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ABSTRACT 

After years of mixed financial performance, the decision was taken to privatize the state-owned 

National Commercial Bank of St. Vincent and the Grenadines through the sale of majority 

ownership to the St. Lucia-based East Caribbean Financial Holding Company (ECFH). The 

completion of the deal in November 2010 was not devoid of political nor financial controversy. 

The aim of this paper is to examine the implications and effects of the divestment. Specifically, 

we employ the TARCSIMEL framework to analyze the performance of the entity before and after 

the privatization. The analysis revealed that while there remain some areas of concern, the Bank 

of St. Vincent and the Grenadines did benefit from the change of ownership in many ways. 

 

Keywords: National Commercial Bank, Privatization, State-owned banks, TARCSIMEL, St. 

Vincent and the Grenadines 
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SECTION 1: INTRODUCTION 

 

Over the years the issue of privatization has attracted considerable attention from academics, 

policy makers and the general public in both developed and developing countries. The debate on 

this controversial issue is sometimes accentuated when the privatization involves a long-standing 

Government institution, especially a bank. Because state-owned banks (SOBs) often provide 

governments with important policy tools, privatization of the banking sector is often regarded as 

a sensitive issue. Since most SOBs in the Caribbean were established or nationalized by 

government, they have more or less been managed as a subsidiary arm of government; hence, 

these institutions have become so entangled in the people that they may be considered the lifeline 

of countries such as St. Vincent and the Grenadines. Over the years these indigenous banks have 

become the chosen banks by governments from which to borrow to finance, inter alia, 

development projects, restructuring projects or its day-to-day operations when funds in the 

governments’ recurrent account are deemed to be insufficient. 

 

After years of marginal financial performance, the decision was taken to privatize the state-

owned National Commercial Bank of St. Vincent and the Grenadines through the sale of 

majority ownership to the St. Lucia-based East Caribbean Financial Holding Company (ECFH). 

The completion of the deal which was announced on November 19, 2010 was not devoid of 

political nor financial controversy. At the same time, the Minister of Finance made the revelation 

that the National Commercial Bank still controlled forty (40) percent of the local banking sector, 

with about twenty-five (25) percent of the bank’s business done with the Government of St. 

Vincent and the Grenadines. This revelation is critical for three reasons; firstly, it demonstrates 

the market share and power commanded by the National Commercial Bank; secondly, it speaks 

to the importance of having the entity properly managed and operated since it can be seen as a 

proxy for the overall health of the country’s financial sector; and finally, it represents just how 

much of the country’s banking sector would be under the control of a foreign entity, namely East 

Caribbean Financial Holding Company.  

 

At the time the government articulated several reasons for the decision to divest. Among the 

main factors identified were the strengthening of the bank since 2001 in terms of the increase in 

book value; the agreement with the Caribbean Development Bank (CDB) to assist in the process 

of divestment; the external economic and financial environment at the time; and the belief thatthe 

Bank of St. Lucia provided the correct fit at a fair and reasonable price for the majority 

shareholding. The deal was therefore intended to bring benefits such as access to a larger pool of 

core resources including funding and other corporate activities, better human resource 

management, risk management capabilities, fund management, marketing operations systems 

and procedures, and policy development; the provision of the necessary safety nets in the event 

of external shocks; expansion of the scope for growth in core business; diversification into other 
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sectors of financial services; localised decision making; and leveraging the strength of the 

respective boards to create or to be part of a regional brand. 

Independent assessments undertaken by reputable agencies like KPMG and Price Waterhouse 

Coopers (PWC) concluded that the price paid by ECFH for the majority ownership of the 

National Commercial Bank was a fair and reasonable market value for the acquisition. However, 

despite these judgements the privatization raised some interesting questions giventhe strategic 

importance of the National Commercial Bank to the government and economy of St.Vincent and 

the Grenadines. A primary concern was whether the bank itself and its stakeholders would 

benefit from the privatization of the entity. The aim of this paper is therefore to examine the 

implications and effects of the divestment. Specifically, we employ the TARCSIMEL framework 

to analyze the performance of the entity before and after the privatization. This framework 

provides a comprehensive index of banking efficiency and performance, and was used originally 

for analyzing banking institutions in Ghana [Ziorklui (2001)] and later applied to two specific 

cases in Pakistan by Khan (2005). 

The remainder of the paper is organized as follows: section 2 reviews the development of the 

National Commercial Bank of St. Vincent and the Grenadines; section 3 provides a review of the 

relevant literature; the methodology and data issues are discussed in section 4; the analysis of the 

privatization is undertaken in section 5 and the final section provides a concluding summary. 

 

SECTION 2: HISTORICAL BACKGROUNDOF THE NATIONAL COMMERCIAL 

BANK (SVG) Ltd 

 

The Bank of Saint Vincent and the Grenadines, formerly the National Commercial Bank (SVG) 

Ltd. was founded in June 1977 with 11 staff members at a single branch. The bank had been one 

hundred (100) percent state-owned and operated until it was privatized in 2010 through sale of 

majority stake to the Eastern Caribbean Financial Holding Limited (ECFH) of St. Lucia, which 

now owns 51 percent of shares. The current staff complement is 159 and the Bank operates from 

a multi-branch banking network throughout St. Vincent and the Grenadines. The Head Office, 

along with one branch, is located in the capital Kingstown, and the other branches are found in 

Georgetown on the Windward side of St. Vincent, Barrouallie on the Leeward side, and on the 

Grenadine Islands of Bequia, Canouan and Union Island [BOSVG ONLINE (2011)]. 

 

The National Commercial Bank (NCB) acquired and amalgamated with the St Vincent and the 

Grenadines Development Bankon June 19, 2009. The bank provides a full menu of commercial 

banking services including depository, commercial lending, mortgage financing, foreign 

exchange trading, credit and debit cards, wealth management and brokerage services, and 

convenience banking through its network of Automated Teller Machines (ATMs) to both public 

and private sector clients [Bank of St. Vincent and the Grenadines (2012)]. Over the years the 

bank has been able to steadily increase its deposits, loans and asset base as a result of its 

expansion of services (see Tables 1-3). 
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Table 1: Total Assets (EC Million Dollars) 

Year 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

 313 403.4 368.5 395 472.3 514.2 489.2 554.3 605.5 657.7 755.2 813 

Source: NCB Internal Financial Memos 

 

Table 2: Total Deposits (EC Million Dollars) 

Year 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

 284.5 352.7 320.8 339.3 401.9 450.9 407.2 473 520.6 550.8 622.3 674.1 

Source: NCB Internal Financial Memos 

 

Table 3: Total Loans (EC Million Dollars) 

Year 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

 205.3 223.7 239.4 276.3 329.5 336.6 326.5 335.2 392.2 437.8 548.9 569.2 

Source: NCB Internal Financial Memos 

 

As the only local indigenous commercial bank in St Vincent and the Grenadines, the National 

Commercial Bank distinguished itself as an excellent corporate citizen. NCB was the recipient of 

the Eastern Caribbean Central Bank (ECCB) Good Corporate Citizen Award for Sports in 2001 

and 2002, and the same award for Social Services in 2003. In the area of educational 

development the bank has awarded scholarships valued over Eastern Caribbean Bank (EC) $4 

million. Over the years a significant number of organizations and individuals have benefited 

from the bank’s contribution to national development projects and personal needs [Bank of St. 

Vincent and the Grenadines (2012)].This was as a result of the pursuit of an aggressive corporate 

social responsibility mandate from whatever profits the bank was able to attain (Table 4). 

 

Table 4: NCB Yearly Profits (EC Million Dollars) 

Year Profit Before Tax (EC$) Net Profit (EC$) 
1998 2.8 1.7 

1999 5.3 3.8 

2000 3.0 2.4 

2001 2.3 2.2 

2002 6.2*(1.2)Ops loss 5.7 

2003 *(5.7) (3.2) 

2004 6.1 6.9 

2005 7.3 7.6 

2006 11.2 10.1 

2007 18.4 14.2 

2008 20.7 15.8 

2009 5.4 1.1 

   Source: NCB Financial Statements 
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Table 4 demonstrates that the profitability of the National Commercial Bank has fluctuated over 

the years prior to the divestment. Losses were recorded before tax for years 2002 and 2003 as a 

direct result of the additional provision for bad loans that were deemed to have previously been 

understated. In 2002 there was an operating loss of EC$1.2 million, but the bank was able to 

realize a net profit figure as a result of the gain on sale of properties to National Properties 

Limited (NPL), a statutory body. The fall off in profitability in 2009 was caused by the 

following: an increase Loan Loss Provision net of recoveries of EC$10.6million, EC$9million of 

which was for exposure to state enterprises whose credit facilities were previously being treated 

as fully recoverable; Provision for investments in Colonial Life Insurance Company and British 

American Insurance Company of EC$1.6million which was 20% of the bank’sEC$10.8million 

exposure; and an EC$4.2million payment to settle Income Tax Assessment shortfalls for prior 

years. 

After it was agreed by government that a privatization policy would indeed be pursued, a process 

of restructuring was initiated in a bid to ensure that the prospective buyers, The East Caribbean 

Financial Holding (ECFH), would go through with the purchase. The Caribbean Development 

Bank provided a US$37 million Policy-based Loan to the government of St. Vincent and the 

Grenadines, the bulk of which was used to clear public sector non-performing loans at the NCB, 

a precondition for its purchase by ECFH [International Monetary Fund (2011)].  

 

Additionally, as part of the restructuring process, the bank carried out a series of redundancies 

which were part of the operational rationalization and organizational repositioning exercises  

necessary to facilitate the divestment process. The sale of majority ownership of NCB to East 

Caribbean Financial Holding Company Limited, parent company of the Bank of St. Lucia, was 

announced on November 19, 2010. The government received EC$42 million (US$15.55 million) 

for the 51 percent of the NCB shares sold, the bulk of which was earmarked for the International 

Airport Development Company (IADC) [I-Witness News (2010)].The government retained 40 

percent of the shareholding in the entity (Table 5).  

 

Table5: BOSVG Shareholder Composition 

Shareholder No. of Shares Share in % 

Eastern Caribbean Financial Holding Limited 5,100,000 51% 

Government of St. Vincent and the Grenadines 4,000,000 40% 

National Insurance Scheme of St. Vincent and the 

Grenadines 

806,590 8.1% 

Staff of the Bank of St. Vincent and the Grenadines 93,410 0.9% 

Total  100% 

Source: BOSVG IPO Prospectus 
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Following the sale of majority ownership, Property Holdings SVG Ltd, the property division of 

the bank, was incorporated on December 13, 2010 to protect and preserve the property assets of 

the bank by ensuring that all building services and maintenance needs of the bank are met, and 

all properties continue to command market value. It also explores business opportunities for 

property development by entering into arrangements with other key stakeholders in order to 

generate an additional income stream for the bank and to facilitate the temporary acquisition of 

distressed properties for future investment [Bank of St. Vincent and the Grenadines (2012)]. The 

official transformation of the former National Commercial Bank into the newly branded Bank of 

St. Vincent and the Grenadines Limited (BOSVG) was launched formally in Kingstown at the 

institution’s new headquarters on May 31, 2011.  

 

In 2012, the bank began the process of further planned divestment of government share 

ownership. A prospectus for the subscription of an initial public offering of ordinary shares in the 

Bank of St.Vincent and the Grenadines Limited was compiled and made public. The period for 

offers began December 27, 2012 and closed January 25, 2013. Two million ordinary shares were 

offered at EC$8.64 per unit, yielding EC$17.28 million for the government. Most of the shares 

were purchased by the public with government share retention declining to 22.39% (Table 6). 

 

Table 6: Updated Shareholder Profile 

Shareholders Percentage Ownership 

Eastern Caribbean Financial Holdings 51% 

Government of St.Vincent and the Grenadines 22.39% 

Public  15.65% 

National Insurance Services of St. Vincent and the Grenadines 10% 

Staff of the Bank of St. Vincent and the Grenadines 0.96% 

Total 100% 

Source: BOSVG Financial Report 2012 

 

SECTION 3: LITERATURE REVIEW 

 

This section does not attempt to provide a detailed review of the privatization literature, but 

rather to give a summary of the published empirical work on privatization. More detailed 

reviews are provided by Haque (2000), Megginson and Netter (2001), and Sheshinski and 

Lopez-Calva (2003).  

 

3.1 - Defining Privatization 

Over the years many definitions have emerged for privatization with most authors invariably 

seeing it as a process of asset divesture by the government. The literature is considered divided; 

split between work adopting a narrow definition of privatization and those interpreting the term 
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broadly. Welsh-Haynes (2003) andChowdhury (2006) define privatization as the process of 

shifting ownership, either fully or in part, from government-owned firms, agencies, public 

services or enterprises to the private sector. IBP USA (2013) argues that governments tend to 

take similarly narrow views of privatization, seeing it not as contracting out but pure divestureof 

the Government function. Such a claim has been refuted by Kay and Thompson (1986) and Cook 

and Kirkpatrick (1988)who contend that politicians tend to take broader interpretations, equating 

privatization with commercialization and deregulation. 

 

Khan (2005),Aktan (1987) andShehadi (2002) contend that narrow interpretations typicallydo 

not fully reflect all that privatization entails. They view privatization as an umbrella term 

encompassing restricting government's role and the implementation of methods or policies 

geared towards strengthening the free market economy, covering virtually any action that 

involves exposing the operations of the government to the pressures of the commercial 

marketplace. In this context, the concept covers several arrangements to deliver goods and 

services by the private sector and encompasses the privatization of management as well as the 

privatization of ownership.IBP USA (2013) crticises such a broad interpretation, arguing that it 

is often difficult to tell where government ends and the private sector begins. 

 

Starr (1988) views privatization as theory, rhetoric and a political practice. According to him, the 

meaning of privatization depends in practice on a nation’s position in the world economy. In the 

wealthier countries it is easy to treat privatization purely as a question of domestic policy when 

the likely buyers are foreign. However, as is often the case in the Third World, privatization of 

state-owned enterprises often means denationalization. Starr asserts that in the extreme case 

privatization can be an instrument of class politics, declaring that where it is used to break up 

public employee unions and reduce the provision of services, it effectively represents a means of 

reordering class relations. 

 

3.2 - Impacts and Implications of Privatization 

The subject of much inquiry is the impact of privatization on the countries in which it has been 

deployed. Megginson and Netter (2001) contend that the impact of privatization depends on the 

degree of market failure. Privatization tends to have the greatest positive impact in those cases 

where the role for the government in lessening a market failure is the weakest, that is, for SOEs 

in competitive markets or markets that can become readily competitive. Sheshinski and Lopez-

Calva (2003) proclaim that “there should be important efficiency gains from changes to private 

ownership in competitive structures”. However, there are some authors who have concluded that 

privatization need not lead to performance improvements. It is this smaller group that has made 

the conjecture that the justification for privatization is less compelling in markets for public 

goods and natural monopolies where competitive considerations are weaker. Megginson and 

Netter (2001) urge caution when analyzing and conducting studies that compare the performance 

of government-owned to privately-owned firms in order to gauge the impact of privatization. 
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They highlight that potential problems such as lack of data and bad data, omitted variables, end 

ogeneity and selection bias can plague empirical work, thereby distorting results. Additionally, 

there have been methodological difficulties that do not allow for the easy isolation of the impact 

of ownership on performance. 

 

Numerous studies have laid down judgements of the efficacy of different privatization 

campaigns globally. Studies that have gained notoriety are those spanning several countries in a 

bid to provide comparative analysis. Empirical studies by Megginson, Nashand Van 

Randenborgh (1994), Boubarki and Cosset (1998), and D’Souza and Megginson (1999) showed 

increases in output, operating efficiency and profitability post-privatization. Ehrlich et al. (1994), 

whilefinding a significant link between ownership and firm-specific rates of productivity growth, 

made revelations about the timeframe in which these improvements accrue. Their results indicate 

that privately-owned entities witness higher growth rates in productivity and declining costs in 

the long run. An implication being that the short-run effects of privatization on productivity and 

costs are insignificant, with the impacts accumulating as time after the change progresses. 

Interestingly, these results were found to be independent of the degree of market competition or 

regulation within the economy.  

 

Some authors have chosen to conduct detailed studies of specific countries that have sought to 

implement significant waves of privatization-based policy. Majumdar (1998) focused on India 

and assessed whether there exists any disparity in the efficiency of government-owned, mixed, 

and private-sector firms. He finds that private and mixed-sector firms tend to exhibit greater 

efficiency over state-owned enterprises. China was the subject of Tian’s (2000) study which, in 

addition to concluding that private firms out-perform mixed-ownership firms, revealed that 

corporate value with small government shareholdings decreases with the fraction of state 

shareholding but increases when the government is a large shareholder. 

 

Boardman and Vining (1989) utilized an approach based on a multi-industry, multinational, 

time-series methodology since cross-sectional time series studies allow for the capturing of 

variations that are not easily perceptible in single-country or single-industry studies. Results 

remained essentially the same; state-owned and mixed (state and private) ownership enterprises 

generate considerably less profit and have lower productivity than their privately-owned 

counterparts. However, of significant note is their conclusion that mixed enterprises record 

basically the same profit levels as SOEs. The implication being that in order to achieve improved 

performance, there must be complete transfer of ownership from state to private hands. Dew 

enter and Malatesta (2000) made the same conclusion but also asserted that privately-owned 

entities tend to have lower levels of indebtedness and fewer labour-intensive production 

processes than state-owned enterprises. 
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On the other hand, there have been studies providing evidence contrary to the notion that 

privatization will lead to better performance of state-owned enterprises. Pinto, Belka and 

Krajewsk (1993) found that SOE’s performance can witness marked improvements through the 

imposition of measures such as hard budget constraints reinforced by tighter bank lending 

behaviour, consistency in the government’s “no bailout signal,” import competition, and 

reputational concerns by SOE managers. Jones (1991) makes the conjecture that the most 

effective way to improve performance in SOEs is the use of incentive contracts for management 

and workers, and economic reform as Li (1997) observed in China. However, Shirley and 

Xu’s(1998)study drew a different conclusion. They found no evidence that incentive contracts 

significantly improved firm performance.  

 

Haque (2000) finds that periods of privatization have failed to produce any significant 

improvement in the economies of the developing world in terms of eradicating poverty, reducing 

unemployment, accelerating economic growth and overcoming budget imbalance. Veltmeyer 

(1993) recorded increased levels of poverty in developing countries, along with worsening 

unemployment and declining wages caused by the privatization-related issues. However, 

contradictory evidence is offered by Galal et al. (1994) who found no evidence that workers were 

made worst off in Britain, Chile, Malaysia and Mexico post-privatization. Ramanadham (1993) 

attributes the problem of worsening social inequality in developing countries to privatization 

since profit usually shifts from the public exchequer to a few investors, thereby creating adverse 

distributional effects. Martin (1993) proffers that privatization results in the erosion of citizens’ 

entitlements to basic social services such as education, health, and transport, but work by Jones 

et al. (1999) highlight that in many instances governments tend to retain some sort of decisive 

voting rights in privatized firms to prevent mergers, liquidations and other major corporate 

events. 

 

There have also been studies focusing exclusively on privatization in the banking sector. 

Verbrugge, Megginson and Owens (1999) and Beck, Cull and Jerome (2005) reviewed the 

performance of banks fully or partially privatized from 1981-1996 and 1990-2001, respectively. 

They found that compared to the years pre-privatization, in the post-privatization period there 

were improvements in bank performance. Chen and Yeh (1998) and ECLAC (2001) also made 

the same conclusion in their studies of banks in Taiwan and the Caribbean, respectively. More 

specifically, Khan (2005) found that total bank deposits, equity and assets in Pakistan increased 

after privatization. There were also marked improvements in the non-performing loans ratio, and 

the range and quality of products offered to customers. Conversely, Denizer, DinÇ and 

Tarimcilar (2000) found that the efficiency of the Turkish banking industry fell since aspects of 

financial liberalization were implemented. Similarly, Cook, Hababou and Roberts’(2001) study 

of the Tunisian banking sector revealed that there were no marked increases in efficiency in the 

time following liberalization. However, studies by Bhattacharyya, Bhattacharyya and 
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Kumbhakar (1997) and Hardy and Patti (2001) have yielded results indicating improvements in 

banking efficiency after liberalization in China and Pakistan, respectively. 

 

Ziorklui(2001) concluded that the restructuring of the banking sector and the liberal entry and 

exit policies resulted in the dynamic growth of banking and non-banking financial institutions as 

well as efficiency gains in Ghana. However, the author notes that financial reform carried out in 

countries where there exits an unstable macroeconomic environment has less chance of success 

than it does in countries where macroeconomic stability prevails at the time of reform. La Porta, 

López-de-Silanes and Shleifer (2000) observe that where government ownership is wide-spread 

there is a tendency for financial system development and economic growth rates to be retarded, 

primarily as a result of the impact on productivity. In terms of impact on consumers, a study by 

ECLAC (2001) indicated that privatization of commercial banks in the Caribbean led to 

considerable improvement in customer service and product innovation. With privatization banks 

introduced more efficient delivery channels such as Automatic Teller Machines (ATMs), debit 

cards, and internet and electronic banking. Similarly, Mosavi, Amirzadeh and Dadmehr 

(2012)found that during privatization there is a positive and significant relationship between 

customer expectations, customer inference from service quality and service value offered to 

them, with customer satisfaction. The authors believe that privatization is often accompanied by 

a customer-oriented approach which brings with it improved resources such as advanced 

software and hardware facilities, expansion of physical space of the branches and decreased cost 

of services. 

 

SECTION 4: METHODOLOGY AND DATA ISSUES 

 

“TARCSIMEL” 

 

Performance is often regarded as the greatest testimony to the success or failure of the 

privatization of a given entity. For  this reason indepth analysis relating to the performance of the 

bank pre-privatization and post-privatization was undertaken usingthe TARCSIMEL framework 

developed by Ziorklui (2001).This theoretical approach provides a comprehensive index of 

bankingefficiency and performance, and was used originally for analyzing banking institutions in 

Ghana and later applied to two specific banks in Pakistan by Khan (2005).  

 

Numerous proxies have been used to represent banking output and input in measuring bank 

efficiency. For example, the Production Approach developed by Sherman and Gold (1985) and 

Ferrier and Lovell (1990) views the output of banks as being bank deposits and loans. Similarly, 

the variant of the Intermediation Approach credited to Humphrey (1985) considers banks to be 

intermediaries of surplus funds which are packaged into loans and other assets, with the dollar 

value of deposits and loans measuring banking output. Others recommend that banking 

efficiency can be measured by collecting data on bank interest rate spreads before and after 
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privatization, while more traditional measures of bank efficiency include bank margins, 

transaction costs, and profits as measured by accounting data. 

 

Some of these measures are then included in indexes such as the Financial Institutions Rating 

System’s “CAMELS” and "CAMRRAL" analyses. Categories included in CAMELS are capital 

adequacy, asset quality, management quality, earnings, liquidity and sensitivity to market risk 

while those included in CAMRRAL comprise capital adequacy, asset quality, management 

quality, risk concentration, regulatory compliance, accounting and internal control, and liquidity. 

However, neither of these indexes provides the type of comprehensive performance 

measurement envisaged for this study. The "CAMRRAL" index does not emphasize the 

measurement efficiency of the banking institutions, while “CAMELS” does not include 

important banking measures such interest rate spread. Consequently, it was felt that the more 

comprehensive TARCSIMEL index would provide a better analysis of Bank of St. Vincent and 

the Grenadines’ performance before and after the change of ownership since it not only 

encompasses elements of both indexes but also includes other measures discussed above. 

“TARCSIMEL” is defined as follows: 

 

 

T=transaction cost, 

A=asset quality, 

R=risk exposure, 

C=capital adequacy, 

S=spread between deposit and borrowing rate, 

I=intermediation proxies of savings mobilization and credit allocation, 

M= management competence, 

E=earnings or profitability, 

L=liquidity 

 

One major drawback to the use of “TARCSIMEL” is that it relies primarily on published data of 

the bank, that is, financial and other reports. As a result data used in the calculation of measures 

within the index are for the most part drawn from the bank’s accounting records which 

themselves are subject to a variety of deficiencies. First, they are essentially interim reports and 

therefore lack full conclusiveness because actual gains and losses can accrue after they have been 

compiled. Second, the financial and accounting reports do not show the financial position of the 

bank in terms of current economic conditions because historical costs rather than current costs 

are given for most of the items in the financial statements used for analysis. Third, other factors 

which may affect the financial position and operating results of the bank may not be recorded in 

the accounting records because they cannot be stated in monetary values. Despite these 

drawbacks, accounting records are still generally accepted as the measure of firm performance, 

thus justifying the use of “TARCSIMEL” for the purposes of this study.  
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Applicable elements of the “TARCSIMEL” review analysis were calculated using financial 

reports for five years pre-privatization (2006-2010) and two (2) years post-privatization (2011 

and 2012). It is important to note that the change of majority ownership brought with it changes 

in accounting practices and policy which have affected the comparison of calculated measures. 

As of 2011 the accounting period of the bank was changed from July 1st-June 30thto January 1st-

December 31stto conform to the policies of ECFH and its other subsidiaries. The result is that 

while all of the periods in question represent a full year, the years post-privatization represent a 

different time period and so may be subject to seasonal and other fluctuations that may 

negatively affect the analysis. In an effort to mitigate any impact, where applicable averages of 

beginning and ending balances were used in calculating the performance measures. 

 

The elements of “TARCSIMEL” were compiled as follows (and reported in the Appendix): 

 

Transaction Cost 

Four proxies were selected to gauge any impact of privatization. These are Operating Cost as a 

percentage of Total Income, Staff Cost as a percentage of Total Income, Staff Cost as a 

percentage of Operating Costs and Average Staff Cost per Employee. Operating Cost includes 

items such as staff and administrative cost, losses on loans and advances, commissions and fees, 

and depreciation; while Total Income was calculated as net interest income plus other income, 

excluding recoveries of loans and advances for previous years. Staff Cost included salaries and 

other benefits and spending attributable to staff. 

Asset Quality 

The quality of a bank’s assets plays a critical role in determining its stability and performance. 

The most common measure of a bank’s asset quality is its loans and advances portfolio. In 

particular, the ratio of Non-performing Loans to Total Loans, and the ratio of Provision for 

Losses on Loans and Advances to Total Loans were pivotal to the analysis. 

 

Risk Exposure 

Interest Rate Risk 

Net Interest Income as a percentage of Total Income, and Interest Sensitivity Gap were used as 

proxies to measure the interest rate exposure of the bank. Net Interest Income was calculated as 

interest income less interest expense. The Interest Sensitivity Gap is the difference between the 

values of interest-bearing assets and liabilities of the bank. The value for the year 2010 was 

extracted from a re-issued financial report which was prepared because of concerns over 

incorrect valuations of assets and liabilities in the original financial report. As a result caution 

was taken when performing the analysis of this measure.  

Capital Risk 

Capital risk is an indication of how shareholders’ funds can absorb asset declines 

beforedepositors’ and creditors’ funds are put at risk. The higher the ratio of capital to advances, 
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the less the capital risk.Total Capital was calculated as Stated Capital plus Reserves but 

excluding Retained Earnings. 

 

Capital Adequacy Measurements 

At a time when banks globally are experiencing difficulties, capital adequacy is of grave concern 

for the soundness and safety of the financial sector. As such, its inclusion in the analysis was 

deemed to be mandatory, and embodied by the use of the ratio of Shareholder Contribution to 

Total Assets, and Basel International Minimum Capital Adequacy Standards as proxies. It is 

informative to note that the Basel Capital Adequacy Standards were not utilized by Ziorklui 

(2001) and Khan (2005) in their analyses. In addition to providing an indication of capital 

adequacy, this measure allows for comparision between Bank of St. Vincent and the 

Grenadines,and its regional and global counterparts. Total shareholders’ equity was used as 

Shareholder Contribution and Total Assets were taken at book value at the end of the respective 

periods. Basel’s International Minimum Standards for tier 1 capital is 8 percent, while total risk-

weighted assets should not fall below 15 percent. 

 

Spread Between Deposit and Borrowing Rate 

Interest Rate Spread is the difference between the average interest rate on loans and the average 

interest rate paid on deposits. It was calculated as: 

 

Interest Rate Spread =    Interest Received        –    Interest Paid 

   Interest Earning Assets        Total Deposit 

 

This approach shows a bank’s spread from the viewpoint of its customers. The Interest Rate 

Spread charged by institutions represents a cost imposed on their customers. The wider the 

spread, the greater the cost. Interest Received and Interest Paid were extracted directly from the 

Statement of Earnings for the relevant years while Total Deposits and Total Interest Earning 

Assets were calculated from the notes to the financial statements. Total Interest Earning Assets 

include cash on hand, a portion of deposits with other banks, Treasury bills, Government bonds, 

loans and advances, and a portion of investment securities. Unfortunately, prior to 2010 the 

elements needed for computation of Total Interest Earning Assets were not sub-categorized in 

the financial statements as required for separation from non-interest bearing assets. As a result 

the Interest Rate Spread could only be calculated for 2010-12. 

 

Intermediation Proxies of Savings Mobilization and Credit Allocation 

Diamond’s(1984) model of financial intermediation outlines the important function of banks to 

link lenders (depositors) to borrowers. The assumption is that privatization ought to improve the 

bank intermediation process, as measured by Demand Deposits/Total Deposits and Long-term 

Deposits (quasi money)/Total Deposits, which speaks to its ability to raise financial resources for 

credit allocation. Credit allocation, the second stage of the process, is measured by the following 
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intermediation proxies: Private Loans/Total Loans, Public Loans/Total Loans, Government 

Loans/Total Loans, and Total Credit/Total Deposit or the Loan Deposit Ratio; values of which 

were extracted from financial reports. 

 

Management Competence 

This is essentially the only element of “TARCSIMEL” that ideally should include qualitative 

variables. The measure of management efficiency is the extent to which resources at its disposal 

are used to generate income through the delivery of financial services to the public. With this in 

mind, Income/Total Assets and Income/Fixed Assets were chosen as the proxies to determine 

management competence. An efficient bank operation manifests in greater income per unit of 

assets relative to less efficient bank operations. 

 

Earnings and Profitability 

Earnings quality for a bank generally refers to the composition, level and stability of the bank’s 

profits. A bank’s ability to earn adequate return on its assets has direct bearing on its safety and 

soundness [Khan (2005)]. Returns on Assets and Equity, and Earnings per Share were chosen to 

represent the BOSVG’s earnings and profitability before and after privatization. 

 

Liquidity Management 

Liquidity management analysis surrounds the contractual maturity of the financial liabilities and 

the expected collection date of financial assets. Management also monitors unmatched medium-

term assets, the level and type of undrawn lending commitments, the usage of overdraft facilities 

and the impact of contingent liabilities such as standby letters of credit and guarantees. Cash as a 

ratio of Demand Deposits, Liquid Funds/Total Deposits and Liquid Funds as a ratio of Total 

Assets were chosen as proxies. Cash was calculated as cash on hand, deposited in other financial 

institutions and the Central Bank, while Liquid Funds was calculated as cash less mandatory 

Central Bank deposits. 

 

SECTION 5: FINDINGS AND DISCUSSION  

 

Although the Bank of St. Vincent and the Grenadines has only witnessed two (2) full years of 

operation since privatization, the data indicate that much has been changing in the way of 

performance and policy. As mentioned earlier measures of performance tend to paint the clearest 

picture regarding changes in the bank over the last seven (7) years since they act as links 

between results, policy and procedures. This is particularly evident when “TARCSIMEL” is 

introduced into the analysis. 

 

Transaction Cost 

Operating cost of the bank over the seven years averaged EC$28.8 million per year. Its 

movement was somewhat sporadic with changes in its value seemingly heavily affected by 
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losses on loans and advances, and staff cost.   In 2009, the bank recorded its highest operating 

expenses for the seven-year period (see Appendix). This was caused by unprecedented loan loss 

provisions and increased staff costs resulting from the start of a worker retrenchment programme 

in preparation for the divestment of the bank. Although the bank managed to reduce its costs in 

the first year after privatization (EC$28.8 million), in 2012 costs were once again on the increase 

(EC$29.8 million), surpassing 2010’s pre-privatization value of EC$29.1 million. Analysis 

revealed that sizable increases in costs attached to utilities, insurance and staff resulted in this 

digression. The number of staff employed moved from 182 in 2006, peaked in 2008 at 199 and 

moved to a much lower 156 in 2012. As a result, Staff Cost as percentages of Total Income and 

Operating Cost were lower in 2012 compared to 2006 (see Table 7 below). 

 

Table 7: Transaction Cost Proxies 

 

In terms of total income and income after tax, before privatization the bank enjoyed steady 

growth from 2006-2008, moving from EC$36 million to EC$46.7 million and EC$10.1 million 

to EC$15.8 million, respectively. However, 2009 and 2010 saw a drastic reduction in total 

income (EC$46.7 million in 2008 to EC$39.6 million in 2010) with tax credits from previous 

years being required to allow the bank to realize after-tax profit of EC$1.1 million in 2009 before 

slightly improving to EC$3.3 million in 2010. The fall in total income continued after 

privatization; in 2011 it was reduced further to EC$32.1 million before rebounding to EC$36.7 

million in 2012. Despite the reduction, BOSVG managed to increase its after-tax profit by 30.6% 

to EC$5.63 million in 2012, from EC$4.31 million (re-stated) in 2011. These changes are 

reflected in the transaction cost proxies in Table 7 above. 

 

 

 

Pre-Privatization Post-Privatization 

2006 2007 2008 2009 2010 2011 2012 

Operating Cost 

as % of Total 

Income  68.57% 55.37% 55.78% 88.33% 73.50% 89.52% 81.23% 

Staff Cost as a 

% of Total 

Income 25.90% 23.51% 22.81% 26.75% 29.47% 25.70% 23.80% 

Staff Cost as a 

% of Operating 

Cost 37.77% 42.45% 40.89% 30.29% 40.10% 28.71% 29.30% 

Average Staff 

Cost Per 

Employee 

 $  

51,329.67  

 $  

50,567.71  

 $  

53,618.09  

 $  

63,112.24  

 $  

64,125.21  

 $  

50,640.59  

 $  

56,009.62  
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Services loans and advances as a result of their draw down on a loan facility of $100 million 

from the Caribbean Development Bank which was used to refinance borrowings with 

commercial banks.This decline in mismatch has continued post-privatization reaching $24.6 

million and $23.99 million in 2011 and 2012, respectively. 

 

Capital Risk 

There is an inverse relationship between capital risk and exposure of depositors’ funds to 

risk.2006-2009 saw a decrease in the Total Capital to Loans ratio before improvement in 2010 

due to the reduction of total loans on the books. The subsequent increase in loans in 2011 and 

2012 relative to total capital has once again caused the ratio to deteriorate (see Table 9 below). It 

must be noted however that total capital does not include retained earnings or unrealised gains on 

investments which make up a sizeable portion of total equity, thereby necessitating caution when 

interpreting risk exposure. 

 

Table 9: BOSVG Capital Risk Exposure 

  Pre-Privatization 

Post-

Privatization 

2006 2007 2008 2009 2010 2011 2012 

Total Capital to Total Loans 8.28% 7.64% 6.47% 6.15% 7.24% 6.42% 5.53% 

 

Capital Adequacy  

Although “TARCSIMEL” recommends using the ratio of Shareholder Contribution to Total 

Assets as the proxy for capital adequacy, it was felt that Basel International Capital Adequacy 

Measurements would provide a better assessment of the bank’s position before and after 

privatization. The ratio of Shareholder Contribution to Total Assets is however still presented in 

Table 10 below, with the ratio for the most part reflecting increases in equity relative to total 

assets. 

 

Table 10: BOSVG Capital Adequacy: Equity to Total Assets 

  Pre-Privatization 

Post-

Privatization 

  2006 2007 2008 2009 2010 2011 2012 

Shareholder Contribution 

to Total Assets 8.43% 10.05% 11.10% 10.09% 12.10% 13.02% 11.93% 

 

For the period in question both Tier 1 Capital to Total Adjusted Risk-Weighted Assets and Total 

Qualifying Capital to Total Adjusted Risk-Weighted Assets were above the 8% and 15% 

minimum standards, respectively. In the years before privatization these ratios fluctuated heavily, 

moving from 15.1% and 23.4% in 2006 to 24.5% and 31.5% in 2007 before witnessing two 

consecutive years of decline resulting in a Tier 1 ratio of 20.3% and Total Capital ratio of 19.1% 
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after privatization the ratio seems to be on an upward trajectory, moving from 63.96% in 2010 to 

81.06% in 2011 and 82.91% in 2012 (see Table 12 below). 

 

Table 12: BOSVG Intermediation Proxies 

 Intermediation Proxies Pre-Privatization 

Post-

Privatization 

2006 2007 2008 2009 2010 2011 2012 

Demand Deposits to Total 

Deposits 20.45% 23.66% 22.92% 23.83% 25.64% 25.39% 27.05% 

Long-Term Deposits to 

Total Deposits 79.55% 76.34% 77.08% 76.17% 74.36% 74.61% 72.95% 

Private Loans to Total 

Loans 67.65% 69.43% 63.27% 65.74% 66.43% 83.06% 80.67% 

Government Loans to Total 

Loans 34.24% 32.01% 37.59% 36.99% 33.57% 16.94% 19.33% 

Total Loans to Total 

Deposits 75.34% 79.47% 88.20% 84.44% 63.96% 81.06% 82.91% 

 

In the five years before privatization, Demand Deposits to Total Deposits averaged 23.30% per 

year while Long-term Deposits to Total Deposits averaged 76.70%. In the two years after 

privatization no clear trend has emerged; Demand Deposits to Total Deposits fell marginally 

from 25.64% in 2010 to 25.39% in 2011 before increasing to 27.05% in 2012. Correspondingly, 

Long-term Deposits to Total Deposits increased from 74.36% in 2010 to 74.61% in 2011 before 

falling to 72.95% in 2012. The ratios of Demand Deposits and Long-term Deposits to Total 

Deposits can have significant impact on the financial performance of a bank. A higher Demand 

Deposits to Total Deposits ratio often means that the bank is paying less interest to its depositors 

compared to when the Long-term Deposits to Total Deposits ratio is higher. Lower interest 

expense can translate into better financial performance. While higher demand deposits may seem 

favorable, we must recognize that higher demand deposits should be met with greater liquidity in 

order to cover withdrawals of demand deposits since the inability to meet withdrawals could 

place the bank in a precarious position.  

 

Management Competence 

“TARCSIMEL” prescribes that Total Income to Total Assets and Income (after-tax) to Fixed 

Assets be used as proxies to gauge managerial performance since they measure the extent to 

which management uses resources at its disposal to generate income through the delivery of 

financial services to the public. Apart from 2006-2007 the Total Income to Total Assets and 

Income (after tax) to Fixed Assets ratios have been on a trend of decline in the years before 

privatization, although more severely in the case of the latter ratio (see Table 13 below).This 

resulted from a combination of falling after-tax income and increases in the value of fixed and 
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Table 13: BOSVG Managemen

  P

Management Competence 

Proxies 20

TotalIncome to Total Assets 5.

Income (after-tax) to Fixed 

Assets 31

 

Earnings and Profitability 

Earnings and profitability ratios 

the following proxies: Return on

(EPS). Over the review period th

bank witnessed healthy growth 

which resulted in ROAs of 1.74, 

the bank’s average total assets c

decline in after-tax income tha

witnessed an improvement to 0.4

and 2012 (0.61% and 0.76%) as

assets (see Figure 6 below) 

 

 

1.74% 2.25%

22.07%
24.28

0%

5%

10%

15%

20%

25%

2006 2007

Figur

nd Commerce                     Vol. 4 No. 7                 

et. Although the decline of these ratios carried in

them increase for the first time in six years, mov

nd 8.75% in 2012, respectively, possibly indicatin

ent Competence Proxies 

Pre-Privatization 

2006 2007 2008 2009 2010 

5.96% 6.28% 6.19% 5.69% 5.55% 

310.35% 349.39% 305.88% 19.23% 12.78% 

s are used to evaluate the efficiency of banks and

on assets (ROA), Return on equity (ROE) and Ea

 the movement in all three measures were somewh

th in average total assets and after-tax income 

4, 2.25 and 2.24%, respectively (see Appendix I).

s continue to grow in a major way, it was the E

hat resulted in the ROA falling to 0.14%. The

43% before this gain was consolidated post-priv

as a result of growth in after-tax income relative

25% 2.24%

0.14%
0.43% 0.6

4.28%

21.11%

1.34%
3.93%

4.87%

2008 2009 2010 2011

igure 6: BOSVG ROA & ROE

Return on Assets Return on Equity

   September, 2015 

23 
 

 into the first year 

oving from 4.60% 

ing a change in the 

Post-

Privatization 

2011 2012 

4.60% 4.71% 

 7.04% 8.75% 

and are captured in 

Earnings per share 

what sporadic. The 

 from 2006-2008 

I). While 2009 saw 

e EC$14.7 million 

he following year 

ivatization in 2011 

ve to average total 

 

0.61%
0.76%

.87% 6.13%

2012



International Journal of Arts and Commerce                ISSN 1929-7106               www.ijac.org.uk 

 
 

24 
 

Despite annual increases in average total equity for the entire review period BOSVG’s after-tax 

income failed to keep pace with this growth, thereby resulting in fluctuations of ROE. For 

example, though there was an increase in after-tax income of EC$1.6 million in2008 ROE 

declined from 24.28% to 21.11% due to an EC$16.4 million increase in average total equity (see 

Appendix). The major fall in after-tax income in 2009 resulted in a 19.77 percentage point 

decline in ROE. Gradual improvement in after-tax income thereafter saw a rebounding in the 

next three years (3.93% in 2010, 4.87% in 2011, and 6.13% in 2012); 2011 and 2012 being post-

privatization years. Earnings per share has also been a function of after-tax income; its growth 

corresponded with increases in after-tax income from 2006-2008, its decline with near losses in 

2009 and its subsequent rebound with gradual improvement in after-tax income from 2010-2012 

(see Table 14 below). 

 

Table 14: BOSVG Earnings and Profitability Measures 

Pre-Privatization Post-Privatization 

2006 2007 2008 2009 2010 2011 2012 

Return on Assets 1.74% 2.25% 2.24% 0.14% 0.43% 0.61% 0.76% 

Return on Equity 22.07% 24.28% 21.11% 1.34% 3.93% 4.87% 6.13% 

Earnings Per Share 2.02 2.84 3.16 0.21 0.33 0.49 0.56 

 

Liquidity 

Liquidity management seeks to ensure the availability of funds to meet withdrawal of demand 

deposits, reserve requirements needs and short term expenses of the bank. TARCSIMEL 

recommends that Cash as a ratio of Demand Deposits, Liquid Funds/Total Deposits and Liquid 

Funds as a ratio of Total Assets be used as proxies. Cash to Demand Deposits essentially 

measures the bank’s ability to meet customer withdrawals of demand deposits, Liquid Funds to 

Total Deposits and Total Assets speak to the percentage of deposits and total assets that are 

maintained in the most accessible forms. Inspection of these three measures reveals that there 

have been major reductions in the two years after privatization relative to the five years before 

divestment.  Between the years 2006-2010 Cash to Demand Deposits averaged 63.51%, while 

Liquid Funds to Total Deposits averaged 10.93% and Liquid Funds to Total Assets averaged 

9.26%. These percentages peaked in 2010 as a result of major increases in cash and liquid funds 

on the balance sheets caused by the transactions related to the change of majority ownership. 

 

In the two years post-privatization, BOSVG significantly reduced the cash and liquid funds 

balances on their books as they sought to channel resources to income-generating uses such as 

loans and advances (see Appendix). The Cash to Demand Deposits, Liquid Funds to Total 

Deposits and Total Assets fell from 86.98%, 15.51% and 12.71% in 2010 to 31.63%, 2.90% and 

2.33% respectively in 2011, before increasing slightly in 2012(see Table 15 below). 
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Table 15: BOSVG Liquidity Measures 

 

Policy and Procedural Changes 

The success or failure of BOSVG’s privatization must also be examined in the context of other 

occurrences at the bank that may not necessarily be reflected in the TARCSIMEL analysis, or at 

least not just yet. The study has revealed several important changes and developments that might 

play an eventual role when the government’s decision to divest its holdings of the bank is re-

examined in subsequent years. For example, the rebranding of the bank with the aim of 

launching a new brand identity, deepening existing loyalty and expanding its client base can be 

considered a positive development. 

 

Since the change of ownership the bank has highlighted its intention to reposition with renewed 

focus on high-quality customer service. To achieve this goal there have been notable changes 

geared towards improving customer satisfaction and comfort. Important initiatives taken in this 

regard include the opening of the bank's new headquarters at Reigate, Kingstown in 2011and the 

upgrade of the Bedford Street branch in 2012. 

 

Related to the idea of improved customer service is the attempt by the BOSVG to aggressively 

expand its retail business through the provision of innovative banking products and services at 

competitive rates. For example, the introduction of a new international debit card service has 

been a welcomed new product for customers and has resulted in greater income for the bank 

through commissions and fees attributed to an increase in the number of merchants who use the 

bank’s services. Since privatization the bank has also introduced the concept of wealth 

management to its customers as part of the new brand, thereby providing alternatives to the 

traditional savings plans. BOSVG has also sought to improve its electronic banking facility 

through the offering of innovative additions such as “4 Sight” where customers can now view 

banking documents such as cheques, transfer forms and memos online.  

 

The bank has also adopted the other ECFH subsidiaries’ “one stop shop” model where 

employees are now expected to provide a full range of products and services to customers 

without the need for interaction with any other members of staff. In other words, select staff 

members are now able to perform tasks such as opening accounts, conducting transactions and 

  Pre-Privatization 

Post-

Privatization 

2006 2007 2008 2009 2010 2011 2012 

Cash to Demand Deposits 59.90% 62.84% 53.98% 63.30% 86.98% 31.63% 34.48% 

Liquid Funds to Total 

Deposits 8.13% 11.74% 9.26% 10.99% 15.51% 2.90% 3.88% 

Liquid Funds to Total 

Assets 6.99% 9.83% 7.63% 9.11% 12.71% 2.33% 3.17% 
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taking loan applications in order to facilitate customers conducting all their business at a single 

station. Work is also currently on-going on the implementation of a new model for branches 

geared specifically at facilitating the change from a product-oriented to a customer-based entity. 

To support these initiatives the bank has commenced the relevant training and change 

management programmes. 

 

Since privatization the bank has highlighted the need to strengthen the corporate governance and 

risk management structures to provide greater assurance of soundness and stability. This may 

give credence to the view that perceived gains through improvement in corporate governance 

and management of the bank formed part of the motivation of ECFH in making the purchase. 

The most notable changes have come in the area of customer service, products (discussed above) 

and credit administration. Also, to address the issue of political involvement which adversely 

impacted the functioning of the Bank, ECFH has implemented more stringent procedures for 

extending large amounts of credit including, for example, mandatory risk reviews performed by 

the parent company in St. Lucia and maximum lending limits which the Managing Director and 

Manager of Credit Administration can authorize without referring the proposal to the Board of 

Directors or parent company. 

 

Although most of the important corporate governance mechanisms were in place prior to 

privatization, an examination of the system of corporate governance highlighted some possible 

areas of concern for the bank. For example, the BOSVG does not have a nominating committee, 

conduct review committee, risk management committee, investor relations unit or a corporate 

governance committee, and while it does have an audit committee, accounting expertise is 

conspicuously absent from its membership. There was also some residual concern about the 

Board facing pressure on deciding important institutional issues of a political nature since, at 

present, the government appoints two of the nine Directors. Other areas of concern include the 

lack of formal succession planning for Directors, absence of arrangements for shareholder voting 

through mail or electronic mediums and non-disclosure of management shareholdings in annual 

reports. 

 

In the realm of corporate social responsibility the bank has more or less maintained the policy of 

building sustainable linkages with communities through investment in special projects and 

causes. For example, the institution has retained well known projects such as secondary and 

tertiary education scholarships for children of staff and customers. During 2011, BOSVG 

corporate social responsibility activities included a significant donation to the health sector with 

the joint acquisition of a CT Scan machine for the MiltonCato Memorial Hospital in Kingstown; 

substantial disaster relief was also provided to persons in the north of the country who were 

affected by the storm in April 2011; and support has continued for other critical sectors such as 

youth and sports, culture and education. The same can be said of the bank in its second full year 
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of post-privatization operation despite a slight reduction in expenditure on advertisements and 

sponsorships. 

 

Comparison to other studies 

The findings of this study can be compared to other studies which have focused on the effects of 

privatization and financial sector reform in developing economies. The results using the 

“TARCSIMEL” index are fairly similar to those of Ziorklui (2001) and Khan (2005) who found 

that efficiency indicators of the banking sector improved with financial sector reform. 

Specifically, the transaction costs of the banks covered in their studies declined while the quality 

of the assets and the capital adequacy position were enhanced. While the limited data on BOSVG 

do not yet allow us to concretely make these conclusions, there are signs that these trends are 

developing at the bank. Other benefits realized for BOSVG are profit enhancement, greater focus 

on customer satisfaction and comfort, and product innovation. The finding of a more customer-

focused institution with privatization was previously observed by ECLAC (2001), Khan (2005) 

and Mosavi, Amirzadeh and Dadmehr (2012).     

 

However, unlike the findings of Ziorklui (2001) and Khan (2005), BOSVG’s non-performing 

loans ratio increased in the years post-privatization. This should not be viewed as condemnation 

of privatization since, as mentioned earlier, government loans were not categorized as non-

performing in the years prior to privatization. BOSVG however witnessed a marked reduction in 

its interest rate spread in the post-privatization years; this was not the case with the banks studied 

by Ziorklui (2001) and Khan (2005). 

 

Overall, BOSVG’s journey through the periods before and after privatization can be considered 

generally similar to those travelled by the banks covered in studies undertaken by Verbrugge, 

Megginson and Owens (1999), ECLAC (2001) and Beck, Cull and Jerome (2005). These studies 

also found that privatization brought improvements in bank performance in critical areas that are 

likely to spawn future gains in efficiency and performance. Such a positive result however 

contradicts those obtained by Denizer, DinÇ, and Tarimcilar(2000), and Cook, Hababou, and 

Roberts(2001) among others, who have concluded that there were no marked increases in 

efficiency in the time following privatization or liberalization within the banking sector.  

 

SECTION 6: CONCLUSION 

 

The announcement that majority ownership of the National Commercial Bank was to be sold was 

met with an expression of concern as to whether the move would prove beneficial to government 

and the bank.Independent assessments conducted by agencies including KPMG and PWC have 

already concluded that the price paid constitutes a fair market value for the acquisition. The 

government therefore benefited financially, not only from the initial sale but also through further 

divestment and dividends paid out to shareholders with the suspension of the dividend payout 
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moratorium implemented pre-privatization. The questions that remained to be answered which 

motivated this study surrounded whether or not the bank itself and its stakeholders have 

benefited or stand to benefit from the privatization of the entity through sale of majority 

ownership to ECFH. 

 

While only two years of post-privatization performance does not allow for very many concrete 

conclusions on the efficacy of the privatization exercise, there are many developments that can 

be of comfort to its proponents. The performance analysis undertaken has unearthed that prior to  

privatization, many aspects of the bank’s performance can be viewed as being kept artificially 

favourable as a result of the accounting treatment of the government’s business with the bank. 

For example, there were no provisions for losses or impairment of government debt which had 

the effect of reflecting higher profitability, ROA and ROE, and lower non-performing loans. 

However, when the veils were lifted in preparation for the sale in 2009 the financial status of the 

bank looked different. 

 

During the post-privatization years the bank significantly waned itself of its dependence on the 

government through drastic reduction in Government Loans to Total Loans, thereby severing the 

rope that tied its fortunes. Moreover, after the initial heartache of this divorce BOSVG has 

witnessed a rebound in profitability, ROA, ROE, and its asset base through increases in total 

loans and advances, total deposits, capital adequacy, inter alia. There is also little doubt that 

corporate governance at the bank has improved since the change of ownership. The reduced role 

of government in the day to day operation of the bank and increased oversight through newly 

implemented policies and procedures are thought to be among the list of contributors to the on-

going rebound.  

 

The bank’s shift to a more customer service-based institution, and the introduction of new 

products and services are also positive developments at the bank. Customers seem to be 

heralding these moves and displaying their approval through their growing numbers and 

increased usage of the bank’s services. Though it cannot be said for certain that the privatization 

of the bank has been a complete and utter success across the board, later analysis using data from 

future years of post-privatization operation may well cite this study’s cowardice for having not 

done so. Such efforts, while continuing to focus on the financial performance of the bank, should 

also examine the views of the staff and customers about the privatization experience.   
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APPENDIX 

Key measures extracted from BOSVG’s financial reports 2006-2012 

 

  Pre-Privatization Post-Privatization 

Expenses & 

Income 2006 ($) 2007 ($) 2008 ($) 2009 ($) 2010 ($) 2011 ($) 2012 ($) 

Operating 

Cost 24,737,000 22,869,000 26,095,000 40,843,000 29,104,785 28,751,282 29,817,041 

Total Income 36,075,000 41,304,000 46,781,000 46,241,000 39,598,209 32,115,654 36,707,066 

Income 

Before Tax 11,251,000 18,423,000 20,711,000 5,421,000 814,867 5,189,234 6,938,383 

Income After 

Tax 10,108,000 14,220,000 15,820,000 1,109,000 3,310,088 4,310,331 5,633,936 

Staff Cost 9,342,000 9,709,000 10,670,000 12,370,000 11,670,788 8,254,416 8,737,501 

# of Staff 182 192 199 196 182 163 156 

Pre-Privatization Post-Privatization 

LOANS & 

ADVANCES 2006 ($) 2007 ($) 2008 ($) 2009 ($) 2010 ($) 2011 ($) 2012 ($) 

Total Loans 392,276,000  437,803,000  548,899,000  569,256,000  409,561,753  454,708,591  526,815,064  

Private Loans 265,367,000  303,972,000  347,311,000  374,216,000  272,062,786  377,658,506  424,976,522  

Public Sector 

Loans 134,320,000  140,119,000  206,340,000  210,553,000  137,498,967  77,050,085  101,838,542  

Performing 

Loans 380,884,000  428,169,000  537,182,000  517,885,000  383,354,442  421,088,926  491,743,468  

Non-

performing 

Loans 11,392,000  9,634,000  11,717,000  51,371,000  26,207,311  33,619,665  35,071,596  

Provisions 7,411,000  6,288,000  4,752,000  15,513,000  8,023,475  5,033,014  6,303,374  

              

Interest 

Income 45,098,000 49,005,000 47,042,000 51,011,000 51,916,881 44,465,808 46,347,376 

Interest 

Expense 17,867,000 18,187,000 19,434,000 22,914,000 22,709,015 20,504,576 20,268,190 

Net Interest 

Income 27,231,000 30,818,000 27,608,000 28,097,000 29,207,866 23,961,232 26,079,186 

Pre-Privatization Post-Privatization 

ASSETS, 

CAPITAL 

& EQUITY 2006 ($) 2007 ($) 2008 ($) 2009 ($) 2010 ($) 2011 ($) 2012 ($) 

Cash 63,788,000  81,902,000  76,991,000  101,682,000  124,148,387  45,047,725  59,258,809  

Liquid Funds 42,341,000  64,684,000  57,641,000  74,069,000  90,737,302  16,271,735  24,675,000  

Fixed Assets 3,257,000 4,070,000 5,172,000 5,766,000 25,893,332 61,246,007 64,392,388 
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Total Assets 605,508,000  657,707,000  755,245,000  813,249,000  713,656,519  697,422,887  778,617,932  

Average 

Total Assets 579,952,000  631,607,500  706,476,000  784,247,000  763,452,760  705,539,703  738,020,410  

Total Equity 51,019,000  66,098,000  83,813,000  82,030,000  86,363,214  90,787,268  92,881,509  

Average 

Total Equity 45,799,500  58,558,500  74,955,500  82,921,500  84,196,607  88,575,241  91,834,389  

Total Capital 33,078,000  33,937,000  35,832,000  35,940,000  29,506,612  29,506,612  29,506,612  

Pre-Privatization Post-Privatization 

DEPOSITS 2006 ($) 2007 ($) 2008 ($) 2009 ($) 2010 ($) 2011 ($) 2012 ($) 

Demand 

Deposits 106,491,000  130,335,000  142,633,000  160,632,000  160,104,037  142,439,888  171,858,156  

Long Term 

Deposits 414,168,000  420,539,000  479,708,000  513,530,000  464,332,578  418,497,575  463,536,340  

Total 

Deposits 520,659,000  550,874,000  622,341,000  674,162,000  624,436,615  560,937,463  635,394,496  

  Pre-Privatization Post-Privatization 

INTEREST RATE SPREAD 2010 ($) 2011 ($) 2012 ($) 

Interest Received 51,916,881 44,465,808 46,347,376 

Interest Paid 22,709,015 20,504,576 20,268,190 

Interest Earning Assets: 

Cash on Hand 11,370,503 16,209,497 24,612,762 

Deposits in other Banks 2,955,364 3,378,870 5,635,404 

Treasury Bills 7,254,565 4,643,605 4,633,348 

Government Bonds 28,098,493 10,514,894 10,032,877 

Loans and Advances 482,005,143 454,708,591 526,815,064 

Investment Securities 94,723,346 76,878,402 58,564,702 

Total Interest Earning Assets 626,407,414 566,333,859 630,294,157 

 


