieldy and 
time-consuming. While prudent risk management demands 
that all the issues be addressed, much of the information gath-
ering is done to support a decision which has already been 
made 'in principle' - we know we want to make this loan and 
are now gathering the information to support (or possibly re-
verse) that decision.   

Consider a mortgage application. In general, the lender knows 
'in principle' whether this is a viable loan after gathering: 

Income 

Cash flow 

Credit Bureau 

Property Details  

It is entirely possible to deliver a 'decision in principle' at this 
point, without making a firm commitment to the borrower. The 
remainder of the information can be gathered before making a 
final commitment. Many of the application processes we re-
viewed made no distinction between a 'new' or an 'existing' 
customer. Each was required to submit exactly the same infor-
mation. This provides very little by way of benefit to existing 
customers with good credit records - they should be able to 
apply easily and receive a decision quickly. 

Cont d on pg 12 

OPPORTUNITY FOR GROWTH: LOAN, MORTGAGE AND CARD ORIGINATION ON 
THE INTERNET: Opportunity and Challenges 

By Alex Stirling, Vice President, Gresham Computing  
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This implies a need for two or more credit scoring tools, one to 
support 'known' borrowers, and another to support 'new' cus-
tomers.  

Notwithstanding the huge increase in Internet users in recent 
years, the Internet is not the solution to every problem. In 
many cases, it makes much more sense to use the Internet as 
one of several tools to originate and source business. Many 
customers derive great comfort from dealing with a financial 
professional (see Rule #1 above) and prefer to take this route. 
Financial institutions that use a combined Internet/Call Centre 
approach find that many more loans are closed in this manner.  

It is not difficult to formulate a short series of 'screening ques-
tions' that quickly qualifies prospects. Follow up is then done 

by a human being to complete the application.  

Many application processes are not automated at all. Prospec-
tive lenders put a 'form' on the Web page and then process the 
information obtained manually afterward. In this scenario, the 
applicant fills in the information and must await contact at 
some later time. Even after completing the application, there is 
no indication of any likely decision. Effectively, this is just 
'sneakernet' - a glorified form of e-mail that feeds into the tra-
ditional application processing queue. There is little to no 
benefit to either the consumer or the lender, but much of this 
still exists on the Internet.  

©2004 Gresham Computing  

OPPORTUNITY FOR GROWTH: LOAN, MORTGAGE AND CARD ORIGINATION ON 
THE INTERNET: Opportunity and Challenges (Cont d from pg 11) 

By Alex Stirling, Vice President, Gresham Computing  

Honest Job Applicant  

An applicant was filling out a job application. 
When he came to the question, "Have you ever 
been arrested?" he wrote, "No."  

The next question, intended for people who had 
answered in the affirmative to the previous 
question, was "Why?"  
The applicant answered it anyway: "Never got 
caught."  

A Walking Economy  

This guy is walking with his friend. He says to 
this friend, "I'm a walking economy."  
The friend replies "How so?"   

"My hair line is in recession, my stomach is a 
victim of inflation, and both of these together 
are putting me into a deep depression!"   

Competition  

A shopkeeper was dismayed when a brand new 
business much like his own opened up next door 
and erected a huge sign which read 'BEST 

DEALS.'  

He was horrified when another competitor 
opened up on his right, and announced its arri-
val with an even larger sign, reading 'LOWEST 
PRICES.'  

The shopkeeper panicked, until he got an idea. 
He put the biggest sign of all over his own shop. 
It read 'MAIN ENTRANCE'.  

(Sou r ce .h t t p :/ / w w w .jokesar ou n d.com / j / 4225.ht m l )   

QUOTES:    

A computer let you make more mistakes faster 
that anything in human history - with the pos-
sible exceptions of handguns and Tequila. 

.M i t ch R at cl i f f e  

Warning! Humor may be hazardous to 
y ou r i l ln ess ..El l i e K at z 

FUNNIES 

http://www.jokesaround.com/j/4225.html
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Geography  

Trinidad and Tobago are twin islands in the Caribbean located 
between the Caribbean Sea and the North Atlantic Ocean, 
northeast of Venezuela having the geographic coordinates 11 
00 N, 61 00 W.  

Total land area is 5,128 sq km. Maritime claims are measured 
from the claimed archipelagic baselines exclusive economic 
zone: 200 NM, territorial sea: 12 NM, continental shelf: 200 
NM or to the outer edge of the continental margin; and con-
tiguous zone: 24 NM.  

Trinidad and Tobago s natural resources are petroleum, natural 
gas and asphalt. By way of special mention the Pitch Lake, on 
Trinidad's southwestern coast, is the world's largest natural 
reservoir of asphalt.  

History  

Trinidad and Tobago were first seen by Columbus in 1498 on 
his third visit to the New World. He named Trinidad after the 
Holy Trinity, which he saw represented by three peaks on the 
southern coast. The island was settled by the Spanish, but the 
colony struggled until Spain granted land to Roman Catholics 
from other Caribbean islands. In 1797, the British invaded and 
the island became a British holding. When Britain banned the 
slave trade, indentured workers from India were brought to the 
island to work the sugarcane plantations.   

Tobago was little more than a pirate haunt until sugarcane and 
coffee were planted in its rich soil. The island changed hands 
many times before it became a British Crown Colony in 1877. 
It united politically with Trinidad in 1888. The islands became 
an independent nation in 1962 and a republic in 1976.   

Oil made Trinidad and Tobago one of the richest nations in the 
Caribbean by the 1970s, but a fall in oil prices led to difficult 
economic - and political - times. Expansion of the natural-gas 
industry in the 1990s strengthened the economy. In 1995, 
Trinidad elected its first prime minister of East Indian descent, 
an event that focused attention on the racially based political 
divisions in Trinidad and Tobago. The current Prime Minister 
is the Honorable Mr. Patrick Manning.  

Population  

The July 2003 estimate of the population of Trinidad and To-
bago was 1,104,209 persons. Seventy percent (70%) of this 
number was between the age group 15-64 years old with the 
greater number being males (402,137). The median age for the 
population was 29.9 years. Population growth was estimated to 
be -0.68% for 2003 which was influenced by a net migration 
rate of -10.79 migrant(s)/1,000 population. Trinidad and To-
bago has an ethnically Ethnic diverse population comprising 
blacks 39.5%, East Indian (a local term - primarily immigrants 
from northern India) 40.3%, mixed 18.4%, white 0.6%, Chi-
nese and other 1.2%.  

ECONOMIC OVERVIEW  

For the year 2003 Trinidad and Tobago economy grew by 
4.1% in real terms, representing an increase of 1.4% over the 
previous period.  This performance marked ten (10) consecu-
tive years of growth. As in previous years, economic growth 
continued to be driven by the energy sector which recorded 
growth of 11.4 % over the same period. The non-energy sector 
in contrast only grew by 1.8%.  

Agriculture  

In the agriculture sector, the production of raw sugar (65.7 
thousand tonnes) marginally exceeded its 2003 revised target 
of 65 thousand tonnes for the crop season that ends in June but, 
was 33.2 percent below the production in 2002.  

Petroleum  

There were several positive developments during the second 
quarter in the energy sectors: natural gas production and natu-
ral gas liquids (NGLs) output were boosted by the  
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