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FOREWORD

Following a request from the Western Hemisphere Finance Ministers, the World
Bank launched in January 1999 the Western Hemisphere Payments and Securities
Settlement Initiative. The World Bank, in partnership with the Center for Latin
American MonetaryStudies (CEMLA), firstled thisinitiative, which over the years has
evolved intoa permanent Forum asaresult of the capacityalready created through-
outtheregion. The Western Hemisphere Paymentsand Securities Settlement Forum
(WHF) represents anew set of organizational arrangements to give continuity to the
efforts started under the initiative and was formally launched in June 2003.

The objective of the WHF is to describe and assess the payments systems of the Western
Hemisphere with aview toidentifying possible improvement measuresin their safety,
efficiencyandintegrity. To carry out this mandate an International Advisory Council
was established in March 1999, and is comprised of experts in the field from sev-
eral institutions. In addition to representatives from the World Bank and CEMLA
this Councilincludes members from the: Bank for International Settlements, Bank
of Italy, Bank of Portugal, Bank of Spain, Council of Securities Regulators of the
Americas, European Central Bank, Board of Governors ofthe Federal Reserve System,
Federal Reserve Bank of New York, Inter-American Development Bank, International
Monetary Fund, International Organization of Securities Commissions, Securities
Commission of Spain, Swiss National Bank and US Securities Exchange Commission.
CEMLA acts as Technical Secretariat of the Forum and plays a major role in making
the process sustainable and capable of extension to all the countries in the region.
Additionally, practitioners in payments and securities clearing and settlement in
some countries of the region have participated in the studies under the Initiative,
through CEMLA coordination, and this has contributed to the broadening of knowl-
edge and the transfer of know-how within the region. The endeavors of the working
groups will maintain the infrastructure created under the Initiative and provide a
permanent forum for the countriesin the region to discuss, coordinate, and continue
theworkin thearea of payments systemsin the Western Hemisphere. The Forum has
undertaken a number of activities in order to respond to the Western Hemisphere
Finance Ministers’ request. These include the preparation of public reports contain-
ingasystematic in-depth description of each country’s payments clearing and settle-
ment systems; the delivery of recommendations reports to country authorities on a
confidential basis; the organization of International Advisory Council meetings to
review country studies and provide input for future work; the organization of work-
shops focusing onissues of particular interest; the creation of aweb-page to present
the outputs of the Initiative and other information of interest in the payments system
area; and the promotion of working groups to ensure a continuation of the project



activity. To assure quality and effectiveness, the Initiative includes two important
components. First, all studiesare conducted with the active participation of country
officialsand the Project builds on the existing work being undertakenin the respec-
tive countries. Second, the Initiative draws on international and national expertise
on the subject, through the International Advisory Council, to provide guidance,
advice and alternatives to current practices.

CEMLA Bank of Jamaica The World Bank
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1.INTRODUCTION

ayment and settlement systems play a crucial role in economic activities by

providing mechanisms for economic agents to settle their obligations and

transactions that take place in markets. For central banks, payment and settle-
ment systems are determinants of an effective implementation of open market
operations and liquidity provision to the financial sector. Asaresult, payment and
settlement systems are fundamental in fostering financial stability and conducting
monetary policy.

Jamaicahasawell-developed paymentand settlement system that was enhanced
by a major payment system reform initiated by the Bank of Jamaicain 2005. The en-
hanced environment is supported by an enabling legal framework that includes
the enactment of the Payments Clearing and Settlement Act, 2010 (PCSA) and the
Government Securities Dematerialization Act (GSDA), whichwasrepealedin 2012 and
replaced by the Public Debt Management Act, and the implementation in 2013 of
the Guidelines for Electronic Retail Payment Services (ERPS Guidelines). Other sig-
nificant efforts occur on a continuous basis thanks to the collaborative framework
that the Bank of Jamaicahas established with the payments industryin the National
Payments Council.

ThisReportbeginswith an overview of the recent macroeconomic-financial situ-
ation and a brief description of the Jamaican financial sector. It goes on to describe
the institutional aspects underpinning the National Payment System (NPS) that
embraces all systemically important and prominently important payments and se-
curities clearing settlement systems and arrangements. Thisis followed by a descrip-
tion of the recent trends in the way that end users,! individuals, businesses and the
government have access and use of payment instruments, including cash, cheques,
electronic transfers, cards and other payment instruments. In addition, a detailed
description of the main feature for each existing payment and settlement system,
large and retail value, is also reported.

! For the purpose of this report; end users refer to all nonfinancial entities, such as house-
holds, businesses and the public administration using, mainly retail, payment instruments.
All non-deposit-taking financial institutions are referred to as nonbanks.
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The report concludes with a detailed description of securities trading, clearing
and settlement systems that serve Jamaicamain capitaland debt-securities markets,
and that are relevant for the implementation of the central bank’s monetary policy.

All relevant and existing statistical information related to the recent evolution
of the national payment system can be also found as an annex of the report.
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2. ECONOMICAND FINANCIAL MARKET OVERVIEW

2.1 Economic Overview

etween 2009 and 2014, Jamaicawas affected by the global financial crisis (GFC)
B that impacted the national economy and the economy of its main trade part-

ners. Over this period (Table 1), GDP exhibited an irregular trend, showing a
significantdecline by 12% (in nominal terms) in 2009, and adownward trend between
2013 and 2014, 3% and 4%, respectively. This trend was primarily attributed toaweak
externaland domestic demand as well as the influence of heightened uncertainty of
economic prospects, worldwide.

Reduction of external demand, was as aresult of the global recession impacting
exports, while the weak domestic demand resulted from reductionsin realincome,
remittance inflows, a tightening of credit conditions and an increase in domestic
unemployment, which together dampened consumption and investment spend-
ing. Other factors that impacted growth negatively included restrictions arising
from the signing of a Stand-by Agreement with the International Monetary Fund,
the implementation of two debt exchange initiatives, the Jamaica Debt Exchange
in 2010 and the National Debt Exchange in 2013, coupled with the residual effects
of the global recession.

However, within this period of economic turmoil there was a positive growth be-
tween 2010 and 2012 (3.17 percentage points in real terms), which was influenced
by temporary improved international economic conditions, as well as gradual im-
provements in domestic demand throughout those years. An upturn in remittance
inflows along with increases in real wages also impacted growth in the economy.

In 2014, Jamaica’s GDP contracted by 3%, this was influenced mainly by a new
decline in domestic demand. The fact that domestic demand declined in that year,
is mainly explained by the successful government efforts at fiscal consolidation re-
ducing public expenditure, as well as lower consumer confidence, in the context
of areduction in real wages, affecting household expenditure. As for agricultural
production, severe drought conditions affected the production level. Finally, there
was a depreciation of the domestic currency in the annual variation of GDP. Despite
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Table 1

MACROECONOMIC INDICATORS OF THE JAMAICAN ECONOMY

Indicator 2009 2010 2011 2012 2013 2014

Population (millions) 2.69 2.70 2.70 2.71 2.72 2.72
Population growth (%) 0.35 0.35 0.32 0.27 0.24 0.20
GDP (USD, nominal, billion) 12.04 13.20 14.41 14.78 14.19 13.84
GDP nominal annual growth rate (%)  -12 10 9 3 -4 -3

Inflation rate (%) 10.2 11.7 6.0 8.0 9.7 6.4
Rate of unemployment (%) 11.36 12.38 12.74 13.93 15.25 13.74
Total debt consolidated (USD) 16,029.3 18,313.7 19,040.9 18,330.5 17,759.7 17,747.1
Total debt (% of GDP) 131.6 133.9 131.8 135.6 133.3 130.3
Exports of goods (% of GDP) 11.52 10.08 11.26 11.72 10.96 10.05
Imports of goods (% of GDP) 37.16 34.83 39.78 38.20 37.88 35.26
Current account deficit (% of GDP) 9.3 7.1 13.2 9.3 9.3 8.3
Exchange rate per USD (average) 88.5 87.4 86.1 89.0 100.8 111.2
Exchange rate per USD (end year) 89.6 85.9 86.6 99 .8 106.4 114.7

Source: Bank of Jamaica and Statin.

the general contraction of the economy due to a decline in public expenditure and
domestic demand, GDP growth was positively impacted by the activity in the con-
struction; hotels and restaurants; and transport, storage and communications in-
dustries. In addition, wholesale and retail trade; repairs; installation of machinery
and equipment; real estate; and tourism, finance and insurance services industries,
allaccounted for the largest gross value added on average over the period.

In Figure 1, the uneven trend (brown line) that GDP growth exhibited in recent
years can be seen inlight of the economic external and internal contextin the after-
math of the global financial crisis.

Within this context of global economic volatility, prices have evolved positive-
ly with inflation moving from 10.2% in 2009 to 6.4% in 2014 (Table 1). The highest
rate of inflation was reported to be 11.7% in 2010 which was influenced by anumber
of fiscal measures that increased tax rates and transportation costs. Both domestic
and international weather-related shocks and the appreciation of the domestic cur-
rencyimpacted the prices of domestic food products, leading to increased levels of
inflation. The lowest rate of inflation was recorded in 2011 at arate of 6%. This was
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Figure 1
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Note: Current GDP in USD billion in left axis and nominal GDP annual growth (%) in right axis.
Source: Bank of Jamaica.

reported tobeinfluenced by the moderatingimpact of excess supply on agricultural
prices along with relative stability of the exchange rate, as well as low domestic de-
mand. However, there were increases in the inflation rate by two percentage points
in 2012, attributed to the implementation of new tax measures, aswell asa shortage
in agricultural supplies due to the impact of drought conditions. Inflation further
increased in 2013 to 9.7% influenced by the depreciation of the domestic currency
and an increase in crude oil prices.

2.2 Financial Overview
2.2.1 Financial Sector Development

Since the financial sectormeltdownin the early 1990s, there have beenssignificant devel-
opmentsinthefinancialsector. Itssoundness can be credited largely to the implemen-
tation of micro-and macroprudential policies necessary to reduce systemic risk. Prior
tothe financial system meltdown, the financial sector grew rapidly. Thiswas attributed
partly to the increased number of financial institutions, especially in banking entities
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and insurance companies (from 67in 1989 to 105in 1995), with the major increases be-
ingamong buildingsocietiesand merchant banks. The growthin the GDP of the finan-
cialsectorrose from 9% in 1987to 50% in 1994 with an average growth of 17% peryear.

Rapid developmentin the sector since the crisis of the early 1990s has seen amore
stable financial system. The keylaws governing the sectorinclude the Bank of Jamaica
Actand the Banking Services Act. Additionally, the regulatory framework comprises
several best practices and guidelines that are observed by regulated entities.

The early 1990s saw a change in regulatory vision, moving from direct control to-
wardsamore market-oriented standpoint. In 1991, control over the borrowing, deal-
ing and surrendering of foreign exchange began to diminish. Controls on capital
investment (direct and portfolio) by nonresidentsalso becameless rigid and previous
restrictions to commercial banks in meeting the domestic currency requirements
of customers (as a means of preventing illegal outflow) were also gradually liberal-
ized and then eliminated.

In an effort to rationalize the treatment of Bank of Jamaica (BOJ) losses and reg-
ulate the management of foreign exchange, the amended Bank of Jamaica Act was
enacted in 1992. The Act also provided statutory recognition to the Department of
Bank Inspection and implemented measures for the conduct of more effective mon-
etary policy. The Financial Institutions Act of 1992 along with the Banking Act (1992)
introduced stricter measures in terms of banking license, minimum levels of capital,
more prudential controls, provisioning forloanlosses, the strengthening of supervi-
sionandregulation, and mechanismsforidentifyingand sanctioning the liable. The
Financial Institutions Act (1992) also regulated the operation of merchant banksand
other near banks that held deposits for the public. However, not all the institutional
counterpartsadhered to thelegislative transformation. The regulation of insurance
for instance did not undergo strengthening equivalent to those of bank regulation.
Specifically, deposit insurance was not a part of these efforts to secure the integrity
of the financial sector.

Overthe period 1994-1996, major players in the financial sector began seeking as-
sistance with meeting their obligations. Analysis from international agencies showed
thatinsolvencyissues originated from amismatch of assets and liabilities within the
financial sector. Ensuing reports outlined the macroeconomic conditionality that
would be attached to a financial package which would support the rehabilitation of
thefinancial sector, aswellas an outline of an intervention and reform program that
would encompass accelerated legislation which would provide the authorities with
the requisite power and flexibility of action.

In 1997, the Financial Sector Adjustment Company (Finsac) was set up asacom-
prehensive approach toresolving the issues being experienced by the troubled insti-
tutions within the sector. Finsac was mandated to assess whether institutions would
be provided with recapitalization support based on an agreed rehabilitation plan
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or whether acquisition or closure would be undertaken where rehabilitation did not
seem a feasible option. They were also given the task of completing the divestment
of assets acquired in the process of liquidating entities. Finsac also recovered capi-
tal support through the sale of investments in assisted institutions.

By 2005, the financial system registered a considerable strengthening of super-
vision within the sector. However, the country needed further strengthening of the
framework for security dealers, the enhancement of the oversight of conglomerates
and the development and constant testing of crisis management systems, as well as
an overhaul of the national payment system and the introduction of a central secu-
rities depository for fixed-income securities.

2.2.2 Financial Sector Structure

The BOJ is the sole supervisor of banks and other deposit-taking institutions, while
the Financial Services Commission (FSC), which became operationalin 2002, is man-
dated to supervise nonbank financial institutions. Credit unions on the other hand
are regulated by the Registrar of Co-operatives. The Jamaica Deposit Insurance
Corporation, incorporated in August 1998, provides insurance against the risk of
loss of deposits held in insured financial institutions.

Currently Jamaica’s financial system can be divided into banks (including com-
mercial banks and other deposit-taking institutions such as building societies and
merchant banks?) and nonbank financial institutions (hereinafter denominated as
NBFI, including credit unions, insurance companies, and development banks and
securities dealers). Besides banks and NBFI, there are other relevant auxiliary finan-
cial institutions such as foreign exchange cambios, remittance and money transfer
companies, aswell as bill payment agencies that are gaining space in the field of pay-
ment and settlement systems as explained in following sections.

Payment and settlement systems are actively used by banks, some NBFI and oth-
er relevant auxiliary financial institutions that need to settle their interbank trans-
actions via the National Payment System. The provision of payment instruments is
mainly a shared responsibility of banks and NBFI.?

Ascanbeseenin Figure 2, as of 2014, there were 15 (8%) commercial banks (10)
and deposit-taking institutions (of which, 3 building societies and 2 FIA institu-
tions). Additionally, there were 100 (54%) nonbanks financial entities composed of
37 credit unions, 17 insurance companies and 46 securities dealers; and 71 (38%)
auxiliaryfinancialinstitutions (63 foreign exchange cambios and 8 remittance and
money transfer companies).

2 Merchant banks are currently the only institutions licensed under the Financial Institution
Act.

* Anticipated changes to take place with the legal reform described in section 3.3, other
auxiliary financial institutions like money transfer companies
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Figure 2

FiNnanciAL SYsTEM COMPOSITION - 2014

Banks
8%

Auxiliary
financial
institutions

38%

Nonbanks
financial
entities
54%

Note: Banks includes commercial banks and other deposit-taking institutions.
source: Bank of Jamaica.

The consolidation of the Jamaica’s financial system has occurred together with
the process of strengthening of the micro-and macroprudential policies underpin-
ning aresilient and sound functioning of this economic sector. Within this context,
deposits and other main variables such as loans and assets at Jamaica’s financial
entities have shown a positive trend (see Table 2). In fact, since 2009 there is an up-
ward trend in both deposits held by banks and by NBFI. Likewise, credit granted to
households, businesses and companies, between 2009 and 2014, there has been a
positive trend reflecting the recovery the domestic economy in recent years. In the
same vein, stability of the Jamaica’s financial system after the GFC has remained
sound and robust, this can be observed through the unwavering growth of equity
in Table 2. Private banks’ registered an average annual growth rate of 4% between
2009-2014. Thisincrease in equity of private banks supported effectively the increase
in financial assets.

2.3 Recent Developments
2.3.1 Banking Service Act

The Banking Service Act (2014) was brought into effect on September 30, 2015 to
repeal and replace the Banking Act, the Financial Institutions Act and Bank of
Jamaica (Building Societies) Regulations. At the core of the Banking Service Act
is a framework that will allow for increased compliance with international supervi-
sory principles embodied in the Basel Committee on Banking Supervision’s Core
Principles for Effective Banking Supervision. Enhanced provisions introduced
by the Act include, the establishment of supervisory autonomy (certain critical
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Table 2

MAIN FINANCIAL SECTOR INDICATOR

(USD BILLION)
Variation
20092014
2009 2010 2011 2012 2013 2014 (%)
Deposits
Banks and deposit-taking 9.083 10.000 10.412 10.772 10.280  9.890 8.9
FIA
Commercial banks 7.709  8.554 8.930 9.271  8.847 8.441 9.5
Building societies 1.229  1.349 1.406 1416 1.329 1.327 8.0
FIA institutions 0.145  0.097 0.076 0.085  0.104 0.122 -16.4
Nonbank financial 0.491  0.557 0.596  0.591  0.550  0.543 10.6
entities'
Loans
Banks and deposit-taking 6.579  6.756 7.038 7.497  7.553 7.143 8.6
FIA
Commercial banks 5.527  5.656 5927 6.403 6.571 6.128 10.9
Building societies 0.944 1.016 1.032 1.033  0.915 0.934 -1.0
FIA institutions 0.108  0.084 0.080 0.061  0.067 0.081 -25.4
Nonbank financial 0.413  0.448 0.497 0.525  0.500 0.493 19.5
entities!
Assets
Banks and deposit-taking ~ 14.303 15.242 15.744 15.812 15.361 15.380 7.5
FIA
Commercial banks 12.158 13.001 13.356 13.411 13.135 13.103 7.8
Building societies 1.778 1.960  2.142 2171 1.988  2.008 12.9
FIA institutions 0.368  0.282 0.246  0.230  0.238  0.270 -26.6
Nonbank financial 0.630  0.708 0.771 0.768  0.720 0.717 13.7
entities!
Equity
Banks and deposit-taking 1.939  2.218 2,627 2302 2252 2.226 14.8
FIA
Commercial banks 1.619  1.855 2.213 1.892 1.877 1.842 13.8
Building societies 0.262  0.309 0.359  0.360  0.324 0.331 26.1
FIA institutions 0.057  0.054 0.055  0.050  0.0561 0.053 -7.7
Nonbank financial 0.106  0.119 0.134 0.133  0.130 0.133 25.4
entities]
! Nonbank financial entities refer to credit unions only.
Source: Bank of Jamaica.
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supervisory functions transferred from the Minister of Finance to the Supervisor
and aSupervisory Committee); licensing and supervision of financial holding com-
panies; issue of an enforceable Code of Conduct on deposit-taking licensees’ deal-
ings with their customers; counterparty exposure limits at the financial holding
companies and deposit-taking institutions level; and agent banking which allows
for the extension of permissible banking services through agents who meetrequire-
ments for authorization.

2.3.2 Financial Stability Mandate

The BO] Amendment Act, 2015 outlines that the Bank has legal and institutional
responsibility for the stability of Jamaica’s financial system. As defined in the BOJ
Amendment Act, 2015 financial stability in relation to Jamaicarefers to: the orderly
operation of financial institutions, financial markets and the payment and settle-
ment infrastructure. In addition, it refers to the capability of these components,
which make up the financial system, to absorb internal and external shocks without
substantial impairment of the financial system and the real economy.
The monitoring of financial stability by the BOJ is done at various levels,

1. Through a Financial Stability Committee which is an established legal body
that has the responsibility to coordinate the activities pursuant to the object
of financial system stability (see Section 34H, BO] Amendment Act, 2015).

2. Through a Financial Stability Department which actively monitors and fore-
casts micro and macro risk factors that may impact financial institutions and
by extension, financial system stability.

3. The Payment System Department (PSD) has oversight responsibility of the
National Payment System (see Section 3, PCSA, 2010). As part of this responsi-
bility the department monitors and assesses payment systems risks to maintain
the stability of financial systems.

The BOJ publishes, on its website, a financial stability report annually. The de-
tails of stress tests and assessment of risk factors to financial stability are extensively
discussed therein.

2.3.3 Retail Repurchase (Retail Repo) Agreements and Trust Agreement

Aretailrepurchase agreementisarepurchase agreement between asecurities dealer
and an investor, whereby the dealer does not completely and out rightly transfer le-
gal ownership of the underlying securities to the investor. Retail repurchase agree-
ments have become a widespread funding product for securities dealers in Jamaica;
however this practice poses particular risks to dealers, investors and by extension the
financial system.
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The Financial Services Commission hasbeen charged with the responsibility of fa-
cilitating the establishment of a trust to mitigate the investors’ risk of loss from dealer
default, bankruptcyand other legal risks associated with the retail repo product. The
retail repo reform process hasseen theimplementation of the following major changes:

+ Anew legal and regulatory framework was established on December 31, 2014
through the enactment of the Securities (Retail Repurchase Agreements)
Regulations, 2014.

+ Since August 31,2015, allretailreposin Jamaica operate underatrustarrange-
mentinvolving a third party, referred to asa trustee. The trustee will hold the
securities in custody for the benefit of retail repo investors; therefore, the se-
curities will be separated from the assets of the dealers during the term of the
Retail Repo Agreement, so that they are easily identified as belonging to the
investors.

+ Underthe new trustarrangement, the two options for fundingretail repos are
the Jamaican dollar (JMD) and the United States dollar (USD).

+ A new minimum transaction size for retail repos was introduced in October
2014. The current minimum of 500,000 JMD and 5,000 UsDwill be increased on
a phased basis, and is scheduled to be increased to 1,000,000 JMD and 10,000
USD effective December 31, 2015.

The documentation supporting retail repo products has been enhanced to pro-
vide more disclosure to investors.
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3. INSTITUTIONAL ASPECTS

3.1 Institutional Framework

snoted in the Introduction, payment and settlement systems play a crucial role

in economic activity by providing mechanisms for economic agents (herein-

fter end users) to settle their obligations and transactions that take place in
markets. For the financial system the payment and settlement systems are relevant to
serve their customers by operating in the variousfinancial markets, such asinterbank,
moneyand capital markets, or by accessing the creditand liquidity facilities that the
central bank providesfor clearingand settlement of their positionsand transactions
on adaily basis. Finally, central banks are interested in the well-functioning of pay-
mentand settlement systems for an effective implementation of the monetary policy
and to maintain financial stability by providing liquidity to markets and institutions.

The National Payment System of Jamaica comprises all regulated and overseen
payments and securities settlement arrangements that enable the funds to be trans-
ferred across the financial system; in doing so, the NPS facilitates the circulation of
money both within the country and internationally.

The map of the NPS is shown in Figure 3, which visualizes the various systems,
arrangements, interconnections and interdependencies of the national financial
market infrastructure.

Section A of the map depicts the systems and arrangements for the registry and
trading of financial assets, of which the JamClear®-CSD that is administered by the
Bank of Jamaica serves as the platform for transactions of government securities
(GOJ bonds) and the open market operations (BOJ instruments). Other financial as-
sets, mainly equities and corporate bonds that are traded in the capital market are
served through the Jamaica Stock Exchange (JSE).

The clearingand settlement of securitiesand other financial assets viathe NPS (sec-
tion B), embraces two infrastructures that participatinginstitutions use to settle trans-
actions occurringin the various financial markets. The JamClear®-CSD is the registry,
clearing and settlement system for domestic issued securities owned and operated by
the BOJ. With JamClear®-CSD all new issues of BOJ and GOJ securities are dematerial-
ized to eliminate the need for paper certificates. The electronic system provides the
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Figure 3

Mar oF THE NATIONAL PAYMENT SYSTEM OF JAMAICA
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authentic record of ownership of securities bringing efficiency to the issue, manage-
ment and redemption process in the domestic securities market. The Jamaica Central
Securities Depository (JCSD), owned and operated by the JamaicaStock Exchange (JSE)
is the platform to clear equities and corporate bonds. The JCSD provides depository
and settlement services for securities traded electronically on the floor of the JSE using
abook entrysystem. This book entry system eliminates the need to physically pass cer-
tificates from seller to buyer during trade. Currently, there is no arrangement in the
NPS to process other transactions such as foreign currencies and financial derivatives.

Atthe heart of the NPS, in section C, the JamClear®-RTGS comprises the princi-
palinterbank fund transfer system. The JamClear®-RTGS performs its pivotal role
for the national financial markets infrastructure by providing the settlement for
time critical and large value fund transactions. In addition, the JamClear®-RTGS
settles interbank market transactions, financial asset clearing and settlement sys-
tems, and also batch payments coming from the clearing of retail payment systems.
The JamClear®-RTGS is administered by the Bank of Jamaica.
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The retail payment systems are displayed in section D of Figure 4 and it embrac-
es two different systems and one payments arrangement. The automated clearing
house (ACH), owned by commercial banks, clears transactions against participants’
account and those transactions made on behalf of other payment services provid-
erswithindirectaccess tothe ACH. Cheques and electronic funds transfer (EFT) are
the instruments mainly processed in this system. As for the MultiLink®, this is the
system that processes domestic payment card transactions. Within the retail pay-
mentslandscape, thereisanarrangementamong MultiLink® and Quality Network
Co-operative (QNET), a company owned by the Jamaica Co-operative Credit Union
League, thatfacilitates the clearing of debit card transactions such asATM and point
of sale transactions, given these arrangements, QNET is able to provide a platform
for the clients of credit unions. The clearing of QNET transactions occur through
MultiLink® and final settlement of net positions is provided by JamClear®-RTGS.

According to the Bank of Jamaica Payment Systems Oversight Policy,* the Jam
Clear®-RTGS, the JamClear®-CSD and the Automated Clearing House (ACH) are sys-
temicallyimportant payment systems.

3.2 Legal Framework for the NPS

Asnoted in chapter 2, Jamaica’s financial sector comprises deposit-taking and non-
deposit-taking financial institutions. The financial sector up to 2014 was governed
by the following key legislations:

1. Bank of Jamaica Act®

2. Banking Act®

3. Financial Institutions Act’

4. Building Societies Act®

5. BOJ (Building Societies) Regulations
6. Deposit Insurance Act’

7. Payment Clearing and Settlement Act'
8. Financial Services Commission Act'!

t <<http:/ /boj.org.jm/pdf/Payments_System_Oversight_Policy.pdf>.>.
® <<http:/ /boj.org.jm /pdf/bank%200f%20jamaica%20act.pdf>.>.
b <http:/ /moj.gov.jm /sites /default /files /laws / The % 20Banking % 20Act.pdf>.

7 <http:/ /moj.gov.jm /sites /default /files /laws / The % 20Financial %20Institutions % 20Act.
pdf>.
8 <http:/ /www.boj.org.jm /pdf/Building_Societies_Act_Amended_2002.pdf>.
 <http:/ /moj.gov.jm /sites /default /files /laws /Deposit % 20Insurance % 20Act_0.pdf>.
1 <http:/ /moj.gov.jm /sites /default /files /laws /Payment % 20Clearing % 20and % 20Settle-
ment %20Act_0.pdf>.
' <http: / /moj.gov.jm /sites /default /files /laws / The % 20Financial %20Services % 20Commis-
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9. Securities Act'?
10. Insurance Act"
11. Pensions (Superannuation Funds and Retirement Schemes) Act'
12. Cooperative Societies Act'®

In 2010, the legal framework for the National Payment System was strengthened
and harmonized as per international standards as part of the NPS reform strategy.
The reform strategy allowed the development of an adequate legal framework to fa-
cilitate a safe and efficient functioning of the NPS, which resulted in the enactment
of two critical pieces of legislation; the Government Securities Dematerialization
Act (GSDA)'® and the Payment Clearing and Settlement Act (PCSA)'”.The PCSA pro-
vides the overalllegal basis for netting, finality and irrevocability of payments, as well
as provides the BOJ with statutory powers of oversight over the payment and settle-
ment systems in Jamaica for the smooth operation of the financial markets and the
economy asawhole. Otherrelevant responsibilities for the Bank of Jamaicathat the
PCSA grants is to ensure that participants operate in continuous compliance with
the rules and regulations that underpin the various payment systems with the ulti-
mate objective of engendering and maintaining public confidence in the payment
systems and the payment instruments that are routed through the systems.

The GSDA provided the basis for appointing the BOJ as the official registrar of all
domesticissues of GOJ Securities. The Bank’s responsibility as registrar for electron-
icissues of GOJ Securities has been assigned to the Electronic Securities Depository
Department. The GSDA provided the statutory basis for the immobilization and de-
materialization of Government of Jamaicaand BOJ securities, and enables their trad-
ing and settlement in scripless form through electronic book entry.

The GSDAwasrepealed and replaced by the Public Debt Management Actin 2012;
however, the BOJ still maintains the role as the official registrar of all domestic issues
of GOJ Securities. Additionally, this legislation provides the Bank of Jamaica with
the responsibility for the overall management of public debt bonds.

sion% 20Act.pdf>.

2 <http:/ /moj.gov.jm/sites /default /files /laws /Securities % 20Act.pdf>.

¥ <http:/ /moj.gov.jm /sites /default /files /laws /The %20Insurance % 20Act. pdf>.

" <http:/ /moj.gov.jm /sites /default /files /laws /Pensions %20 %28Superannuation %20
Funds% 2020and %20Retirement%20Schemes %29 %20Act.pdf>.

15 <http:/ /moj.gov.jm /sites /default /files /laws / The %20Co-operative % 20Societies % 20Act.
pdf>.

16 <http:/ /moj.gov.jm /sites /default /files /laws / Government %20Securities % 20Dematerializa-
tion %20Act.pdf>.

7 <http: / /moj.gov.jm /sites /default /files /laws /Payment%20Clearing % 20and % 20Settle-
ment% 20Act_0.pdf>.
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Within the continuous process of strengthening the NPS, and in order to facili-
tate the structured introduction of innovative electronic retail payment services
and by extension enhancing financial inclusion, the Bank of Jamaica developed the
Guidelines for Electronic Retail Payment Services (the ERPS Guidelines) in 2012,
based oninternational standards.'® The policy objectives of the ERPS Guidelinesare
the following: 1) promoting safety and efficiency; 2) ensuring affordability; 3) ease
of access to payment instruments and services; 4) promoting availability of an effi-
cient infrastructure to process electronic payment instruments; and 5) promoting
availability of a socially optimal mix of payment instruments.

The ERPS Guidelines provide operating parameters for providers of electronic
retail payment services. All entities intending to offer electronic retail payment ser-
vicesin Jamaica are subject to these guidelines and are required to apply to the BOJ
for authorization before commencing operations. The Guidelines also provide the
framework required to support the development of the payment services sector in
Jamaica.BOJindischargingitsresponsibility for oversight willapply the Guidelines
to promote consistency of treatment for all electronic retail payment services.

3.3 The Role of Public Authorities

3.3.1 The Role of the Bank of Jamaica

The Bank of Jamaica was established by the Bank of Jamaica Act (1960) with a mis-
sion to formulate and implement monetary and regulatory policies in an effort to
safeguard the value of the domestic currency. The Bank of Jamaica is also charged
with the responsibility of ensuring the soundness and development of the financial
system. The principal objectives of the BOJ outlined under section (5) of the BOJ Act
(1960) include

+ issuing and redemption of notes and coins;

- keeping and administering the reserves of Jamaica;

+ influencing the volume and conditions of supply of credit so as to promote the
fullest expansion in production, trade and employment, consistent with the
maintenance of monetary stability in Jamaica and the external value of the
currency; and

+ acting as banker to the Government.

¥ Guidelines for developing a comprehensive retail payments strategy. World Bank, 2012.
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The Primary" and Secondary® Legislative Acts establishes the supervisory au-
thority of the BOJ which provides the legal and policy considerations for the licens-
ing and supervision of financial institutions.

3.3.1.1 General Responsibilities
Issuing of notes and Coins

Section 14 of the BOJ Act gives the central bank the sole right and authority to issue
notes and coins. Section 19 of the Act outlines the functions of the Central Bank in
relation to currency. These include

1. arranging for the printing of notes and minting of coins for domestic circulation;

2.1issuing, reissuing and redemption of domestic notes and coins; and

3. arranging for the safe custody of unissued stocks of notes and coins and the
preparation, safe custody and destruction of plates and paper for the printing
of notes and dies for the minting of coins.

The criteria under which these notes and coins issued by the BOJ are considered
legal tenderis outlined under section 15 of the Act.

Acting as Banker to the Government

The Bank of Jamaica acts as the banker to the Government of Jamaica; as such
this includes maintaining the accounts of the Central Government and the sub-
sidiary accounts of some public sector agencies. As an agent of the Government,
the Bank processes the settlement of GOJ securities and also operates an auction
for certain GOJ securities. The BOJ also acts as a banker to commercial banks for
aclearing house, which provides for the clearance and settlement of transactions
between banks.

' The Bank of Jamaica Act, 1960 (amended 1992, 1994, 1995, 2001, 2002, 2004, 2005); The
Banking Act, 1992 (amended 1997, 2002, 2004). The Financial Institutions Act, 1992
(amended 1997, 2002, 2004); The Building Societies Act, 1897 (amended 1995, 2002, 2004).

20 The Bank of Jamaica (Building Societies) Regulations, 1995 (amended 2005); The Building
Societies (Licenses) Regulations, 1995;The Banking (Establishment of Branches) Regula-
tions, 1996;The Banking (Amalgamation and Transfers) Regulations, 1996;The Banking
(License Fees) Regulations, 2003; The Financial Institutions (Establishment of Branches)
Regulations, 1996; The Financial Institutions (Amalgamation and Transfers) Regulations,
1996;The Financial Institutions (License Fees) Regulations, 2003; The Banking (Capital
Adequacy) Regulations, 2004; The Financial Institutions (Capital Adequacy) Regulations,
2004.
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3.3.1.2 Payment and Securities Settlement Systems Oversight

The payment system oversight function was established by BOJin 2003. All payments
systems, instruments and channelsfallunder the purview of the Bank of Jamaica. The
rolesand responsibilities of the payments system overseer which restin the Payment
System Department (PSD) were directly linked to the primary objective of ensuring
efficient, safe and smooth operations within the payments system.

The primary laws for the PSD to carry out the oversight of NPS in Jamaica are the
Bank of Jamaica Act, 2002 (BOJ Act) and the Payment Clearing and Settlement Act
(PCSA), 2010. In particular, the Section 27 of the BOJ Act (as amended by section 30 of
the PCSA) empowers the central bank to exercise oversight power over the national pay-
mentsystem, includingsecurities settlement systems, for the purpose of preventingand
controlling the systemic risk. The BOJ Act mandates the PSD to oversee all payment sys-
tems, securities settlement systems, paymentinstruments, services and arrangements.

Oversight of payment system is centralized in the PSD that has two units, policy
and development and compliance and monitoring unit. The PSD ensures that the
stakeholders have proper documented operating procedures which govern their
treatment of the payment systems, instruments and arrangements in which they par-
take. Inkeepingwithits supervisoryrole, the Departmentalso conductsreviewsand
assessments of operating procedures in an effort to mitigate and resolve challenges
encountered by institutions. On an ongoing basis, the Bank ensures that these op-
erating procedures are being adhered to and risk management mechanism are in
place to engender the smooth running of the system while promoting safety and ef-
ficiency of the systems and protection for end users.

The PCSAallows the BOJ to issue publicinterest opinions for inducing change for
the overall enhancement of any component of the NPS, as well as the prevention and
mitigation of systemic risk. Therefore, all system operators must ensure that mecha-
nisms to manage and control systemicriskare in place. The Bank of Jamaica mayissue
directives to the system operators or to participantsinadesignated system in extreme
situations where the BOJ judges that systemic risk is being inadequately controlled.

3.3.1.3 Operation of Payment and Securities Settlement Systems

The BOJ is responsible for the operation of the large value payment system for the
final settlement of transactions by participants. Transactions are processed in the
JamClear®-RTGS for direct participants or indirectly on behalf of their clients or
other paymentservice providers. The operation of JamClear®-RTGS is therefore cru-
cial for the smooth functioning of the Jamaican financial system. Thisis in keeping
with the Bank’s mandate to ensure the soundness and development of the financial
system. Likewise, the BOJ isresponsible for the management of the NPS participants’
deposit accounts.
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Inthe money market, the BOJ also playsa critical role within the JamClear®-CSD
thatservesasthe central securities depository for electronic government securities
and Bank of Jamaica trading system.

By means of the operation of the JamClear®-RTGS and the JamClear®-CSD, the
Bank of Jamaica contributessignificantly to the continuous modernization of the NPS,
implementing and renovating electronic and automated features in both systems.

3.3.1.4Financial Supervision

Initially, supervisory functions were performed by the Ministry of Finance.In 1973,
the BOJ through the Bank Inspection Department (now the Financial Institutions
Supervisory Division) assumed responsibility for examination of all commercial
banks. The Protection of Depositors Act (1966) added the responsibility for the super-
vision of near bank deposit-takinginstitutions (merchant banksand trust companies).
The Financial Institutions Act (FIA) (1992) repealed the Protection of Depositors
Actand provided the basis for deepening the scope of BOJ supervision of merchant
banks and trust companies and introducing more stringent requirements for these
licensees among other things. A revision of the Banking Act enhanced the supervi-
soryscope for commercial banks. Changesincluded the enhanced minimum capital
adequacystandards, the expansion of graduated sanction powers, and tightening of
the provisioning requirements for nonperformingassets. The supervision of Building
Societies came under the purview of the BOJ in 1994. Credit unions (Registered un-
der the Co-operatives Society Act) were in 1999 designated as ‘specified financial
institutions’ which allowed the BOJ to obtain information on the operations of cred-
it unions. The Credit Reporting Act was passed in 2010 and the Credit Reporting
Regulations were approved by Parliament in 2011. The BOJ, through the Financial
Institutions Supervisory Division, is the designated supervising authority under the
Credit Reporting Act and is responsible for reviewing and recommending applica-
tions for license to the Minister of Finance and maintaining general supervisory
oversight of the credit reporting framework.

Financial Institutions Supervisory Division functions to promote soundness, in-
tegrity and stability in the banking system. It also establishes the appropriate policy
and operational framework to satisfy the statutoryand prudential responsibilities of
the BOJ with regard to the supervision of commercial banks and specified financial
institutions. The Division providesleadership in the formulation of an appropriate
mix of, regulations, guidelines and standards of best practices to safeguard finan-
cial soundness. The principal functions of the Division include

- assessing and recommending applications for licenses;
- conducting annual on-site examinations of each licensee in conjunction with
continuous off-site monitoring;
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- assessingthe fitness and propriety of senior management, directors and signifi-
cant shareholders;

- implementingand /or recommending on supervisory enforcement actionsin
accordance with statutes and policy;

+ continuousreviewing the governingstatutes and recommending amendments,
asnecessary; and

- participatingin Jamaica’s AML/CFT work program asa member of the national

AML/CFT steering committee (in conjunction with the Legal Department).

3.3.1.5 Other Functions
Regulation of Money Transfer and Remittance Agents and Agencies

The year 2004, saw the regulation of the operations of Remittance service provid-
ersin fulfilment of international obligations to combat money laundering and the
financing of terrorism, as mandated by the Proceeds of Crime Act (POCA). Entities
that fall under this legislation are regulated by the Bank of Jamaica subsequent to
approval by the Minister of Finance. The BOJ also has supervisory and licensing au-
thority over Cambios (foreign exchange traders) and Bureaux de Change, ensuring
compliance with the BOJ Operating Directions and adherence to the POCA.

3.3.1.6 Cooperation with Other Institutions

The Bank of Jamaicaisresponsible for fostering cooperation among NPS stakehold-
ers, other public authorities involved in payment activities or in the clearing and
settlement of securities, in addition to modernizing and enhancing existing rules,
procedures, arrangements, instruments and services. This is achieved through the
National Payments Council (NPC) that was established asan advisorybodyto the BOJ
in the exercise of its payment system oversight function.

The PCSA dictates that the NPC be chaired by the BOJ vested with the authority
toissue guidelines and directions to the NPC. The PCSA also provides definition on
the scope, representation, and organization of the NPC.

The composition of the NPC, as defined in the PCSA, isbroad, whichisinline with
theinternational best practices, toinvolve allrelevant stakeholders. Furthermore, the
regulation affords flexibility to the BOJ to determine the scope of representation of
those entities. This provision of the law can be seen as particularly relevant regard-
ing the evolution of the retail payments market and the potential entry of new pay-
ment service providers such as non-deposit-taking institution. Such new providers
of payment services need to be fairly represented in the NPC.

Amendments to the Bank of Jamaica Act, coinciding with the Banking Services
Act, provide for the establishment of a Financial Regulatory Committee with the
objective of facilitating information sharing, coordination and cooperation among
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regulatoryauthorities. This Committee replaces the Financial Regulatory Council,
which was established in 2000, with the mandate to develop policies and strategies
to facilitate coordination and information sharing between the various superviso-
ry and related agencies operating in the Jamaican financial sector. In addition, to
the facilitation of cooperation in the oversight of securities settlement activities, a
Memorandum of Understanding (MoU) was drafted between the regulators; BOJ,
FSC and the Jamaica Stock Exchange. This collaboration is based on principles of
cooperation on equal terms and mutual acknowledgment of national jurisdictions,
for coordinated supervision and oversight. This regulatory committee deliberates
systems changes and coordinates oversight measures to be taken.

3.3.2 Other Authorities
3.3.2.1 The Financial Service Commission

The Financial Service Commission (FSC) has responsibility for the regulation of the
non-deposit-taking financial institution sector. The FSC directs the administration
of the private pension, securities and insurance laws. In so doing the FSC oversees
the registration, solvency of the entities and individuals conducting business in the
securities and insurance industries. The FSC is mandated to supervise, investigate
and sanction entities falling underitsjurisdiction. The main focus of the FSCincludes
solvency, quality of internal controls, risk management and corporate governance
within regulated institutions. In addition, the FSC also has the responsibility to ad-
minister the private pension schemes, in Jamaica. The FSC regulates and supervis-
es the non-deposit-taking financial sector pursuant to several acts and regulations:

+ TheFinancial Services Commission Act (FSCA) outlines the dutiesand respon-
sibilities of the FSC as they pertain to all financial institutions that provide ser-
vice tothe publicin the fields ofinsurance, securities and pensions (prescribed
financial institutions);

+ The Insurance Act prescribes provisions for the regulation of insurance busi-
nessin Jamaica;

+ TheSecurities Act provides the requirements for the licensing, regulation and
supervision of entities dealing in securities; and

+ The Pensions (Superannuation Funds and Retirement Schemes) Act provides
the requirements for the licensing, regulation and supervision of private pen-
sion funds.

The FSC also handles customer complaints and provides the public with impor-
tant financial information. Through its Investigation & Enforcement Division, any
grievances consumers may have with the practices of the insurance, securities, or
private pensions industries may be examined.
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The FSC is tasked with both prudential regulation and market conduct supervi-
sion, to allow for supervision that is both effective and efficient; the FSC is commit-
ted to developing its risk-based supervisory approach.

The FSCissues guidelines that serve as a medium to outline the standards, re-
quirements, procedures, sound principles to be observed by regulated entities. With
the guidelines, the FSChasbeen able toadoptand applyinternational best practices
(suchasthose outlined by10SCO, IAIS, IOPS and FATF) to the regulation and super-
vision of financial markets.

Other methods employed to monitor and supervise the three industriesinclude

+ Register and approve all securities, insurance products and private pensions
plans;

- Examine companyrecordsatleastannually to ensure compliance with the reg-
ulatory framework;

- Investigate complaints from aggrieved personsincluding investors; and

+ Coordinate public education programs and industry workshops to discuss, in-
troduce, or highlight regulatory requirements and matters.

In general, the FSC employs a number of mechanisms to monitor and mitigate
risks. These mechanisms include

+ Athoroughreview ofall contracts, obtaininglegal advice where legal risks are
posed;

- Staff'sensitization and training in all relevant laws, procedures and policies;

+ Enforcement of procedures and policies; and

+ Reviewingand updatinglawsand policiesinatimelymanner to ensure that the
FSC continues to be relevant as the markets evolve.

Regarding the securities industry, the main toolsin the supervisory framework that
are used toassess therisks faced by dealers are on-site and off-site examinations. The
on-site examinations focus on the dealer’s controls, procedures, governance struc-
tures, system capabilities, competence and resources, settlement and compliance
responsibilities. These examinations can also be targeted which are usually trig-
gered by either investor complaints or the discovery of regulatory misconduct dur-
ing routine desk based reviews, also referred to as off-site examinations. The desk
based reviews are used to assess the financial risks of securities dealers through the
use of timely and periodic financial reports which are submitted by the licensees as
stipulated by the regulations. The focal point of the reviews undertaken is based on
thelevel of capital, stability of the dealers’ earnings, changesin funds under manage-
ment, liquidity managementand the potential impact on solvency of the institutions.
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In keeping with the prudential standards for the securities industry, dealers are re-

quired to clearly define policies and procedures for managing liquidity and imple-

ment stress testing as a part their overall governance and risk management culture.
Some of the major areas assessed during the examinations are:

+ Compliance with the Securities Act and its attendant regulations, guidelines
and bulletins;

- Adequacy of the governance arrangements and the effectiveness of a dealer’s
control environment to address the inherent risks faced by dealers; and

+ Compliance with the anti-money laundering policies and procedures, and
guidelines.

The FSC also has a cooperative arrangement with the Ministry of Finance and
the Public Service (MoFPS) and the Jamaica Deposit Insurance Corporation (JDIC).
The FSC, BOJ, JDIC and the MoFPS are members of the Financial Regulatory Council;
these institutions also comprise the proposed Financial System Stability Oversight
Committee which is charged with the maintenance of financial stability on a na-
tional level.

3.3.2.2 The Ministry of Finance and the Public Service

The Ministry of Finance and the Public Service (MoFPS) was established under the
Jamaican Constitution of 1962. The MoFPS has overall responsibility for developing
the Government’s fiscal and economic policy framework; collecting and allocating
public revenues and playing an important role in the socio-economic development
of the country.

The Ministry operational responsibilities are:

- the preparation and management of the budget;
- financial regulation and anti-corruption;

+ public service establishment oversight;

- management of the public debt;

+ public sector financial management;

« the collection of revenues, and

- the public bodies oversight.

MOFPS strategic objectives are:
- enabling sound monetary and fiscal policies;

« reduce and maintain the national debt at sustainable levels;
- create an efficient simple and equitable tax system;
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- ensure effective regulation of ministries departmentand agencies, and finan-
cial institutions;

+ preventand manage incidents of financial crimes and financing of terrorism;

- effectivelyinvestigate and prosecute incidents of corruption and revenue fraud;

- strengthen the HRmanagement capacity throughout the public sector to facili-
tate an enabling environment;

+ improved public financial management towards a higherlevel of transparency
and compliance; and

- create a more efficient, effective and responsive service oriented Ministry.

The MoFPS inclusive of its departments and agencies has principal responsibil-
ity for the:

+ preparation and management of the national budget;

+ financial regulation and anti-corruption;

* public service establishment oversight;

- management of the public debt;

+ public sector financial management, oversight of public bodies;

+ the collection and allocation of public revenue; and

- theeffective management of the macroeconomic program. The MoFPS devel-
ops the Government’s economic and financial policies.

Through itsregulatoryagencies, it supervises banks, insurance companies and
other financial institutions. The MoFPS is also responsible for the socio-economic
development of the countryand plays an importantrole in creating asocietyinwhich
each citizen has the prospect for a better quality of life.

3.3.2.3 The Financial Regulations Division of the Ministry of Finance

The Financial Regulations Division is responsible for the development of the regu-
latory framework which influences the operations of the country’s financial sector.
The division seeks to develop an effective regulatory framework for deposit-taking
and non-deposit-taking financialinstitutions and the supervision of the pensions in-
dustry, aswell as to develop an adequate legislative framework for successfully com-
bating financial crimes. Its core function is to develop the appropriate policies to
facilitate prudence, discipline and integrity in the financial industry. The Financial
Regulations Divisionisalso tasked with constantly examining financial sectorissues
asitrelatestothe waysinwhichlegislation can be enhanced toachieve international
standards. In so doing, the division has been working with the supervisory authori-
ties to develop policies, which will contribute to a stable financial sector. Main ob-
jectives of this Division are:
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+ Research issues relating to financial sector regulation and development and
keep up-to-date with emerging international financial and economic trends;

+ Ensurethatall Actsregulating providers of financial services effectivelyaddress
the developments in the financial sector;

+ Evaluate and give recommendations on the economic or policy implications of
proposals submitted by various non-governmental organizations, government
agencies and financial institutions;

- Facilitate the development of policy to regulate the pensions industry;

+ Coordinate with other agencies to ensure that combating financing of terror-
ism and anti-money laundering issues are addressed;

+ Workwith supervisoryauthorities to deal with matters relating to the develop-
ment and performance of the financial sector; and

+ Ensure thatall notices, ordersand publications pertaining to the financial sec-
tor are prepared and gazetted. (This includes exemptions from the Money
Lending Act and the preparation of unclaimed bank balances).

3.3.2.4 The Financial Investigations Division

The Financial Investigations Division of the Ministry was established in 2002. The
Division has evolved with time and the objectives now focus on the need to deter the
use of Jamaica’s economy for money laundering and other financial crimes, there-
by contributing to a stable financial sector and an investor friendly environment.

With the passage of the Proceeds of Crimes Act, 2007 has come the increased re-
sponsibilities of the Division to grant “consent to perform a prohibited act” to finan-
cial institutions. A new concept under this legislation, the increase in investigative
powers inter alia and the operation of the Asset Recovery Agency which is charged
with the responsibility of managing and maintaining assets seized and forfeited from
persons deemed to be in possession of criminal property and this is done on behalf
of the Government of Jamaica. The main objectives of the Division are:

« Investigate allegations of moneylaundering, financial crimes and corruption
in liaison with other national and regional law enforcement agencies;

+ Detect, deter and aid the prosecution of offences committed under the various
acts dealing with financial crimes, by causing areduction of the actual and ex-
pected profits that would evolve from such corrupt activities; and

» Collaborate with international bodies in responding to transnational crimes
under the Mutual Legal Assistance (Criminal Matters) Act.
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3.3.2.5 Jamaica Deposit Insurance Corporation

The Jamaica Deposit Insurance Corporation hasresponsibility for depositor protec-
tion, aswellas to contribute to the financial system confidence and stability. The JDIC
manages a deposit insurance fund and makes recommendations to the Minister of
Financeinrespect ofapolicyholder which appearstobein financial distress. It pro-
vides financial assistance torestructure orresolve afailed policyholder. The JDICacts
asareceiver, liquidator, or judicial manager of any policyholder its holding company
or subsidiarywhich becomesinsolvent upon the approval of the Minister of Finance.

3.4 Role of Private Sector Institutions
3.4.1 The Jamaica Bankers Association

The Jamaica Banker’s Association was established asa Non-profit organization that
represents commercial and merchant banks in Jamaica.

The main goal is to partner with its members to create and maintain a profitable
environment in which their services are valued by their customers. The Association in
collaboration with policymakers influence the regulations and laws which affect the
banking industry, and keep its members informed about how developments may af-
fect their businesses. The Jamaica Banker’s Association also performs the following
functions:

+ Promotes the interests of the banking industrylocally and internationally;

+ Provides a forum for its members to agree on issues of common interest;

+ Offers training opportunities for persons employed in the banking industry;

+ Assistsin the development of codes for the standard of conduct oflocal banking;

+ Conductsresearchand makesrecommendations on the requests of Government
or private organizations; and

+ Improvesand developssecurity protocols and policies for the banking industry.

3.4.2 Jamaica Stock Exchange

The Jamaica Stock Exchange (JSE) was established in 1968. The JSE is governed by
a Board of Directors composed of arepresentative of the Bank of Jamaica, arepre-
sentative of the Ministry of Finance, and other shareholders of the JSE.

The JSE’s principal mandate is to promote the orderly and transparent opera-
tion of the stock exchange and equities market to mobilize capital to facilitate the
growth and development of companies, by developing, applying and enforcing the
rules designed to ensure public confidence in the stock market and its broker mem-
bers, as well as providing facilities for stock market transactions.
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Through the JSE, only broker-members are authorized to trade both as agents
and as principals. In the latter capacity, certain restrictions apply to transactions
between a broker and his own client.

3.4.3 The Jamaica Co-operative Credit Union League

The Jamaica Co-operative Credit Union League established in 1942 is the national
association of credit unionsin Jamaica. Itis a cooperative society owned by its mem-
ber credit unions.

Its principal mandate is to foster the growth and welfare of credit unions and other
cooperative societies, to provide information and guidance to credit union leaders
sothatthesocieties theyserve will offer the best possible service to the greatest num-
ber of credit union members. JCCULalso encourages and promotes the development
and maintenance of high standards of cooperative management, operation and su-
pervision. It also seeks to secure legislation conducive to the successful operation
ofthe cooperative movementand represents the credit union movementlocally, re-
gionally and internationally.

TheJCCULalso ownsand managesacredit union debit card switch and isafound-
ing shareholder of JETS Limited.

Through the JCCUL the credit union movement sets financial and operational
standards for its member credit unions and provides on-site and offsite supervision
of its members.

The JCCUL comprises the trade association and four subsidiaries.

3.4.4 The Building Societies Association of Jamaica Ltd.

The Building Societies Association of Jamaica Ltd. was incorporated in 1959. Its
main objects are

+ Promote the interests of building societies in Jamaicaand cooperation among
member societies;

+ Formulate and promote the adoption and observance by buildingsocieties reg-
ulationsand best corporate practices for carrying on their business with aview
to securing and maintaining public confidence;

+ Advocate and promote such legislative economic and financial measures and
reforms as may be conducive to any of the objects of the Association and its
members; and

- Facilitatejointaction and representation where there iscommon interestamong
membersocietiesinrelating toregulators, local and international organizations
and affiliates relevant to housing, housing finance and other services.
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4. PAYMENT MEDIA USED BY END USERS

4.1 Cash

Under the Bank of Jamaica Act, the central bank has sole authority to issue the cur-
rency (notes and coins) of legal tender used in Jamaica, the Jamaica dollar. Section
14 of the Act, states that the Minister of Finance, may after consultation with the BOJ
approve the denomination, form and design of notes and coins to be issued by the
BOJ. The banknotes are issued in denominations of $50, $100, $500, $1000 and $5000,
while coins are minted in $20, $10, $5, $1, $0.25, $0.10 and $0.01.

Cashisthe main payment meansutilized in Jamaica. Households and small busi-
nesses mostly use cash for their everyday and low value payment requirements.

Figure 4 shows the recent evolution of banknotes and coins issued by the BOJ. In
2010 and 2011 cash registered a positive annual growth of 14.1% and 9.6% respec-
tively. Itisalsoworthy to note thatbetween 2012and 2014 the same rate was negative.

Moreover, cash held per inhabitant remain similar in the period 2009-2014,
despite the temporary improvement between 2010 and 2011 given the recovery of
domestic demand and the upturn in real wages and remittance inflows. The same
tendencywas observed for the totalamount of cash to GDP, as can be seen in Figure 5

4.2 Noncash Payment Instruments

In addition to cash, Jamaicans have access to a variety of noncash payment media
options. As noted in section 4.1 cash remains the main payment instrument used in
Jamaica; however, the emergence of electronic payment instruments vis-a-vis cash (in-
cluding other paper-based instruments such as cheques) has been increasing in the
recentyears.

The fact that noncash paymentinstruments are gradually adopted by end users®
reflectsan evolution of Jamaicans payment habits aligned with international trends

2 Payment media end users refer to all nonfinancial entities, such as individuals, households,
businesses and Government. While financial institutions have access to other payment and
settlement media, such as required reserves and free reserves at central bank, as well as to de-
posits held in another financial institutions. For more information see Table A3 in section 7.
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Figure 4
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of adigitization of financial services in general. The ERPS Guidelines developed by
the BOJ haslaid the foundations to speed up the process of having more noncash pay-
ment instruments available for Jamaicans to meet their day-to-day payment needs.

To illustrate the gradual adoption of noncash payment instruments, including
chequesasapaper-based paymentinstrument, Figure 6 depicts the increasing pres-
ence of payment cardsand electronic transfers, in the totalamount of payment trans-
actionsrecorded annuallyin Jamaica, from 2009 to 2014. In more detail, since 2009,
card payments (comprised of debit and credit cards) and electronic credit transfers
constitute more than three quarters of use of payment means in terms of volume. It
can be noted that electronic transfers (credit transfers and direct debits) doubled
its relative importance with respect to the other noncash payment instruments be-
tween 2009 and 2014. Moreover, the use of cheque shows a steady decline confirm-
ing a change in the payment habits of Jamaicans.
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Figure 5
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Figure 6
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4.2.1 Cheques

In 2014, cheques continue within the top three most utilized payment instruments
in Jamaica, in terms of volume (17% of all transactions), whereas in terms of value it
isthe first (71% of all transactions). While this shows that cheques are one of the most
frequently used payment meansin Jamaica, it isnoteworthy that compared to other
noncash payment instruments, cheques are the only instrument showing a down-
ward trend. From 2009 to 2014 the volume of transaction decreased by 23%), going
from over 21 million transactions in 2009 to only 16.8 million transactions in 2014.
In terms of volume per capita, in 2009 there were 8.1 transactions carried out with
cheques per inhabitant, while in 2014, were 6.2 transactions. More importantly, in
terms of value, there was a 64% downturn for that period, that resulted in total val-
ue paid with cheques in 2009 being 54.6 million USD and 19.5 million USD in 2014.

The Bank of Jamaica in 2011 implemented a value threshold on direct debits,
creditsand cheques processed through the ACH. The objective was to minimize the
net settlement risk posed to the BOJ by the ACH operations and maintaining the vi-
ability of the ACH by reducing the size of the daily net settlement balance. As part of
the strategy to reduce settlement risk and increase payment system efficiency, the

Figure 7
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BOJ, implemented the ACH value threshold on a phased basis, aimed at eliminating
80% of values and 20% of transaction volumes greater than or equal to JMDImn to
alternate means of payments such as JamClear®-RTGS.

4.2.2 Electronic Transfers

Electronic credit transfers in Jamaica is comprised of direct payroll deposits, regu-
lar government transfer payments as well as any funds transfer initiated electroni-
callybyan end user (payer) using a payment instrument to fulfilher,/his obligations
with another agent (payee).??

Asseenin Figures 8 and 9, the use of this noncash non paper-based payment in-
strument has been increasing progressively over the past years.

From 2009 to 2014 the volume of credit transfers increased by 291%, resulting in
ahigher participation in the composition of all noncash transactions, from 1.1% in
2009t02.3% in 2014, as noted in Figure 6. From another point of view, as of 2014, in
average 50% of Jamaicans makes a credit transfer per year. On the other hand, the
value of these transactionsincreased between 2013 and 2014 by 22%, representing 5%
of allthe noncash transactions and 93% of the electronic transfers. Yet, itisimportant
to note that in contrast to the volume of transactions, the value of electronic credit
transfers fell between 2010 and 2011, and just after this two-year period of consider-
able downturn, there have been arecovery in the observed trend in previous years.

Concerning direct debits (electronic automated debit transfers), this payment
instrument also showed an upward trend but on a smaller scale when compared to
credit transfers. By 2014, direct debit transactions amounted for 456,000 operations
compared to 406,000 carried out in 2009, but in between there was a decline like
the experienced with credit transfers, in sum the volume of annual direct debits in-
creased 12% for that period. The value of direct debits, however, fell sharply over
the lastyears, falling from 528.9 million USD in 2009 to less than 100 million USD in
2014 (Figure 9).

4.2.3 Payment Cards

Payment cards are widely accepted in Jamaica. This noncash payment instrument
has been fundamental in changing the payment habits related to cash and other
paper-based payment instruments. Since the last decade, debitand credit cards are
the most important noncash payment instruments (see Figure 6). Its versatility, es-
pecially forlow value payments such as e-commerce, purchases at supermarkets and

?2This noncash payment instrument can be also categorized in credit or debit transfers.
When the payee, commonly a commercial outlet or provider, initiates (pulls) the payment,
the electronic transfer of funds can be named as direct debit. Those transactions initiated
(push) by the payer are referred as a credit transfer.
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Figure 8
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Figure 10
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other service outlets such as restaurants and gas stations, make it a favorable pay-
ment option used by many households on a daily basis.

In 2009, on average, there were 0.73 payment cards per person; this ratio moved to
1.12in 2014, representing a major penetration and access of thisinstrument among
end-users payment instruments. Regarding the volume of transactions conducted
with payment cards, in 2014, 79% of the 80,000 transactions were performed with
adebit card. Parallel to the growth of credit cards issued, (whichitislower than the
growth of debit cards) the proportion of credit cards/payment cards transaction
has been increasing (see Figure 10).

Figure 11 depicts the evolution of the total amount and volume of transactions
with debit cards; each year between 2009 and 2014, there was a positive growth ata
changing pace.

Regarding the value of the payment cards transaction, in 2014 each credit card
carried out payments for 7,613 USD; likewise debit cards are used mainly for medi-
um-value payments, with a year total of 1,697 USD. In general, the amount of trans-
actions made both with debitand credit cards, has maintained positive growth rates
since 2009. As can be observed on Figures 11 and 12, the positive trend of payment
card transaction reasserts the fact that payment cards are the most common non-
cashretailinstrument in Jamaica.

Currently, the networks of ATMs and POS have a broad geographical coverage,
allowing the increased use of payment cards.
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Figure 11
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4.3 Recent Developments
4.3.1 Electronic Retail Payment Services

The BOJ continued to develop the retail payment infrastructure which entailed on-
going assessments of new payment alternatives by payment service providers under
the Guidelines for ERPS. Asat December 2015, 13 applications were received for the
delivery of ERPS, which were at various stages of assessment and two entities were
granted authorization to offer selected ERPS and eight entities submitted applica-
tions for approval of proof of concept and pilot. Four applications were withdrawn
for various reasons. One entity was granted authorization to conduct phase one of
the ERPS and approval to conduct a pilot for phase two. As at August 2016, three en-
tities were approved by the BOJ to offer ERPS.
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5. INTERBANK CLEARING AND SETTLEMENT
PAYMENT SYSTEMS

5.1 General Overview

In 2003 the BOJ embarked on a process of comprehensive reform of the local pay-
mentand settlement systems, the National Payment System Reform Programme, to
enhance the safety and efficiency of these systems focusing on

The implementation of the JamClear®-RTGS that replaced the Customer
Inquiry and Funds Transfer System;

The establishment, in 2005, of the National Payments Council*® comprised
of representatives from all the major stakeholders including financial regu-
lators, financial institutions, the Ministry of Finance, with the BOJ playing a
leadership and facilitating role;

The development of legislation and the implementation of an appropriate le-
gal framework for payment systems; and

The development of the payment system oversight function at the central bank.

The decision to reform the National Payment System was taken immediately after
identifying major weaknessesin the payments system infrastructure of Jamaica. The
reform program was aimed at ensuring the stability of the financial system and im-
proving the safetyand efficiency of the NPS, resulting, among other outcomes, in the
launching of the modern clearing settlement infrastructure the JamClear Systems,
comprising the JamClear®-RTGS and JamClear®-CSD, implemented in 2009. With
the introduction of JamClear®-RTGS, commercial banks, primary dealers and oth-
er financial institutions were able to transfer funds between themselves, for own ac-
count or on behalf of clients, in real time on a safe and secure basis.

5.2 JamClear®-RTGS

The JamClear®-RTGS is Jamaica’s main interbank and large value fund transfer sys-
tem owned and operated by the BOJ. Itisbased onareal time gross settlement (RTGS)

?* The NPC was established in 2005 to oversee the National Payment System Reform Programme.
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design to processlarge value and time critical transactions. Itis seamlesslyintegrated
with JamClear®-CSD and other related linkages, altogether SWIFT-based platforms.

Its primary purposeis to provide asettlement mechanismin which both process-
ingand final settlement of participant payment instructions take place continuously
throughout the day. In JamClear®-RTGS, the settlement of funds occurs on a trans-
action by transaction basis. The transactions are checked for funds availability and
settled individually, continuously in real time across BOJ settlement accounts, pro-
vided the sending participant has sufficient covering balance or credit. JamClear ®-
RTGS provides continuous intraday finality for individual payments.

The JamClear®-RTGS application consists of two functional modules: the Jam
Clear®-RTGS and the Payment Origination (PO). The PO system allows participant
institutions to enter, control and view JamClear®-RTGS payments and import net
settlement generated by clearinghouse institutions. Although, the JamClear®-RTGS
and the PO are closely integrated, they are independent of each other.

Through JamClear®-RTGS settlement risk is significantly minimized by ensur-
ing that transfers between participants can only occur where funds are available in
accounts held at the BOJ. If a participant has insufficient funds at any time during
the day, the transfer will not take place. The JamClear®-RTGS also shows the exact
position of all financial institutions during the day, providing an essential manage-
ment and oversight tool.

Figure 13 shows the evolution of transfers made via JamClear®-RTGS (volume)
from 2009 to 2014; the volume of annual transactions more doubled over the period.

5.2.1 Rules and Participants

Regulation and procedures of JamClear®-RTGS can be found in the following
documents:

+  JamClear®-RTGS Participant Rules;

+  JamClear®-RTGS User Guides;

+  JamClear Access Policy;

+ Payment Clearing and Settlement Act; and

- Payment System Oversight Policy. The body in charge of issuing the regula-

tory framework is Bank of Jamaica.

Accordingto the JamClear®-RTGS Participant Rules document, access to these
system services is restricted to entities satisfying the stated requirements to oper-
ate an account at the BOJ, as well as the ability of participants to qualify in the fol-
lowing categories:

- settlement account and credit services;
- settlement account only;
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Figure 13
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- agency access to facilitate funds transfers to participants; and
- indirect access through customer accounts through their commercial bank.

Participation in JamClear®-RTGS is open to those institutions duly approved by
the BOJ and who have agreed to

+ Comply with published rules and applicable procedures;

+ Supply documentation required by the BOJ;

- Pay membership, transaction and /or other fees that may be set the BOJ;

+ Bein full compliance with the requirements as defined in the PCSA;

+ Maintain and comply with the Information System Security Policy, that ade-
quately protects the confidentiality, availability and integrity of all informa-
tion both within the payments system and their own organization;

+ Compliance with the BOJ’s Payment Systems Communication Network Connect-
ion Agreement;

+ Obtain aSWIFT BIC to uniquelyidentify each participantin the system. Where a
participantis notaSWIFT member, they must obtainand hold a Non-connected
BIC; and

+ Complywithallrulesand procedures for the use and maintenance of the e-to-
kens necessary for gaining access to the payments system.
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BOJisthe ownerand operator of JamClear®-RTGS and has full responsibility and
control of the management of all routine daily activities. In addition, the BOJ isalso
responsible for

- providing detailed user guide and operational procedures; and
- invoking contingency arrangements for the Payments System.

Participants that generate transactions in the system are as follows:

+ Bank of Jamaica;

+ Government of Jamaica;

« Commercial banks and merchant banks;

+ Building societies;

+ Primary dealers;

+ Jamaica Central Securities Depository for settlement of equity net positions for
JSE participants, and

+ Clearing houses operators ~Automated Payments Ltd (ACH) and JETS Ltd
(MultiLink®).

There are three types of membership categories available to participants: full,
restricted members and indirect members. In 2014, there were 21 members in
the JamClear®-RTGS, two indirect members, two restricted member and 17 full
members.

Full Members

Fullmembers have direct accessand permission to undertake financial transactions
with other members;inaddition, these participants have access to intraday liquidity
facilitiesand any other credit services provided by the BOJ. Full members include 1)
Bank of Jamaica; 2) commercial banks and merchants banks; 3) primary dealers; 4)
Jamaica Central Securities Depository for settlement of equity net positions for JSE
participants. Restricted membersincluded I)building societies; 2)cambios; 3) mon-
ey service providers, and other entity as designated by BOJ.

Regardingthe obligations and responsibility of the fullmembers, the JamClear®-
RTGS Participants Rules specifies the following criteria and conditions:

+ Maintain a settlement account at the BOJ;

+ Ensure their obligations to other participants are met by the final cutoff of
JamClear®-RTGS;

+ Ensure that intraday liquidity received from the Bank is returned before final
cutoffin JamClear®-RTGS;
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+ Maintain a business continuity plan, according to the guidelines provided by
the BOJ:
a. Resume processing of payments within 30 minutes of an in-house system
problem;
b. Resume processing of payments within one hourin the event of amajor prob-
lem requiring the use of their off-site contingency; and
c. Transfer processing within one hour to a Nominated agent who will facili-
tate payment processing on their behalf in the event that they are not able
to rejoin the payment system within the time specified above;
+ Inform the JamClear®-RTGS operator in the event that their system is likely to
be unavailable for more than ten minutes.

Restricted Members

Restricted members have directaccess to JamClear®-RTGS and authorization to un-
dertake financial transactions with other members; however, these participants do
not have accessto credit orintradayliquidity facilities. Regarding the obligationsand
lines of responsibility of the restricted members, the JamClear®-RTGS Participants
Rules specifies the following criteria and conditions:

- Compliance with the published rules and applicable procedures;

+ Maintain and comply with the Information Systems Security Policy, approved
by the BOJ, that adequately protects the confidentiality, availability and integ-
rity of all information both within the payments system and within their own
organization;

- Sign and comply with the BOJ’s Payment Systems Communication Network
Connection Agreement;

+ Complywithallrulesand proceduresfor the use and maintenance of e-tokens
necessary for gaining access to the payment system;

- Ensure their obligations to other participants are met by the final cutoff of the
JamClear®-RTGS;

+ Maintain a business continuity plan, according to the guidelines provided by
the BOJ, that confirms they can
a. Resume processing within 30 minutes of an in-house system problem;

b. Resume processing within one hourin the event of amajor problem requir-
ing the use of their off-site contingency; and

c. Transfer processingwithin one hour toanominated agent who will facilitate
payment processing on their behalfin the event that they are not able to re-
join the payment system within the time specified above;

+ Inform the JamClear®-RTGS operator in the event that their system is likely to
be unavailable for more than ten minutes.
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Indirect Members

Indirect members are 1) agency/clearing houses; 2) secondary dealers and 3) cus-
tomers of deposit-taking financialinstitutions. In the case ofagency/clearing houses,
theyare able tosubmit multilateral net settlement files through Payment Origination
for settlement on members’ accounts. The transactions of secondary dealers at
JamClear®-CSD are settled on the account of a commercial bank in the system, op-
erating as the settlement agent of the secondary dealer. Regarding customers of de-
posit-taking financial institutions, they have indirect access to JamClear®-RTGS by
instructing their bank to make payments on their behalf to beneficiaries who are
customers of a JamClear®-RTGS member.

AsatDecember 2014 there were 21 participants, two of which are indirect mem-
bers (ACHand MultiLink®). Regarding the obligations and lines of responsibility of
the indirect member, the JamClear®-RTGS Participants Rules specifies the follow-
ing criteria and conditions:

+ Maintain a settlement agent agreement with a commercial bank on whose ac-
count they will settle securities transactions;
+ Ensure their obligations to other participants are met by the final cutoff of
JamClear®-RTGS;
+ Maintainabusiness continuity plan, approved by the BOJ, that confirms they can:
a. Resume processing within 60 minutes of an in-house system problem;
b. Resume processing within four hoursin the event of amajor problem requir-
ing the use of their off-site contingency; and
c. Transfer processing within four hours to anominated agent who will facili-
tate payment processing on their behalf in the event that they are not able
torejoin the payment system within the abovementioned specified time;
+ Inform the JamClear®-RTGS operator whenever their system is likely to be un-
available for more than one hour.

5.2.2 Type of Transactions

The primary purpose of JamClear®-RTGS is to provide a settlement mechanism in
which both processing and final settlement of participant payment instructions take
place continuously throughout the day. This ensures finality and irrevocability of
payments and in so doing allows for the immediate reuse of funds by receiving par-
ticipants. JamClear®-RTGS also provides amedium through which the BOJ facilitate
intraday liquidity to eligible system participants on a collateralized basis.

The JamClear®-RTGS Participants Rules specifies that the paymentsallowed in this
payment system must be on gross basis. Asitrelates to the currency of payments, only
paymentinstructionsin Jamaicadollarand United States dollar between participants
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settling over settlement accounts at the BOJ may be utilized in the JamClear®-RTGS.**

All payment instructions must complywith the applicable standard SWIFT format
rules as set out in the SWIFT User Documentation for: /) single customer payment
instruction; 2)single bank to bank payment instruction; and 3) multiple customer
payments. Likewise, payment instructions must have avalue date of the current day
or up to 15 business days in the future, or as set from time to time by the BOJ.

Itis a requirement that intraday loans from the BOJ must use the collateral ac-
countsin JamClear®-RTGS. In order to achieve effective management of intraday li-
quidity, the system enables the BOJ to provide intraday liquidity against participant
collateralagreed in JamClear®-RTGS system rules. In order to use the intraday loan
facility (ILF) the BOJ will have to set a balance in the participant collateral account
(amount collateralized according to BOJ rules). The BOJ will enter an ILF to debit the
participant collateral account and credit the participant ILF account. This ILF will
be automatically returned at final cutoff. JamClear®-RTGS supports banking opera-
tions according to various SWIFT formats.

5.2.3 System Operation

Asindicated in previous sections, JamClear®-RTGS consists of two functional mod-
ules, JamClear®-RTGS and PO. In JamClear®-RTGS, payment instructions (trans-
fers) are tested for funds availability and are settled individually, continuously in
real time, across settlement accounts in the BOJ, providing the sending participant
has sufficient covering balance or creditinits account. The PO system allows partic-
ipantinstitutions to enter, control and view JamClear®-RTGS payments and import
Net Settlement files generated by clearing house institutions.

The JamClear®-RTGS System provides inter-institution payment services for the
BOJ and the participants. In providing these services, the JamClear®-RTGS system
performs the following general functions:

- message handling;

* payment processing;

- liquidity management;

* queue monitoring and control;

- reporting, and

+ complete monitoringofaccountbalancesforboththe centralbankand participants.

The JamClear®-RTGS System supports the following operations:
- inter-participant transfers;

? In the case of participants settling GOJ US bond transactions, JamClear®-RTGS operates in
US dollars.
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+ clearing house settlement, and
- other BOJ transactions affecting participant accounts.

JamClear®-RTGS operates on allnormal banking days; thatis, any day other than
Saturdays, Sundays, public holidays and any other days as notified by the BOJ. The
operating schedule starts at 7:30 a.m. and ends at 17:15 p.m., with the initial cutoff
at 16:20 p.m. and the final cutoffat 17:05 p.m. The operating schedule may differ, in
exceptional circumstances, such as a natural disaster affecting the entire payment
system, or as advised by the BOJ. In such an event, participants will ensure that there
isno penalty or loss of interest to any party where transactions normally carried out
on the affected day have not been processed.

5.2.3.1 Payment Entry and Processing

All payment instructions are originated by the paying bank and may be entered di-
rectly into the system by the participant’s operations officers, or directly by the par-
ticipant’s back office system.

Direct Payment Entry

Paymentinstructions can be entered directlyinto the system by participants. Access
tothe JamClear®-RTGS system is gained by using astandard internet browser, such as
Microsoft Internet Explorer or Firefox. Once the userislogged into the JamClear®-
RTGS system they will be provided with a formatted screen that will capture all the
necessary details of the transaction. All such entries must be created in JamClear®-
RTGS, Payment Origination Module (PO) by an authorized officer, and must be veri-
fied/ approved byaseparate officer. Once approved and accepted in PO, the payment
instruction will be submitted for settlement.

Straight through Processing

Thestraight through processing (STP) facilitate participants accessing the JamClear®-
RTGS system directly from their back office systems. The participant’s back office
system must be capable of sending SWIFT standard messages.

5.2.4 Settlement Procedures
All paymentsthat affect participants’settlementaccountsare processed in JamClear®-

RTGS. The source of these transactions may be

- Payments originated by participants via STP Gateway, or manually entered in
JamClear®-RTGS Payment Origination Module;
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-+ Payments originated by BOJ to debit or credit a participant account; or
+ Payments cleared between JamClear®-RTGS and other systems which interface
with JamClear®-RTGS (JamClear®-CSD, ICBS, ACH, and MultiLink®).

Each of these transactions will have a transaction type code (TTC). At end of
each day, all RTGS transactions are posted to the Central Bank Accounting System
(ICBS/CBAS). At start of day, all ICBS overnight transactions that affect participant
accounts are posted to JamClear®-RTGS. TTCs will be used to recognize any partic-
ular processing of these transactions in ICBS system. ICBS will contain a mapping
table between TTC and General Ledger accounts to be able to apply the appropriate
accounting entries.

5.2.5 Risk Management Framework

The JamClear®-RTGS provides a secure mechanism by which large value or time
critical payments can be made between participants in real time. The JamClear®-
RTGS has risk management controls that facilitate safe and efficient payments. The
risk management control mechanisms are the following:

5.2.5.1 Authentication and Validation

The authentication and validation process for JamClear system are the same. There is
acentralized e-tokens and management system within BOJ that enforces security con-
trols using e-tokens to access the JamClear system. E-tokens have aunique password
for the participantsto gain accessto the system. The e-tokenis also linked to specific
IP addresses with controls across the entire infrastructure. An e-token is needed in
order to establish the secure connection with the National Payment Systems. Each
participantis responsible for managing their e-tokensat the respective institutions.

5.2.5.2 Real-Time Irrevocable Settlement

To mitigate creditrisk, once a payment has been made from bank A tobank Bitisir-
revocable. If such a transfer was able to be unwound the receiving bank would have
to manage the risk that the funds transferred could be recovered by the sending
bank. Modern practice does not consider thisacceptable, and the JamClear®-RTGS
does not provide any method of unwinding such transactions. There is, of course,
alegalimplication, and the BOJ is in the process of ensuring that the necessary leg-
islation is developed to supportirrevocability. Therefore, once received, funds can
be considered unencumbered, and can be immediately passed to the beneficiary.
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5.2.5.3 Centrally Located Queuing Facility

When payment instructions are received by the JamClear®-RTGS system they enter
a payment queue to wait for sufficient funds to be available in the Participant’s set-
tlement account. Available funds in the settlement account are applied to each pay-
ment instruction in the order governed by user-entered priority and by first in, first
out sequential processing within the tiered priorities. The participant has full con-
trol over the payment queue up until the instruction has settled.

5.2.5.4 Automatic Gridlock Resolution

In the JamClear®-RTGS system, gridlock can occur when two or more settlement ac-
counts have pending debits affecting one another’s positions. The JamClear®-RTGS
automatically performs gridlock checkingand resolution atspecified periods during
the processing cycle. When agridlocksituationis detected, the settlement function pro-
videsalgorithms for automaticallyresolving the gridlock without compromising the
settlementaccount positions. The system also facilitates manual gridlock resolution.

5.2.5.5 Interactive Monitoring and Management

Participants in the JamClear®-RTGS system have access to real-time monitors of
settlement account activity information and their current positions. The monitors
allow each participant to manage their liquidity in the most efficient manner. The
JamClear®-RTGS Monitoring and Control provides complete online access to set-
tlementaccountbalance information, including opening balance, account activity,
and current balance. Inquiry facilities include access to payment instructions, and
the details of queued and cancelled payments. Management tools are provided to
allow participants to intervene and reprioritize, or revoke payments.

5.2.6 Pricing

The pricing strategy proposed for the BOJ is atwo-part pricing where the fixed price
component is set to recover part of the initial investment by the central bank, while
the variable price component seeks to recover all ongoing costs. Limiting the recov-
eryoftheinitialinvestmentwill fulfil the central bank’s goal of developing the finan-
cial sector for the benefit of all and recognizing its contribution to the public good.
The BOJ will waive all transactions fees in the year of implementation.

The fixed price will be applied as a monthly fee and will be reviewed annually
prior to the new financial year and may be adjusted if requirements change or the
number of participants changes. The variable price component will be implement-
ed as a charge per transaction within the system. Charges will vary depending on
transactions, and the cost of a JamClear®-CSD transaction will recognize that these
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generally trigger a JamClear®-RTGS transaction. Transaction cost willrecognize the
real value to participants of both the reduction of risk within the system, and the
benefit received by value being received immediately the transaction is confirmed
on the accounts of the BOJ.

The JamClear®-RTGS Participants Rules itemizes that

+ Participantsacknowledge that the BOJ hastherighttoset feesand other charges
assetoutin the JamClear Fee Schedule;

+ TheBOJagreestoapplythe same fee structure toall participants using the same
services within the payment system;

+ The participants acknowledge that the BOJ may recover ongoing and variable
costs where feasible by volume based charges to participants;

+ The participantsagree that the BO] may periodicallyreview its fees and charg-
es, following consultation with, and taking due account of the views of the
participants;

+ TheBOJreservestheright to charge participants on a cost recovery basis for any
additional services rendered to participants.

5.3 Retail Payment Systems

The retail payment systems of the Jamaica NPS are comprised of two systems, the
Automated Clearing House which undertakes the clearing of paper-based and
electronic transactions of participating institutions on behalf of their clients, and
a clearinghouse for debit card payments, MultiLink®. Within the retail payments
landscape, thereisalsoapayment switch owned by the Jamaica Co-operative Credit
Union League which processes debit card transactions through MultiLink® result-
ing in final settlement of net positions being provided by JamClear®-RTGS. There
isalso a payment arrangement between MultiLink® and the Jamaica Co-operative
Credit Union League, to process debit card payment transactions for credit union
customers.

5.3.1 Automated Clearing House

The Automated Clearing House (ACH) is owned by the commercial banks and is
managed by JETS Limited through Automated Payments Limited (APL). The Jamaica
Clearing Bankers Association was established as the oversight body to implement
the rules and by-laws and ensure adherence to the rules governing the operations
of the clearing house.

The ACH was established to facilitate the electronic clearing of payment items
between commercial banks operating in Jamaica on behalf of their customers.
Settlement takes place on the books of the BOJ. The processing time for cheques for
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all ACH participants was reduced and synchronized with a three-day recourse pe-
riod. As a result, bank customers receive good funds after three business days of a
cheque depositinstead of the previous five to seven days associated with the manual
clearing process.

New instruments and clearing processes which may eliminate physical pre-
sentation and speed up clearing and settlement including digital imaging, using
cheques as the source of information to create an electronic payment at point of
sale or point of deposit and electronic payment products are being considered for
future developments.

5.3.1.1 Rules and Participants

The PSCA is the legal framework that guides the ACH in Jamaica. This payment sys-
tem worksasa closed group clearing house, whichis onlyopen to Jamaican commer-
cial banks, and in fact the BOJand commercial banks comprise the sole participants
ofthe ACH operations. The Jamaica Clearing Bank Association Constitution and By-
Lawsand ACH Member Participation Agreement are the two legal documents which
are under the JCBAACH Paper and Electronic Rules. The JCBA adopted the strategy
of the National Automated Clearing House Association (United States) standard
which is the international best practice for ACH operations.

5.3.1.2 Types of Transactions

The ACH currently processes cheques, direct debits and direct credit transfers. The
ACHisaimed atservinga three phased approach: cheque clearing, electronic origi-
nationand cheque truncation. The ACH Rules are modelled on National Automated
Clearing House Association Rules and such otherrulesas the JCBA considers appro-
priate. The BOJ, commercial banks, the ACH operator comprise the participants of
the ACH. The ACH cheque processing phase was implemented in October 2002 and
the second phase, ACH electronic items, was implemented in October 2006.

5.3.1.3 Settlement Procedures

The participating depository financialinstitutions processitems through their own
proof systems and produce an electronic file. This file is electronically uploaded
through the ACH switch and transmitted to the ACH operator. The ACH operator then
executes the ACH settlement and distributes the results to the participating deposi-
tory financial institutions. The participating deposit taking institution is then able
to download and transfer the incoming electronic clearing file directly into their
host accounting system. This process greatly enhances efficiency of the settlement.
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The clearing and settlement process includes the following:

* ACH participants submit files to the ACH operator for clearing and settlement
by the scheduled processing windows;

* ACH operator performs the settlement distribution process to produce a net
settlement file;

+ ACH operator submitsanetsettlement file to JamClear®-RTGS for financial set-
tlement; and

- the Central Bank review and authorize the ACH net settlement file.

5.3.1.4 Risk Management Framework

The Central Bank maintains oversight of the Automated Clearing House. The risks
are managed in the ACH using a comprehensive set of mechanisms. As for the finan-
cial risks, the ACH settlement process operates through the BOJ’s JamClear®-RTGS
thus requiring fully funded accounts at each settlement. All ACH Net Settlement
Files are authorized by the BOJ. Concerning operational risk, all potential system
failures are attended to by maintaining backup systems with service level agree-
ments. Delays to processing schedules are resolved with the involvement of the BOJ.

In light of market and legal risk, all ACH participants are also required to sign
a participation agreement that entails compliance with specific terms for payment
authorizations, processing schedules and technical standards.

5.3.1.5 Pricing

The pricing policyis based on operational cost recovery, with provisions for systems
maintenance, with the ultimate goal of achieving the least cost per transaction.

ACH fees are charged to participants based on a single fixed fee per transaction
item type processed. All major costs for the ACH network are paid for by the opera-
tor, APL, thereby centralizing costs with the aim of providing a single fixed fee per
unit item processed. This mechanism ensures that the ACHis an equally accessible
server to all participants: large and small. The common transaction fee also does
not interfere with end consumer marketing efforts.

5.3.2 MultiLink®

MultiLink® is a retail payment system for payment cards. Its establishment consti-
tuted a major achievement in the Jamaican financial services industry due to the
introduction of a service platform for debit card payment instruments that deliv-
ered noncash retail banking services to/between financial institutions within the
domestic market.
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The operation of this payment system is under JETS Limited, an electronic bank-
ing service company which was registered on December 4, 1995. JETS Limited’s pri-
mary objective is to reduce costs and increase efficiency for member institutions
engagedintheretail paymentspace, and to provide shared platform servicesin the
form of ajoint venture among several of Jamaica’s financial institutions. The main
functions of the company are to

+ maintain participant agreements,

« establish and maintain technical standards,

+ operation of network processing systems,

- daily financial settlement -Multilink® Network, and
+ development of new share platform services.

5.3.2.1 Rules and Participants

MultiLink® provides service to licensee members that constitute as clearing partici-
pantthatare nonshareholder, including one commercial bank and one merchantbank.
Asforthe existing regulations, MultiLink® can also serve other regulated banks. The
MultiLink® operations are governed by aset of normative and operational rulebooks
developed by JETS. Those are

+ JETS Network Rules and Regulations,
+ JETS Operating Regulations,

+ JETS Technical Standards,

+ 1SO 8583 Message Format,

« Other Standards and Guides.

5.3.2.2 Type of Transactions

MultiLink®is used by allmember institutions. The system utilizes ashared electronic
transaction switching network thatallows withdrawals at cash dispensers (ATM), elec-
tronic funds transfer (EFT) services, facilitates payments by providing debit, point of
sale (POS) services, and effects settlement between members. The debit cards used
for withdrawing cash or making payments in an EFT/POS environment are fully in-
teroperable among participating members.

Each memberis required to secure its net daily settlement obligations by pledg-
ing marketable securities to JETS Limited. Settlement takes place on a net basis on
the business day following transaction date. The interdependencies and intercon-
nections of the system include the net settlement processing and the central bank
asa participant funding.
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5.3.2.3 System Operation

MultiLink® serves asa debit card network that processes domesticissued debit cards
and is based on a real time (24,/7) platform. Settlement occurs once daily on a net
basis at 13:00 in JamClear®-RTGS. MultiLink® authenticates and validates data by
using the following processes:

1. Sending: A customer initiates authenticated debit card transaction at a mem-
ber terminal (ATM /POS);

2. Processing: A terminal owner creates a financial message with encrypted PIN
thatis passed to the MultiLink® network for routing to the card issuer;

3. Receiving: A card issuer validates the card and PIN, then decides if funds are
available and returns either an approval or decline response through the net-
work to the originating terminal.

The network achieves daily settlement and reconciliation, daily adjustments and
corrections and continuous system monitoring.

5.3.2.4 Settlement Procedures

MultiLink® settlement process, ISO 8573 messages are exchanged through the net-
work by participants and the results of the net settlement process are posted to the
JamClear®-RTGS system for financial exchange by 13:15 p. m. each business day.

1. The stages of clearing and settlement processes are daily settlement cut off
by 21:30 p.m.;

2. Net settlement calculation is completed for the prior day’s work trade/
transactions;

3.JamClear®-RTGS net settlement posting is affected with the results of the net
settlement process for financial exchange by 13:15 p.m. each business day.

The settlement security funds are held by the network to cover a three-day gross
issuer exposure.

5.3.2.5 Risk Control Management

Concerning financial risks, resulting from MultiLink®, it should be noted that the set-
tlement process occurs through the BOJ’s JamClear®-RTGS. All financial transactions
are reviewed and authorized by the operator. Settlement exposures are covered by a
settlementsecurity provided by each card issuer, sufficient to cover possible peak risks.
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The operational risk is also managed in a comprehensive manner. In general,
system failures are attended to by maintaining continuous monitoring, contingen-
cy backup systems along with service level agreements. Delays in RTGS settlement
schedules are resolved through collaboration with the BOJ.

Legalrisksare mitigated and managed in keeping with asigned settlementagree-
ment that requires compliance by all participants with specific terms for payment
authorizations, processing schedules, technical standards.

5.3.2.6 Pricing

MultiLink® Switch and Interchange Fees are charged to the card issuer based on
a single fixed amount per item processed. Switch fees are charged monthly while
Interchanges are paid on a daily basis.

All major costs for the MultiLink® Network are paid for by its operator, thereby
centralizing costs with the aim of providing asingle fixed fee per unititem processed.

The current pricing policy aims at ensuring accessibility. The uniform network
fee per transaction does not interfere with the market price competition between
the participants.

5.3.3 Quality Network Co-operative

In 1998 the Jamaica Co-operative Credit Union League Limited (JCCUL) imple-
mented a debit card switching system for credit unions. The operations of this debit
card switch are carried out by Quality Network Co-operative Limited (QNET), asub-
sidiary of JCCUL. The debit card switch provided credit unions with an automated
system for debit card transactions. One of the key features of QNET is the safety and
efficiency of the system given the interconnection to Multilink®.

5.3.3.1Types of Transactions

QNETmanagesaswitch on behalf of the Jamaica Co-operative Credit Union League
Limited for credit unions participating in the system. The types of transactions pro-
cessed are:

+ encashment at ATM machines,
+ balance enquiry,

- deposits,

+ loanrepayment, and

- point of sale transactions.

QNET also acts as the processor for transactions for the JCCUL mobile wallet. In
thatregard, it facilitates the following transactions:
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+ Mobile phone top-up,

- Balance enquiry,

+ Transfer from shares account to the mobile wallet account,
- People to people transfers,

+ Business to business transfers (M Vault),

+ Purchases at merchants,

- Bill payment,

« Bulk transfer, and

- Remittances (notyet turned on).

5.3.3.2 System Operation

Credit unions and other NBFI are connected to information systems at QNET via a
secure connection.

1. The transaction switch has connections to issuer and acquirer systems, as well
as ATMs, JETS and Mozido.

2. Electronic messages are sent to host banking system.

3. The hostbankingsystem sends an electronic response to the transaction switch.

4. The transaction switch validates and interprets the response message and re-
sponds to acquirer.

5. The response allows the acquirer to complete or reject the transaction.

6. At end of day the transaction switch generates detailed and summary settle-
ment reports based on cutoff / settlement periods, with net position for each
issuer and acquirer.

7. Reports are used for settlement with the General Ledger system.

5.3.3.3 Settlement Procedures

QNET employs a four step settlement procedure:

1. Report generation. The transaction switch generates daily detailed summary
settlement reports;

2. Validation and reconciliation. Summary settlement reports are checked and
validated against reports from other acquirers to ensure that there are no
discrepancies;

3. Adjustment. Reports are adjusted for any exceptions and required adjustments
are approved; and

4. The General Ledger filesand reports are prepared, checked and approved for
dispatch to the accounts department.
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JCCUL employs a three step procedure:

Qo

. The accounts department debits or credits the relevant clearing accounts of

the issuer/acquirer institutions;

. The relevant institutions are advised via a settlement report of their position

pertaining to that date, for reconciliation in those institutions to be undertak-
en;and

. The institution either pays the net debitamount or the net creditis paid to the

institution of credit to their withdrawable account.

5.3.3.4 Risk Control Procedures

QNET is a subsidiary of the JCCUL Group, governed by the Group Enterprise Risk
Management Policy. The Group ERM program focuses on the management of all
risks within the Group. These include strategic, operational, financial, compliance,
legal and reputational risks. The main risks to QNET are operational in nature and
include IT security (Database, Network, and cybercrime attacks), data accumula-
tion for the settlement process and business continuity. Established controls are in
place to address these operational risks associated with internal processes, people,
technology and systems. These controls include

Policies and procedures covering: IT security policies; Logical and Physical
Security Policy; Acceptable Use Policy; Internet Use Policy, Email and Com-
munication Policy; incident response; standard configuration; audit/review;
data privacy, device management and control, monitoring; user awareness,
education and training.

Information and network security tools: dataloss prevention software, network
behavior analysis, intrusion detection systems, firewalls, system log monitor-
ing, network access control, email and web security, anti-malware systems, en-
cryption, vulnerability scanning /penetration testing, patch managementand
fraud prevention software.

Business continuity plan two back up sites with real time replication and simu-
lations exercises done on an annual basis.

Settlement procedures for QNET.

Service level agreements with JCCUL.

Legalrisksare covered by contracts that are held by JCCUL with QNET, the credit
unions, financial institutions and any other third parties, which also speak to the
settlement agreements between the parties.
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5.3.3.5 Pricing

Inthe case of the debit card transactions the prices charged is dependent on whether
thetransactionsare proprietaryi.e. within the credit union system or theyrequire the
use of the MultiLink® network. The pricing policy is driven by the need to ensure
that the network pays for itself i.e. transaction prices cover operating costs. In the
case of MultiLink® transactions, afeeis charged by the operators of MultiLink® to
cover its costs and the costs of the acquirer.

The mobile wallet conceptis new and emerging in Jamaicaresulting in the pric-
ing system beingaworkin progress. This policyseeks to ensure that prices are lower
than that which is charged by the existing settlement system.
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6. SECURITIES SETTLEMENT SYSTEMS

The BOJ assumed responsibility for the issue and redemption of treasury bills in
1961, afunction that had been administered by the Accountant General since 1945.
In December 1963, legislation was passed for the BOJ to take over the functions pre-
viously performed by the Accountant General with regard to GOJ Local Registered
Stock (LRS) and Debentures which were of longer tenor than treasury bills. The BOJ
introduced certificate of securities held (COSH) to replace previous securities which
were not transferable. This document came with appropriate features thatimproved
security and was legally transferable. It identified the securities against which the
COSH was issued and incorporated an acknowledgment by the BOJ that it held secu-
rities on behalf of the buyer. BOJ assisted in the development of secondary market
trading byinstituting guidelines for the operation of primarydealersin 1994. These
dealers were appointed to facilitate the implementation of monetary policy by the
BOJ, and to provide continuous underwriting support for all new GOJ treasury bills,
LRS and BOJ securities.

The number of brokers in the market increased in tandem with the growth in
Government of Jamaica domestic debt instruments. The transparency and yield to
clients as well as the speed and low costs associated with the issuing of bonds and
notes as opposed to negotiatingloans, experienced by the debtissuers were the main
drivers in the growth of the market.

6.1 Trading
6.1.1 Government Securities
6.1.1.1 Primary Market (GOJ)

The type of securities issued by the government includes treasury bills; fixed in-
terest rate bonds, variable interest rate bonds, inflation-indexed notes, that are
inflation protected by alignment to the consumer price index; debentures; stocks;
land bonds, equity investment bonds, national development bonds, national
savings bonds and other bonds; promissory notes; and such other documents or
writings as are commonly known as securities or designated, by the Minister by
order, as securities.

56 Payments and Securities Clearing and Settlement Systems



The Public Debt Management Actrepealed the Loan Act, and several enactments
related to the raising ofloans by the government. The Public Debt Management Act
provides the legal basis supporting the issuance of Government Securities specifi-
cally section 3 and section 14.

Primaryissuances of securities issued by Government of Jamaica and the Bank
of Jamaicaare executed in the local market through BOJ primary dealers which are
asubset of the universe of registered securities dealers.

6.1.1.2 Secondary Market

Theincreasein the number of holders of various types of debt instrumentsresulted
in the creation of a secondary market for debt securities. This secondary market al-
lowed individual and institutional investors the flexibility to trade investments for
cash and provided an essential underpinning for the Jamaican economy as it pro-
vided liquidity, which is an integral component to any advanced financial system.

The trading of Government of Jamaica (GOJ) securities on the secondary mar-
ketis primarily executed bysecurities dealers, pension funds, collective investment
schemesand commercial banks. Asaresult, the JamaicaSecurities Dealers Association
(JSDA) was established in 2002, to monitor, speak and act on all matters relating to
the Securities Act® and all securities trading.

The BOJ also participates in the secondary market as a purchaser of last resort,
to assist primary dealers and commercial banks when these institutions are faced
with Jamaica dollar liquidity constraints. The transaction is initiated by the institu-
tion thatisin need of liquidity and both parties negotiate and agree on the terms of
the transaction.

6.2 JamClear® - CSD

JamClear®-CSD was implemented in May 2009, replacing the paper-based issue of
Government of Jamaica and Bank of Jamaica fixed income securities. With the in-
troduction of JamClear®-CSD, all issues of BOJ and GOJ securities were dematerial-
ized to eliminate the need for paper certificates, with the exception of treasury bills,
thereby mitigating the risks associated with the holding, trading, clearing and set-
tlement of paper-based securities. The electronic system provides the authentic re-
cord of ownership of BOJand GOJ securities under the Public Debt Management Act.
This bringssignificant efficiencies to the processes forissuance, managementand re-
demption to the domestic fixed-income securities market. JamClear®-CSD reduces
settlement risk and improves the liquidity and efficiency of the secondary markets,
with potential savings on public debt service.

% <http:/ /moj.gov.jm /sites /default /files /laws /Securities % 20Act. pdf>.
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JamClear®-CSDisseamlesslyintegrated with JamClear®-RTGS to allow for deliv-
ery versus payment (DVP) settlement. JamClear®-CSD has a kot link to the tax data-
base of the Governmentin order to validate investor information before a client can
be registered in the system. This is to ensure that every client is uniquely identified
and tosatisfy the requirement that all persons doing business with the Government
must have a tax registration number (TRN).

The system allows the registration of the following types of issues:

- issues of interest bearing securities;
« issues of discount securities; and
+ issue of coupon bearing securities.

The system records and processes the following operations:

- allocation and settlement of auction results on the primary market;
- allocation and settlement of private placements;

« sale-purchase operations;

* repo, reverse repo agreements;

- registration and execution of pledge; and

- transfer of securities which do not imply fund transfers;

And, event-driven operations:

- partial /optional /total redemption of maturing government securities; and
+ interest/coupon payment.

The JamClear®-CSD system offers a wide range of depository functions and set-
tlement through the JamClear®-RTGS system using DvP model 1 and model 2, more
specifically, the JamClear®-CSD manages securities operations, including

- the registration and settlement of auction results from the primary market;

- sales and purchases;

+ exchange of custodian;

- registration, cancellation, and execution of pledges;

- registration, management, and execution of repurchase and reverse repur-
chase agreements; and

+ payment of interest and coupons, registration and payment of partial and full
security redemptions.
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6.2.1 Rules and Participants

According to the CSD Participant Rules document, settlement arrangements for
the purchase of securities are to be made by primary dealers and commercial banks
(the participants). These institutions will be allowed to hold settlement accounts in
the JamClear®-RTGS. The objective of providing settlement accounts is to promote
settlement of securities transactions among participantsin asafe and efficient man-
ner utilizing a DvP system.

The following terms apply to participant settlement accounts:

« Settlement account holders will use these accounts for the purpose of settling
approved securities transactions with the central bank and other participants.

+ Each account must be prefunded before settlement will be effected. If the ac-
count is not funded payment will not be made and any transaction pending
for that account will be cancelled at the end of the day.

- Holders of settlement accounts will be required to manage their liquidity effi-
ciently and will be responsible for arranging for any surplus funds exceeding
theagreed minimum balance to be transferred from their settlement account.

+ No other rights or status are conferred upon settlement account holders.

- The provision of a settlement account is at the Central Bank’s sole discretion.

6.2.2 Clearing and Settlement Procedures
6.2.2.1 Settlement Procedure

AllJamClear®-CSD messages and files are based on the SWIFT class five message for-
mats for securities (ISO 15022). Participants initiate transactionsin the JamClear®-
CSD by submitting securities transaction messages using a standard internet-based
browser terminal or webstation. The JamClear®-CSD is designed to provide full se-
curities management functionality (auctioning, registration, clearing, reporting)
in a Non-SWIFT environment. The workstation module in JamClear®-CSD allow
participants to enter SWIFT format messages via the webstation interface and also
receive and view confirmations.

The CSD has facilities to enter the details of new issues, to amend details and to
remove matured issues from the system while retaining a history of changes made
to static data and the transactions performed on those securities. The issue data is
entered manually in advance of the auction, using information supplied by the is-
suerin theissue prospectus orany other documents. Based on the issue master data
introduced, the participants will enter their bids in the system. Once the bidding
processisfinished (cutoff date/time exceeded) the JamClear®-CSDwill apply the al-
location algorithm on the totalamount to be issued versus the existent valid bids. The
auction results are subsequently processed in JamClear®-CSD. The payments plan
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is automatically introduced into the system at the initial placement. Subsequently
the JamClear®-CSD users may access the plan and view the present, past and future
payment data, and authorized operators may modify them. Any changes to the is-
sue data during its lifetime are logged and details of changes retained, including
the identity of the operator(s) involved.

Sale and Purchase Operations

The sale or purchase of BOJ and GOJ securities is done over-the-counter (OTC) by
and with primary dealers and banks, who are participants in the CSD. Participants
use the matching function in the JamClear®-CSD to register their sale or purchase
transactions. The cash legis settled through the JamClear®-RTGS using DvP model 1
where sufficient funds are available. All transactions are processed on an individual
(gross) basis in the system.

Messages sent by participants (MT543 for the seller and MT541 for the buyer of
securities) are received, checked and validated. Messages with errors are rejected
and a notification (MT548) is sent to each participant.

Messages accepted are held as order to buy or sell in queue “WFM - Waiting for
Matching’. Orders held in queue are continuously checked with the aim of carrying
out the matching. Matching criteria includes: message type, buyer, seller, instru-
ment, number of securities, and value for settlement. If no matching occurs by the
cutofftime of the DvP service, the orderis cancelled and a notification is sent to the
sender of the message (MT548).

Repurchase Agreements

A repurchase agreement (repo) is a contract to sell and subsequently repurchase
securities at a specified date and price also known as repo purchase, or a sale and
buyback agreement. The primary objective of arepo is to facilitate the provision of
ashort-term loan from one party to another, with that loan being collaterized by se-
curities owned by the borrowing party. In this regard, the borrower sells securities
to the lender for the duration of the loan, with an agreement to repurchasethose se-
curities at the end of the term of the loan. Arepois comprised of two DvP operations
linked together usually called:

- first leg —the sale operation, and
- second leg ~the repurchase operation.

Repo operations can be Intraday (the second leg is the same day as first leg) and
long term (the second leg is at a future date).
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BOJ Intraday Repo Facility

Intraday repo provides settlement of second leg on the same day as the first leg; sec-
ond leg settlement is started as part of the DvP Service cutoff (closing) procedure.
In JamClear®-CSD, only one message is needed to create an intraday repo with the
Central Bank operation (MT543). This message is sent by the participant bank, which
is the seller of securities in the first leg of the repurchase agreement (beneficiary of
loaned funds). This intraday repo with Central Bank is allowed only on the eligible
securities selected by the Central Bank. Intraday repo with the Central Bank is al-
lowed only for securities denominated in local currency (JMD). In the case where
there are not enough securities in the account of the Participant bank for the settle-
ment of the firstleg, the intraday repo with Central Bank operation is automatically
cancelled. The steps forarepo are:

1. Participant creates message to CSD to request an intraday repo. A participant
can send more than one message during the day. Optionally in the message
the return time can be specified. Where not specified, the reverse leg of the
intraday repo will be returned at the DvP Service cutoff set in CSD.

2. Onceitisdetermined that the participant has sufficient securitiesinitsaccount,
CSD will send a message to the RTGS, and the RTGS will credit the participant
settlement account with the repo amount.

3. Presently when the repo has to be returned, the CSD sends a message to the
RTGS. The repo amount will be debited from the participant settlement
account.

Pledge Management

The JamClear®-CSD system provides pledge management, registration and execution
on the basis of messagesreceived from participants. Pledging of GOJ and BOJ securi-
tiesmeansthat the securitiesare banned from being traded freely on the secondary
market. In the case of default, the pledgee (the creditor) can resort to pledge execu-
tion, i.e. tosell securities to cover the funds credited. The system records all pledges
for JamClear®-CSD participants taking into consideration the minimum data nec-
essary to identify each pledge. Any multiple of the minimum tradable amount of a
security may be pledged, up to the full extent of the holding.

Messages

Messages sent by participants are received, checked and validated. Messages with
errors are rejected and a notification (SWIFT MT558) is sent to the message sender.
Messages accepted are held as a pledge order in the queue WFM (waiting for match-
ing). The matching criteriaincludes: message type, pledger, pledgee, instruments,
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number of securities, contract number and contract value. If no matching occurs
by the cutoff time of the free of payment service, the order is cancelled and a notifi-
cation is sent to the sender of the message (SWIFT MT558).

These are transfer of portfolio transactions where the securitiesare moved from
one account to the other without any transfer of money in JamClear®-RTGS. Also,
sales of securities between accounts of the same participant will be performed us-
ing free of payment messages.

Auction /Offer Module of JamClear®-CSD

The depository facilitates the initial offer or reopening of existing offers by the is-
suers of securities (BOJ or GOJ) as required. This is done through the auction mod-
ule of JamClear®-CSD. Each bond issued is uniquelyidentified by an ISIN compliant
number generated by the issuer. Offer types are

+ discount auction,

- interest or coupon auctions,

- fixed rate auctions,

- fixed rate open auctions, and
- private placements.

All auctions/offers are settled through the JamClear®-RTGS system on a gross
basis (DvP). Where allocations are not settled by the end of the auction settlement
date they will be automatically cancelled by the system. JamClear®-CSD automati-
cally performs coupon/interest and redemption processing as required.

The JamClear®-CSD is an electronic registry (of holders of money and capital
market instruments) that manages the life cycle of both BOJ and GOJ fixed income
securities. The CSD, coupled with the JamClear®-RTGS ensures that payments for
and transfer of all securities traded or purchased with a cash-leg are executed simul-
taneously, guaranteeing delivery versus payment (DvP).

The integration of the JamClear®-RTGS and JamClear®-CSD allows the effi-
cient management of interest and redemption payments, and maintains a compre-
hensive record of pledges and repo transactions against securities registered in
JamClear®-CSD.

Risk Management Framework

The JamClear®-CSD Risk management is secured by the following:

- Applying delivery versus payment (DVP) principle;
- Setting trading ceilings managed by the JamClear®-CSD for the participants
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lacking a settlement account with JamClear®-RTGS;
» Clearly defined operating rules subscribed to by all participants; and
« System monitoring by relevant authorities.

The DVP principle is applied in processing messages which require fund trans-
fers, thatis, the delivery of securities takes place only if the funds transfer can take
place. The model used is DvP model 1 meaning that both the fund transfer and se-
curities transfer are performed on a gross basis.

Settlement Agents: Settlement agents are commercial banks only. Non settling
participants who donot have a JamClear®-RTGS account must appoint a settlement
agent prior to being incorporated into the depository. Only commercial banks and
primary dealers have settlement accounts in the JamClear®-RTGS. For the partici-
pantswho do not have asettlement account, the settlement of securities transactions
is performed on the account of the Participant’s commercial bank. Participants in
this situation are referred to as Non-settling participants. A Non-settling partici-
pant can have only one settlementagent settling its payment obligations. Settlement
of securities operations cannot exceed the limit of a trading ceiling imparted to
JamClear®-CSD by the settlement agent.

JamClear®-CSD manages trading ceiling accounts for currencies defined in the
JamClear®-RTGS. The initial limit on a trading ceiling is brought over from one day
to the next, if not changed by the settlement agent. During the day, the settlement
agent can change this limit, but cannot cause it to go below the current outstand-
ing obligations. After end of day the limit can be adjusted to the new agreed limit.

When setting up anew limit, the settlement agent confirms that funds are avail-
able and commits to accept settlement instructions on its account for securities op-
erations performed by the Non-settling participant up to the trading ceiling agreed.
For each trading ceiling the JamClear®-CSD maintains three values,

1. the initial value set by the settlement agent;

2. the available value, which is the availability limit for trading; and

3. thereserved value, which contains the value reserved for buying transactions
initiated but not yet settled.

Reserved and available values are continuously updated during the operating
day for each DvP operation (sale/purchase, repo and pledge execution). In order
to ensure effective risk control and timely remedial measures, the system is subject
to monitoring throughout the operating day. Thus, the system provides all infor-
mation necessary for carrying out the day’s operations to the relevant authorities.

In addition, in order to enhance securities liquidity management, the account-
ing space hasimplemented both first in, first out (FIFO) and first available, first out
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(FAFO) queue management for insufficient securities queue. The switching between
these queues can be done onrequest. A queue policy serviceis defined for performing
the switch from FIFO to FAFO queue policy.

6.2.2.2 Pricing Policy

Atthe beginning of the year participants are given a fee schedule. Fees are charged
monthly based on transactions processed.

6.2.3 Jamaica Stock Exchange

The Jamaica Stock Exchange (JSE) began operations in February 1969 with one of
itsroles being to promote the development of avibrant capital market and to ensure
orderly trading in listed securities that is stocks, shares or bonds that are traded on
astock exchange. The first official trade on the Jamaica Stock Exchange took place
on Monday, February 3, 1969.

In 2009, the JSElaunched the Junior Market, whichisaimed at encouraging and
promoting investment in Jamaica’s entrepreneurship, employment and economic
development. The Junior Market allows investors to put capitalinto legitimate small
and medium sized entities (SMEs) whose shares may be traded on a special JSE plat-
form. TheJSE’s online trading platform waslaunched in May 2015. It allows investors
to buy and sell securities listed on the JSE via an online platform. The types of secu-
rities traded on the JSE platform are ordinary shares, preference shares and corpo-
rate bonds issued by listed companies.

Thereisalegal basis forwhich all companieslisted on the JSE canissue securities,
the companiesare authorized/ restricted to issue shares and debentures under the
Companies Act (part two) and the Securities Act.

In 2014, there were three new listings on both the Junior Market and the Main
Market. The total amount raised on both markets was 1.3 billion JMD; 535.61 mil-
lion JMD on the Main Market and 817.84 million JMD on the Junior Market. While
the total amount rose on all market was 12.4 million USD in 2014.

6.2.4 Jamaica Central Securities Depository

The Jamaica Central Securities Depository Limited (JCSD) is a subsidiary of the
Jamaica Stock Exchange and was established in 1998. The JCSD provides deposito-
ry, custody, and settlement services for securities traded electronically on the stock
market, as well as registrar, capital distribution and transfer agent services.

6.2.4.1 Rules and Participants

A JCSD participant/ member dealer must: /) be a licensed securities dealer; 2) be
in good standing under the laws pursuant to which it is incorporated, established
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and regulated; 3) provide evidence of its financial stability and internal controls,
and 4) satisfactorily meet requirements set out for the protection of the JCSD and
the other participants.

The JCSD Rules and the JCSD Participant Agreement comprises characteriza-
tion for the participants that are able to participate in the system that can be sum-
marized as follows:

» Brokers. These participants are approved JSE member dealers. Theyare able to
tradelisted securities and therefore these Securities will be settled in the JCSD.
They can create accounts and view client details, aswell as reports.

« Institutional investors. These participants are able to create accounts and view
their client details. They also have the ability to view reports.

All transactions processed on an investor’s account are channeled through the
participant/broker to whom their accountislinked.

6.2.5 Clearing and Settlement Process
6.2.5.1 Settlement Procedures

The settlement of fundsis processed in JamClear®-RTGS. Brokers trade on the JSE on
behalfof either themselves or their clients. At the end of the trade dayanet position is
calculated for each broker, either owing or being owed, to be settled three days later,
inaccordance with the international industrystandard known as T+3. The JCSD acts
as central counterparty (CCP) in this transaction and on settlement day brokers who
are net buyers transfer funds from their account to the JCSD’s settlement account in
JamClear®-RTGS. When the JCSD’s account is fully funded it funds are transferred
to the brokers who are net sellers, clearing its account. The JCSD then effects final
transfer of Securities traded in its own system moving securities gross from seller to
buyer effecting securities settlement in a DvP environment.

6.2.5.3 Securities Transactions

The following transactions are conducted for equities: buys, sells, transfers (inter/
intra-member, inter-CSD), pledges, private placement, stock splits, bonuses, divi-
dend payments, and rights issues.

6.2.5.3 Risk Management Framework

+ Depositorysoftware thatis closelyintegrated with JSE trading software. Dealer-
participants therefore cannot trade securities they do not have;
+ Applying delivery versus payment (DVP) principle, model 2;

JAMAICA - 2016 65



- Setting trading ceilings for dealer-participants, as managed by JCSD;
» Clearly defined operating rules subscribed to by all participants;
- System monitoring by relevant authorities (Financial Services Commission).

The Jamaica Central Securities Depository (JCSD) risk management procedures
for handling risk issues include

» Legalrisk: The participantagreesand signstoaJCSD agreement each year which
sets out the terms and conditions for being a participant.

» Financial risk: Each broker-participant is required to set up a line of credit
(LOC) with a commercial bank of their choice under the instruction of the
JCSD. The participant will confirm to the JCSD how the LOC can be activated.
The JCSD also has resource to all other assets held for the participant.

» Operational risk: The JCSD also employs a four eye principle when processing
transactions. Each participant can also extract transaction information from
the system for reconciliation purposes or they may request reports at particu-
lar intervals. Beneficial owners of securities may also view their account bal-
ances on-line inreal time.

6.3 Use of the Securities Infrastructure by the Central Bank
6.3.1 Open Market Operations

The main objective of BOJ’s open market operations is to conduct liquidity steriliza-
tion and provision operations that will maintain adequate liquidity consistent with
attaining and maintaining low and stable inflation. This involves /includes

+ Monetary policy through the use of instruments priced at fixed interest rates
or at variable interest rates;

+ The fixed interest rate and variable interest rate instruments are used for ster-
ilization operations;

« For liquidity provision operations, these are done asrepos that are priced ata
fixedinterestrate, as determined by the BOJand determined asaspread above
the 30-day CD interest rate;

- Sterilization instruments are issued electronically and settled in JamClear®-
CSD; and

- Liquidity providing operationssettled in JamClear® CSD, after the repoamount
and the collateral amount are agreed over the telephone.

Alltransactionsinrelation to monetary policy operations are done using the re-
al-time gross settlement system and are settled on the basis of DvP model 1.
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BOJ may purchase orsell securitiesas a part ofits monetary policy operations and
also conductsrepo operationsin the secondary market. Transactions are agreed via
telephone and settlement effected in JamClear® systems.

The JamClear®-CSD is used to conduct auctions for sterilization instruments is-
sued by BOJ as a part of its monetary policy operations. The systems (JamClear®-
CcSband JamClear®-RTGS) are used for same-day settlement of transactions for fixed
income securities on a DvP basis. The systems also support the bank’s liquidity as-
sessments (forecasting and evaluation) as the Central Bank is able to identify the
beneficial owner for the liquidity that emanates from open market operations (OMO)
payments. In addition, the systems facilitate real-time settlement and intraday up-
dates on liquidity conditions in the domestic market. To the extent that the OMO in-
strumentsare issued in dematerialized forms in the JamClear®-CSD, the ownership
for instruments is fully transferrable among financial market participants who can
use the instruments for secondary market transactions.

Asapartofits OMOs, BOJ provides liquidity to DTIs only, using short-term term
repos. The repos provided by BOJ are conducted in accordance with the require-
ments of Section 23f of the BOJ Act, which stipulates the tenor for loans (maximum
of 6 months) and thatallloans must be collateralized. Within the context of the stat-
edrequirements, standard liquidity operations are conducted viabimonthly repur-
chase operations with liquidity provided only to DTIs for a tenor of 14-days.

+ The DTI submits a bid for the amount required at the operation.

- Each bid is settled at the specified interest rate as determined by the BOJ.

+ The Nominal value of the securities to be delivered for the bid is agreed over
the telephone.

» Settlement for bids from the repo operation is conducted on the same day us-
ing JamClear®-CSD.

+ Other repo operations are conducted occasionally with DTIs, and are gener-
ally offered at a fixed-price and determined as a spread relative to the 30-day
CDrate.

In order to access a BOJ repo operation, Section 23f of the BOJ Act outlines that
the Bank accepts government-issued treasury-bills, government-issued bonds, gov-
ernment-guaranteed securities, gold, bills of exchange, promissory notes, and cer-
tain types of warrants. Inaddition, the Bank acceptsits certificates of deposits (OMO
sterilization instrument) as collateral.

6.4 Lender of Last Resort

The BOJ operates as the lender of last resort, as DTIs (includes commercial banks,
building societies and merchant banks) are able to access JMD liquidity from the
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Central Bank, usually at the end day, to ensure settlement finality for transactions
being settled in the JamClear®-RTGS. The BOJ’s lender of last resort operations are
conducted as per the requirements of Section 23(f) of the Bank of Jamaica Act: all
loansare collateralized by various types of securities, including government-issued
bonds; with the Act stipulating that the value of the loan not exceeding 75% of the
marketvalue of the securities used. Deposit-taking institutions (DTIs) can access JMD
liquidity from the Central Bank via a standing overnight facility.

DTIs are the only financial institutions that can access the standing liquidity fa-
cilities (overnight repos). All repos are agreed over the counter and settlement oc-
cursin JamClear® Systems. Overnight repos are available on demand in unlimited
quantitiesatarate determined by the Bank. The interest rateissetataspread above
the 30-day CDrate. Institutions usually provide securities housed in JamClear®-CSD
to access overnight liquidity. Settlement is done same day.

The mechanisms of the BOJ to monitor financial system risks are as follows:

1. The BOJ (Amendment Act), 2015 outlines that the Bank has legal and institu-
tional responsibility for the stability of Jamaica’s financial system. As defined
in the BOJ (Amendment Act), 2015 financial stability in relation to Jamaica re-
fers to; the orderly operation of financial institutions, financial markets and
the paymentand settlementinfrastructure. Inaddition, the capability of these
components that makes up the financial system to absorb internal and exter-
nalshockswithout substantialimpairment of the financial system and the real
economy.

2. The monitoring of financial stability by the BOJ is done at various levels:

+ ThroughaFinancial Stability Committee which is an established legal body
that has the responsibility to coordinate the activities pursuant to the object
of financial system stability (see Section 34H, BO] Amendment Act), 2015.

+ ThroughaFinancial Stability Department which actively monitors and fore-
casts micro and macrorisk factors that mayimpact financialinstitutionsand
by extension, financial system stability.

+ The Payment System Department (PSD) has oversight responsibility of the
National Payment System (see Section 3, PCSA, 2010). As part of this respon-
sibility the department monitors and assesses payment systems risks to main-
tain the stability of financial systems.

3. The BOJ publishes, on its website, a financial stability report annually. The de-
tails of stress tests and assessment of risk factors to financial stability are exten-
sively discussed therein.
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7. STATISTICAL TABLES

The A series of tables are statistics regarding payment and securities clearing and
settlement in Jamaica. They were prepared according to the common methodol-
ogy of the Western Hemisphere Payments and Securities clearing and Settlement
Forum. However, there are some differences from the methodology due to the avail-
ability of data. The series B are more general statistics related to the financial sector.
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ACH
AML/CFT

APL

ATM

BOJ

CD

DTI

DVP

EFT

ERPS

FAFO

FIA

FIFO
Finsac

FSC

GOJ

GSDA
ICBS/CBAS
ILF
JamClear®-CSD
JamClear®-RTGS
JCCUL
JCSD

JpIC

JMD

JSE

MoOFPS
NCUS

NPC

NPS

LIST OF ABBREVIATIONS

Automated clearinghouse

Anti-money laundering and combating the financing
of terrorism

Automated Payments Limited

Automated teller machine

Bank of Jamaica

Certificate of deposit

Deposit-taking institution
Delivery-versus-payment

Electronic funds transfer

Electronic retail payment services

First available, first out

Financial Institutions Act

Firstin, first out

Financial Sector Adjustment Company
Financial Services Commission
Government of Jamaica

Government Securities Dematerialization
Central bank accounting system

Intraday Loan Facility

JamClear Central Securities Depository
JamClear Real-Time Gross Settlement System
Jamaica Co-operative Credit Union League
Jamaica Central Securities Depository
Jamaica Deposit Insurance Corporation
Jamaican dollar

Jamaica Stock Exchange

Ministry of Finance and the Public Service
National Union of Co-operative Societies
National Payments Council

National Payment System
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OMO Open market operations

OoTC Over-the-counter

PCSA Payments Clearing and Settlement Act
POCA Proceeds of Crime Act

POS Point of sale

PSD Payment System Department

QONET Quality Network Co-operative

RTGS Real time gross settlement system

SIPS Systemically important payment systems
STP Straight through processing

TRN Tax registration number

TTC Transaction type code
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GLOSSARY

In January 2001, the Committee on Payments and Settlement Systems (CPSS) of the
Bank for International Settlements published the first edition of a glossary that in-

cluded payment and securities clearing and settlement terms. This glossary can be
found on its web page: <http.//www.bis.org /cpmi/glossary_030301.pdf>.
The Western Hemisphere Payments and Securities Clearing and Settlement

Forum, based on the glossary produced by the CPSS, has also produced a uniform
glossary of terms in Spanish with the objective of avoiding unnecessary prolifera-
tion of terms and definitions. This glossary in Spanish can be found on the Forum
web page: <http.//www.forodepagos.org /pdf/Glosario_whi.pdf>.

Central bank money

Central counterparty
(ccp)

Central securities
depository (CSD)

Clearing

Aliability of a central bank, in this case in the form of depos-
its held at the central bank, which can be used for settlement
purposes.

An entity thatinterposesitself between counterparties to con-
tractstraded in one or more financial markets, becoming the
buyer to every seller and the seller to every buyer and thereby
ensuring the performance of open contracts.

An entity that provides securities accounts, central safekeep-
ing servicesand asset services, which mayinclude the admin-
istration of corporate actions and redemptions, and plays an
importantrole in helping to ensure the integrity of securities
issues (that is, ensure that securities are not accidentally or
fraudulently created or destroyed or their details changed).

The process of transmitting, reconciling and, in some cases,
confirming transactions prior to settlement, potentially in-
cluding the netting of transactions and the establishment
of final positions for settlement. Sometimes this term is also
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Clearing house

Confirmation

Custody

Deferred net

settlement(DNS)

Delivery versus
delivery (DvD)

Delivery versus
payment (DVP)

Final settlement

Financial market

infrastructure
(FMI)

Intraday liquidity

used (imprecisely) to cover settlement. For the clearing of
futures and options, this term also refers to the daily balanc-
ing of profits and losses and the daily calculation of collateral
requirements.

Amultilateral system or arrangement that providesits partici-
pants with clearing services for paymentinstructions, securi-
ties transactions, derivatives transactions, and in some cases,
settlement services. See also FMI.

A process whereby the terms of a trade are verified either by
directly involved market participants or by a central entity.

The safekeeping and administration of securities or other as-
sets on behalf of others.

Anetsettlement mechanism which settles on anet basis at the
end of a predefined settlement cycle.

A securities settlement mechanism that links two securities
transfersinsuchawayasto ensure thatdelivery of one security
occurs if and only if the corresponding delivery of the other
security occurs.

Asecurities settlement mechanism thatlinksasecurities trans-
fer and funds transfer in such a way as to ensure that delivery
occursifand onlyif the corresponding payment occurs.

Theirrevocable and unconditional transfer ofan asset or finan-
cial instrument, or the discharge of an obligation by the FMI
or its participants in accordance with the terms of the under-
lying contract. Final settlement is alegally defined moment.

Amultilateral system among participatinginstitutions, includ-
ing the operator of the system, used for the purposes of clear-
ing, settling or recording payments, securities, derivatives or
other financial transactions.

Fundswhich can be accessed during the business day, usually
to enable financial institutions to make paymentsinreal time.
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Large-value payment Afundstransfersystem thattypically handleslarge-valueand

system (LVPS)

money settlement

Net credit (or debit)
position

Net settlement
system

Netting

Nonbank financial

institutions

Oversight

high-priority payments.

Anactbetween two or more parties for the discharge of mon-
etary obligations.

Aparticipant’snet credit or net debit position in a netting sys-
tem is the sum of the value of all the transfers it has received
up to a particular pointin time less the value of all transfers it
hassent. If the differenceis positive, the participantisinanet
credit position;if the difference is negative, the participantis
inanetdebit position. Depending on the circumstance, these
net positions may be calculated on a bilateral or multilateral
basis.

Afunds or securities settlement system in which final settle-
ment of transfer instructions occurs on a net basis at one or
more discrete, pre-specified times during the processing day.

The offsetting of obligations between or among participants
in the netting arrangement, thereby reducing the number
and value of payments or deliveries needed to settle a set of
transactions.

Regulated and authorised financial institutions that are not
constituted as commercial banks but provide financial and
payment services.

A central bank function whereby the objectives of safety and
efficiencyare promoted by monitoring existing and planned
payment, clearing, settlement and related arrangements, as-
sessing them against these objectives and, where necessary,
inducing change. These arrangementsinclude financial mar-
ket infrastructures and other payment, clearing, settlement
and reporting arrangements and activities, both within and
across jurisdictions (encompassing systems and activities in-
volving large-value and retail payments, foreign exchange set-
tlement, securities and derivatives clearing and settlement,
multilateral netting and collateral management) as well as re-
tail payment instruments or schemes. The scope of oversight
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Payment instrument
end-user

Payment order
(instruction)
message

Payment system

Payment versus
payment (PvP)
Real-time gross
settlement (RTGS)
Repurchase
agreement (repo)
Retail payment

system

Securities settlement
system (SSS)

Straight through
processing (STP)

differs between central banks but usuallyincludes FMIs, with
oversight being conducted domestically and through cross-
border cooperation.

Allnonfinancial entity, including individuals, businessesand
the Government (public administration officesand agencies),
that utilizes payment instruments to settle their obligations
against other nonfinancial or financial entities.

Anorder orinstruction sent by a payer —or, in some systems, a
payee- ordering the execution of a payment transaction.

Aset of instruments, procedures, and rules for the transfer
of funds between or among participants; the system includes
the participants and the entity operating the arrangement.

Asettlement mechanism that ensures that the final transfer of
apaymentinone currencyoccursifand onlyifthe final trans-
fer ofa paymentinanother currencyor currencies takes place.

The real-time settlement of payments, transfer instructions
or

other obligationsindividually onatransaction-by-transaction
basis.

A contract to sell and subsequently repurchase securitiesat a
specified date and price.

Afunds transfer system that typically handles alarge volume of
relativelylow-value paymentsin such formsas cheques, credit
transfers, direct debits and card payment transactions.

An entity that enables securities to be transferred and settled
bybook entryaccordingtoaset of predetermined multilateral
rules. Such systems allow transfers of securities either free of
payment or against payment.

The automated end-to-end processing of trades and /or pay-
ment transfers, including the automated completion of

132

Payments and Securities Clearing and Settlement Systems



Systemically
important
payment system
(SIPS)

confirmation, matching, generation, clearing and settlement
of instructions, without the need for re-keying or reformat-
ting data.

A payment system which has the potential to trigger or trans-
mit systemic disruptions; this includes, among other things,
systems thatare the sole payment systeminajurisdiction or the
principal systemin terms of the aggregate value of payments,
and systems that mainly handle time-critical, high value pay-
ments or settle payments used to effect settlement in other
FMIs.
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