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SUMM4ARY AND CONCLUSION
 

1. This report, based on a relatively brief study and
 
visits to a number of countries in the Caribbean, eval­
uates the institutional mechanisms available for channel­
ing resources, domestic and foreign, into the non-agricul­
tural directly productive sectors. Study of documents and 
consultations with a wide array of knowledgeable people 
leads to the conclusion that the availability of finance 
is not the most important factor limiting investment in the 
priority sectors. 

2. Nevertheless, there are some countries in the region 
where favourable factors have bcen operating to attract 
investors into the sectors, or where recent reverses in 
government economic policy now permit the latent demand 
for loanable funds "to find its expression in increased de­
mand for domestic term finaice and the associat'ed command 
over foreign exchange and import licensus when partially
 
financed from abroad. St. Lucia, Antigua, Barbados, and
 
Belize appear to fall in the first category, Guyana and
 
Jamaica in the second.
 

3. The financial gap causing most concern is the limite
 
availability of medium fixed term finance to small scale
 
enterprises, which can be roughly divided into two sub
 
groups, experienced small entErprises and inexperienced.
 
The former have a higher net worth and some experience as 
borrowers from commercial banks, although they us;ually have 
limited competence in new fields such as manufacturing.
 
These enterprises, which have been given little attention
 
by the government owned DFCs, have not been adequately
 
served by the commercial banks who are not able or willing
 
to extend term finance to these "high risk" enterprises.
 
The commercial banks have riot built up their capacity to
 
appraise projects properly. The inexperienced business
 
enterprises involve undue risks for the private banks; the 
DFCs established by governments have tried to close this 
gap but have not done so with any success-, in the LDCs which 
constitute a special problem because of their small market 
and the high cost of servicing such a market through a 
specialized institution (or one which has other high cost, 
high risk operations thrust upon it). 
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4. Lending to the inexperienced business group aspiring
 
to erter ,or expand small businesses into manufacturing
 
operations must remain the responsibility of the DFCs.
 
These enterprises have had no experience with the commercial
 
b
'iust
nks and will acquire it only slowly. External agencies
 
must assist these efforts on a non-reimbursable basis and
 
governments must be prepared, despite their tight fiscal
 
situation in the LDCs, to contribute equity in a timely
 
manner. Fortunately, the volume of business with this
 
group is not likely to be large, depending as it does for
 
-the gradual accumulation of business experience on the part 
of business clients and a high level of organization, co­
ordination, and management skills among the financial in­
stitutions and other bodies which will be providing
 
technical assistance.
 

5. Primarily to meet the financial requirements of the
 
experienced small scale business enterprise, a Caribbean
 
Industrial Finance Facility for Small Scale Enterprises
 
should be established in the CDB. This facility would op­
erate throogh DFCs and a wide array of private financial
 
institutions, particularly the commercial banks. These
 
banks have a broad network of branches even in the LDCs
 
and will be able to fill the financing requirements of the
 
more experienceu business enterprises at a much lower cost 
than would the DFCs. However, the DFCs also can be expec­
ted to participate, particularly in rhe MDCs.
 

6. Thct Facility would be available to extend rediscounts 
on terai loans up to US $100,000s eoivalent to enterprises
which are below a certain net/value, a figure yet to he 
determined. The private banks participatin woul.d:,'<iake the 
full commercial risk. To be eligible to particTpate in 
a specific country of the region they would have to estab­
lish a project unit at the district manager or branch
 
level capable of project appraisal, including the assessment
 
of financial rates of return. The private bank would also
 
have to include in its corporate plan a target figurel for
 
overall lending by the participating branch to the manufac­
turing sector.
 

7. Term loan rediscounts would be subject to review by
CDB, or its agent in the case of some MDCs, but usually 
on L no objection basis after a breaking-in period. These 
rediscounts would be available to cover permanent working
capital as well as fixed assets. 
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In'erest rates would be high enough - 12%- to 
to encour­give financial intermediaries sufficient spread 

but wvould bear a reasonableage their participation 
relationship to the costs of lending, the risks of lend­

ing to SSEs, and the advantages of medium terms (5 - 10 

years) loans with grace periods sufficient to cover the
 

period of construction and initial market penetration.
 
With funds available from abroad on concessional interest 

rates governments and the CDB together could support 

business counseling and othcr services to SSEs. 
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]1'TRODUCTION
 

Achievement of the economic development rbjectives 
of the countries of the Caribbean region, including the 
provision of adequate employment opportunities, requires 
better mobilization of the human and financial resources 
of the countries of the region and the more adequate use 
of the external resources available to them. 

A proper balance must be established between in­
vestment in economic infrastructure, social infrastructure,
 

agriculture, tourism, and manufacturing. External capital
 

channeled through the Caribbean Development Bank is
 
playing an important role and can be increasingly effective
 

in channeling both domestic and external resources into
 

high priority investment.
 

This report is directed to establishing improved
 
instituti onal mechanisms for channeling resources, domestic
 
and foreign, into the non-agricultural, directly productive
 
sec tors.
 

The availability of finance is not the most impor­
tant factor limiting the expansion of directly productive 
investment in these fields. It seems evident that there 
are many other constraints limiting such investment in all 
countries of the region. 

However, there are some countries where in the short 
run removal of financial constraints - internal, external 
or both - can play an important role. In the future, 
other countries will join the group, sometimes because of 
trans iory economic reverses, but over the long run be­
cause of (a) the progressive development of an industrial 
entrepreneurial, managerial, and ,investor group, (b) a 
lctter trained and industrially oriented labor force, (c) 
improvements in the administration of industrial incentive 
and promotion programs, (d) the better provision of techni­
cal assistance, market information, and other non-financial
 
services to the manufacturing sector, (e) expansion of
 
agricultural production, establishing a more adequate base
 
for agri-industry, and (f) the development over time of a
 
more effective transport system and other infrastructures.
 



Conscious private and public action is being taken 

in many countr:ies and will hopefully be taken in othcrs 
of these forces. The moreto accelerate the operation 

these forces are successful, the greater will investment 

opportunities emerge in the non-agricultural directly­

productive sectors. When such opportunities are expanded, 

financial constraints can be a major drag on e onomic 

development. Financial intermediaries which arde capable 

of efficiently transferring funds from "surplup" households 

and business enterprises to "deficit" entitie can contri­
bute greatly to the development process, part Ilcularly if 

the financial institutions themselves have dexloped a 

system for identifying capable business enterprises having 

good investment projects.
 

This report is based on a relatively brief study and 
short visit to the region. During the study the author 
had access to a wide array of documents dealing with general 
economic problems and, in particular, financial problems.
 

He consulted with government officials, private bankers,
 
private manufacturers and their associations, and officials
 
of external agencies. He visited Barbados, Guyana, St. Lucia,
 

Dominica, and Antigua. A list of persons interviewed is 

contained in Attachment 1. 

2
 



THE FINANCIAL SYSTEM
 

The ecoromniIs of the region are mixed, with both the 
public and private sectors playing important roles. The
 
countries vary greatly in this respect, however, with
 
Guyana having assigned the most important role to the
 
public sector. 

This report is not directed to the important

questi on of' channeling financial resources to state enter­
pric;es, although many of the financial intermediaries, 
including private commercial banks, are involved in this 
process. We shall concentrate our attention on invest­
ment activity in the private sector, which is the dominant 
form in most of the countries of the region. All countries, 
including Guyana, are interested in expanding private 
investment in the non-agricultural directly productive 
sectors.
 

Both as collectors of private savings and as lenders
 
to the private sector the private commercial banks, many 
of them foreign owned, are the most important financial in­
stitutions in the region. Traditionally, under the
 
colonial system, they played a key-role in the development
 
of the agricultural export sectors and the import trade.
 
As the economics of the region have developed over the past
 
thirty (30) years the commercial banks have entered many 
new fields, particularly tourism, manufacturing, and 
personal installment credit. Their involvement in the 
f:inancing of food crops for domestic production has also 
increased, and efforts are being made to participate in the 
financing of small holder agriculture. 

The private commercial banks have a long and broad 
experience in the region. In more recent years Canadian 
and U.S. banks have established offices in many of the coun­
tries of the region until now there are a large number 
of banks serving even the smaller territories. (See Attach­
ment 2). Competition for loans and deposits has increased. 
ScTre of the newer banks establishing themselves in the 
region had more progressive management. This had an effect 
upon the other banks operating in the region. 
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While changes have taken place, the banks, with, 
their heavy dependence on domegtic deposits with a
 
maturity of one year or less and with the volatility of
 

deposits associated with-high dependence on external
 
trade and capital movements, have been reluctant to
 
extend medium and long term loans. Moreover, with the
 
limited development of the manufacturing sector, it was 
considered more prudent to reserve whatever medium term 
lending was available-to the real estate and installment
 
sector categories.
 

More important, the experienced, training and 
organization of the banking sector had so long been or­
iented toward the distributive sectors, it was not easy
 
for the banks to shift rapLdly to the newer sectors,
 
particularly manufacturing.
 

in manufacturing and tourism, the banks continued
 
to focus on short-run liquidity analysis, which given an
 
edge to the well established larger business enterprises
 
with excellent credit records. Small and medium scale
 
enterprise in these "high risk" sectors were not easy to 
incorporate into the banks' clientele. Bank staffs have
 
n~t been trained to assess projects in this area, although
 
it must be recognized that their knowledge of the business
 
community gives them a head start compared with newer
 
institutions without broad contacts.
 

Partly in response to the real and partly in response 
to the perceived limitations of the commercial banks many 
governments in the region have established development 
finance corporations (DFCs), industrial finance corporations,
 
and the like. These institutions were established some
 
years ago in the MDCs and only in the 70's in the LDCs. In
 
some cases these governmental entities were designed to
 
serve larger borrowers as well as small borrowers in the
 
new sectors; sometimes they were designed to provide medium
 
and long term finance not only to manufacturing but also
 
to agriculture, students and housing. In a few instances
 
separate financial corporations were set up to serve the
 
very small manufacturing sector.
 

The experience with these institutions has been mixed,
 
although virtually all have had serious financial problems.
 
Governments have been reluctant and sometimes unable to
 
provide equity capital sufficient to cover operational needs
 
for even a few years ahead. Lending decisions have fre­
quently been taken under political pressure.
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Government financial institutions serving a broad 
spectrum of business clients must necessarily be 
extending loans to enterprises whose owners are among the 
more affluent members of the society. It is not easy to 
justify the losses incurred in lending to such enter­
prises in the region's current political environment. This
 
makes it doubly difficult to rehabilitate and restructure
 
the finances of government-owned institutions which find
 
themselves with severe financial problems requiring the
 
immediate injection of new equity capital and the provision
 
of cash resources.
 

The government-owned DFCs which operate in the LDCs 
of the region have particularly serious problems calling 
for immediate solution. These problems have been thorougly 
analyzed in a recent study commissioned by U.S. AID,. . 
"Employment Generation Through Industry and Commerce," par­
ticularly Vol. III, Business Analysis and Systems Infor­
nation Corporation, undated. The countries covered include
 
the Leeward and Windward Islands and Belize. While these
 
DFCs suffer from a wide range of deficiencies, they have
 
an underlying weakness stemming from the limited size of
 
the markets served, present and projected, and the relative­
ly high costs of serving such markets through specialized
 
credit institutions. 
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THE NATURE, INCIDENCE, AND MAGNITUDE OF THE FINANCIAL GAP
 

In evaluating the financial system serving non­
agricultural directly, productive enterprise in the region 
it is useful to distinguish among three groups of 
borrowers: (1) largZ and experienced enterprises, both 
domestic and foreign, which may or may not have their 
experience in directly productive sectors but which have 
gained the full respect of the commercial banks and have 
and excellent credit record, (2) small scale enterprises
 
controlled and/or managed by persons with some business
 
experience, usually no record of performance in manufactur­
ing, but with contact with commercial banks as borrowers, 
(3) small scale enterprises with little if any business
 
experience, being promoted by persons having only:- little
 
net worth and no experience in borrowing from the cormnercial
 
banking system. 

Enterprises in both of the last two categories will
 
be called small scale enterprises (SSE.,) in this report. 

Larp-e Enterorises
 

., :in 
the commercial banks noz cnly to short tcrm working 
capital loans but also medium term finan-ce for covering 
their fixed capital requirements. Most of these enter-

This fi.st group is served well, having acce;s 


prises are able to obtain five (5) year term loans and many 
are able to repay on lhe basis of a 10-year aMortizatlion 
schedule with high probability of renewal for another five 
years at the expiration of the first. five-year (5) term. 

The interest rate on these term loans is not necess­
erily fixed, the lender frequently having the option to 
increase the rate at the beginning of each year, depending 
on market conditions. Most of these borrowers enjoy 
prime interest rates. 

The larger foreign and domestic enterpr'lses in this 
group also have access to foreign capital via their banks 
for medium term export credit for capital (quipment. 

Domestic enterprises in this group or the domestic 

partners of foreign enterprises would presumably have greater 
difficulty in mobilizing the equity -ontribution which would 
be required in a booming investment environriment, but there 
are regional iristi tu ti ons having Lhe authority to provide 
such requirements (CDB and CIC). 
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With respect to this first group, when the indivi­
dual investment project would call for resources in a
 
volume 'beyond the capacity of a single commercial bank
 
in the area, there are regional and international sources
 
of term finance and equity, including the CDB, IDB, IBRD,­
and 1FC. If projects require even longer terms than the
 
commercial banks can provide, these institutions are
 
available for meeting the needs of large undertakings.
 
This is true even for countries in which, because of per­
ceived country credit risks, foreign private credit is not
 
generally available. The recent IFC investment in Guyana
 
is the most notable example.
 

Many of the firms (including foreign enterprises)
 
capable of entering the export markets fall in this first
 
group. There is a growing consensus in the region that
 
the expansion of manufacturing oriented to exports is very 
important in the near term for creating employment oppor­
tunities and easing balance of payments constraints. If
 
promotional activity already initiated in many of the 
countries of the region and designed to attract foreign 
enterprises meets with success, there could be a substantial 
increase in the demand for loan funds by this first group.
in some fields - hotel construction for example - recourse 
for a substantial part of investment funds to local finan­
cial Institutions is customary. It was not possible for
 
the author in the time available to evaluate the potential 
gap. Hotel construction, however, has not been taking place 
on a large scale in the last few years. Foreign enterprises

of the type attracted to the region are accustomed to lease 
rather than construct factory buildings. The ongoing 
program of financing industrial estates will presumably 
take care of these needs.
 

The CDB will wish to keep under continuing review the 
financial needs of this first group of business enterprises, 
but no financial gap of consequence is apparent than cannot 
be filled by the direct action of the CDB itself or allied 
regional and international financial institutions. Joint 
or prallel financing arrangements with commercial banks 
and other institutions should be considered if the need 
arises. This need could emerge if credit conditions abroad 
,hould tighten simultaneously with an investment boom in 
the region. The CDB should be expected under such condit­
ions to help close the financing gap which even enterprises 
in the fir,:t, group would exper:ience. 
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Experienced Small Scale Enterprises
 

The availability of term finance to this secor,,d group 

is limited, particularly for new enterprises in the hianu­

facturing sector or enterprises having significant 

expansion programs. It is difficult to assess the volume 

of unsatisfied legitimate demand which existing financial 

intermediaries have been unable to supply because of their 

own inadequacies. it seems to be the consensus of most 

people consulted, including representatives of these enter­
prises, that except in a few countries in the region the 

volume of legitimate unsatisfied demand is not large.
 

The commercial banks are vulnerable in not modifying
 

their practices to be in a better position to serve this
 

group, but it is generally recognized that the non-financial
 

constraints summarized in the Introduction are over­

riding in most of the countries of the reFion. The DFCs
 

for the most part have concentrated on the SIC program
 
serving the third group.
 

Assistance in project identification and preparation,
 

as well as administrative improvements in the incentive 

system, are particularly important for this group.
 

Those small firms in this group already in the manu­

facturing field and recognized to have a high level of
 

business competence and adequate collateral are probably
 

doing reasonably well in obtaining acoCess to credit on 
reasonable terms, so long as overall credit conditions in 
the country concerned are not tight.
 

For the new firms in manufacturing, difficulties are
 

being encountered. It is not easy for such firms to obtain
 

credit on adequate terms, including a long enough period
 

of grace on principal repayments to ease the cash flow
 

during the start-up and initial market penetration period.,
 
The banks are not so ready to grant five to ten year loans
 

to this group, and the renewal of overdraft facilities in
 

the case of a credit squeeze is more in doubt.
 

Given the difficulties which these enterprises face 

even when reasonably well managed, it is important for them 

to have access to permanent working capital on a medium 
term basis. This is seldom provided either by the commercial 
banks or the DFCs.
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Strengthening of financial mechanisms tc serve the needs
 

of this second group appears to be important principally
 
in Antigua, Barbados, Guyana, Jamaica, and St. Lucia.
 

Given the lags that are inherent in any process of
 
institutional improvement, it i-s wise to move with some
 
speed. Over the medium term, enterprises in this second
 
group have an important role to play in creating employ­
ment opportunities at many different levels of skills and
 
in giving upward mobility to business groups now in the 
third category.
 

Inexperienced Small Scale Enterprises 

It is even more important that this third group have 
access to term finance, with perhaps even longer maturities
 
and periods of grace. The financing gap created by the
 
needs of this group is, however, probably the least of all
 
of the groups for both the short and medium term. While
 
it is important from a social and political point of view
 
tc build institutions capable of helping this group,
 
finance as such is the least of the constraints.
 

This group must gr-adually gain business experience,
 
access to training, and many forms of technical assistance
 
which take much time to organize and to deliver.
 

Providing finance to this third group on appropriate 
conditions is very costly in itself. Even more important, 
it requires a high level of organization, coordination, 
and management skills among the financial institutions and 
other bodies which will be providing technical assistance.
 

The risks associated with lending to this third 
group are so great that profit-seeking financial institu­
tions can seldo' be induced to participate in programs 
serving the group even under credit guarantee programs. 
It is usually not politically feasible to charge the in­
terest rates required to cover costs, including the charges 
required to build up reserves to cover the high rate of
 
default which must be expected on such loans.
 

There is no evidence that private banks operating in
 
the region can be expected operationally to deal with enter­
prises in this third group.
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PELATION TO DOMESTiC FINANCING GAPTHE EXTERNAL GAP AND 

Many if not most, of the countries in the region have, 

over the past few year's sufferJed from balance of payments 
in excess of foreign capitaldeficits on current account 

were declining andinfflow. Foreign exchange reserves 

domestic deposits of the banking systemii declined since 

if measur'ed in constant pr'ices., in vir-tual]y all1972, 
count i'i es.-

However, bank liquidity almost evei-bywheite is at a
 

little felt need by the bankinghigh level. There is 
system for' addi ti onal domestic rcsources. Bankers be­

when the i-at. o of loanscame restr:ictive in the iegion 

to deposits exceeds 80'. As shown in At t.ichment 1.11,
 
1978 figures which were readily availab]e indicate ratios
 

in excess of 800 in St.. VJincent, Artiigua, St. Lucia, Bel i ze
 

and Barbados.
 

The banks tend to tir-at theii' br-anches in each of the 

separate entities, without tr'ansfevlr'ingmembers of the ECCA as 

funds from surplus to deficit branches. Only one of the barnks,
 

it appeared, has an Eastern Caribbean curir'ency pool for, eF .ct­

ing limited transfers. Mor'eover', tihe private banks are not.
 

prepared to incr-ease their foreign liabilities to count ries
 

outside the region, being reluctant to accept the exchange
 

risks involved and being faced with capital contr-ol rest'airits
 

in some capital exporting countries. The banks in Barbados 

appear to be the only ones in the region with a substantia] 

net debit position abrjoad. 

Consul tations with the commer-cial banks do not fully 

confirm the impressions gained from Attachment 111. This 

may simply reflect that the data on loan deposit r'atjos : 

in 1978 are not representative of the curzent picture. Theic 

banks generally report an easier liquidity position than 

is reflected in this table. The table as it. stands, suggests 

that if economic expansion continues, liquidity pr-oblems 

could easily arise in many countr ies at an early date. 

The demand for loan funds by conventional bank borrvowcps 

has not been great in the last few year's. Up to now, the 

major dynamic sector's in loan'portfolios have been in pe;r­

sonal loans, real estate loans, and in lending to the public 

sector. It is in these fi elds a] so wher'e the banks have 

lent most on a term basis ( three year's or more) 
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There are three countries where the overall demand 

for domestic loans by the private sector now seems to be 

in excess of the capacity to supply resources: St. Lucia, 

Belize and possibly Antigua. In addition, Barbados and 

St. Vincent may soon jQin this group. In some of these 

cases, the demands of the public sector For bank funds 

may be beginning to encroach upon availability to the 

private sector.
 

In two of the other countries of the region - Guyana 

and ,Mmaica - ratiorinl ig of for'eign exchange and import 
l icenses has directly restrained the demand for domestic 
financial resources by the banking system. 

In Guyana, the pri vate sector has been depressed also 
by other governren<;kolicies which until recently at least, 
did riot. contribute to business confidence. The recent 
jssuance of a private investment code requested by the pri­

vate business community has set the stage for a serious 
dialogue on key elements of government policy affecting the 
private sector. if term finance were available, carrying 
with it corresponding external resources and import license 
approval s, there is evidence that the private manufacturing 
sector could be given a push. The commercial banks and the 

Cooperat yive Agricultural and Industrial Development Bank 
both expressed confidence on this score. 

shortage compounded by/ i 

a exchangeIn Jamaica, forei gn 

excessive government borrowing from the banking system. .:in­
eluding the central bank, has also led to a situation where 

ffhc banks have consicler-able liquidity but limited demands 
for furds. The malnufacturi ng sector has been greatly de­

pressed until recently, with an average annual decline of 
about 4/ per annum in industrial output from 1973-1977. 

Government, policies, including an over-valued exchange 

rate, frcquent industrial disputes, growing concern in the 

private sector about the expanded activity of the public
 

sector - all led to a poor private investment climate. 

The government's current economic program addresses 
these issues. Partly in response to these efforts, external 

resources are being channeled by the World Bank into the 

commerci a] banking system and the government's Small Enter­

pisc Dove] opment Corporation to meet the internal and ex­

t.crnal financial. r.quirements of small scale enterprises, 
Vroughly the CqUi val ent! of t he second and thi rd categories 
of ent.crprises described above. 
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More generally, in small countries with an except ionally 
high dependence on imports, as economic expansion gencral ed by 
domestic investment takes place in advance of the growth of 
exports, there is particular need for domestic financing mecha­
nisms in which the expansion of domestic and external capital. 
resources proceed apace. Otherwise, the resulting deficit in
 
the exteirnal current account balance will result in a contrac­
tion of external assets and a r-eduction in bank deposits, 
leading to a premature stoppage in the invcstment surge. 

Government borrowing abroad during this phase can be 
expected to avert this outco.me. There is much to be said 
for the volume of such borrowings to be responsive in part 
to the direct investment requi rements of the private sector. 
The pr 'vate banking system ir the Caribbuan area would appear 
to have a special role as an instrument for channeling such 
funds to the non-agricultural directly productive priivate 
sector. 
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THE PROPOSED NEW FACILITY
 

CIFFSSE 

The proposal is to establish a Caribbean Industrial 
Finance Facility for Small Scale Enterprises ((CIFFSSE) in 
the CDB to channel through interinediar'ies firiancial re­

sources into the small scale industrial sector in the 
r'egi on. 

Government owned- DFCs, the major entities now employed 
by the CDB, would have access to the new facility. 

For the first time, a wide range of financial institu­
tions in the region, including those private commercial banks 

prc-pared to accept a more developmental orientation in their 

oper-ations, would have access to the CDB through the new 

facility, subject to the government of' the country co'rcerned
 

being willing to accept the obligation for converting"local 
cur rency service payments into the foreign exchange specified 

in CDB loan agr(eements. 

EliS ible Enterpi'ises 

The intermediaries' clients would be restricted for the 

time being to the enterprises ((SSEs)-inclhded Ain the second:-­
and third categories described above. As at present these 

customcr's would not be expected to assume the risk of exchange 
mate devaluation, which would be absorbed by the government. 

The precise definition of the enterprises to have access 
to the new Facility raises some difficult questions. There 

are many di Ffer'ent definitions for' SSEs employed in differ&nt 

countriCS and within countries for' different purposes. The 

CDB has defined small enterprises, for' purpose of its con­

cessional inter'est rate priograms, as enterprises whose in­

dividual owners or shareholders have a net worth of less than 

EC$150,000 (US$56,000). DFCs having access to their funds 

can make loans, however', with a maximum of US$1.00,000 to a 

single enter'prise. 

The recently established program for financing SSEs 

in Jamaica defines the equival ent of our category 3, "very 

small scale enterprises", as those having net fixed assets 

(exclud:ing land and building) below US$20,000 equivalent. 

This is measured prior' to applying for a sub-loan. 
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"Modern s.mall scale entepiises", the equivalent of
 
ouP cat egoy 2, are defined under the Jamaican pi'ogranm as
 
enter'prises with net fixed assets (excluding land and build­
ings) up to IJS$100,000 equivalent prior to applying for a
 
sub-loan. Loans up to US$100,000 may be extended to "Modern
 
small scale enterprises" and up to US$20,000 to "very smal]
 
scale enterprises".
 

No information is available, even in Jamaica, conceining 
the asset characteristics of industrial borrowers frm lending 
institutions. Until such information is obtained for- various 
countries in the region, the UDB may wish to c.mploy its present 
defini tions, adding perhaps a net asset test Cor second cate­
gory sub-borrower's. Where -:pecific count:'ies have a rcason­
able case for applying a slightly different test, C1)B may well] 
accept some variation. 

CDB direct loans to the industii,a SUCctor would continue 
as at present, with consideration being given later- to 1-aising 
the maximum loan amount (now US$100,000) on sub-)oans extended 
by speci;fic intermediTries 'Ls expericnce de-cmonst iates thleil. 
corpete(,6ce in project appraisal. 

Ebonomic sectors or subsectors to be served by the new 
Facility would be determined largely by exclusions (distri­
butive ',rade, consumer installment cr.edit, specific marlf'ac­
turing sectors which may suffer from excess capacity) urtil. 
such time as the demand for credit in the priority suctors 
calls for a more discriminating approach. 

If sector studi es reveal the need for irit.c.:sive promo­
tion of specific fields, the credit irstitut ionis should be 
made aware of' these conclusions. But it is probably not 
desirable to restrict their activities to such fields. If 
governments of specific countries of the region wish never­
theless to restrict the operation of the Fac ility to certain 
sectors or subsectors, the CDB may agree. CDB would take 
into accour:t regional plans for the location of manuf'acturirirg 
enterpri ses in their r'eview of loans. 

Financial Institutions Elig ibility and Procedures 

All institutions having access to the Facility would 
have to meet certain tests. Private institutions, whether 
commercial banks, private development finance companies, or 
merchant banking affiliates of commer-cial banks, would have 
to be firancially capable of" acceptirg the Full commercial 
risk on loans made with Facility resources. They would 
also have to be willing to establish either, at the District 
Manager level or' at the Branch level a Project Unit capable 
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of appraisi rig manufacturing projects. In addition, private 
financial intermediaries would be expected to include in 
their corporate plan for each year of their participation 
in the program a target figure (or portfolio percentage) 
for their total lending to the manufacturing sector. This 
fealt.ure of their corporate plan would be subject to CDB's 
rev ew. 

The private frinancing institutions would be provided
 
with external resources by the CDB through re-discounting 
of term loans. Such re-discounts should be subject to a 

review on a no objection basis, or for comments only, after 

a rumber of loans (say 5 to 10) have been accepted for re­

di scotirnt and it has been dctermined that the project unit 
set up to Jpprai se project, -is working satisfactorily. 

Private institutions would be expected to carry out financial 
rate of ret.urn calculations for all loans submitted for re­
d i scount. 

Unuless the projected ex factory price at which a product 
is to be sold in the domestic market is significantly above 
the import price (say more than 255L), economic rate of return 
calculations should not be necessary. If such calculations 
are necoF;sary they should be undertaken by CDB. Collabora­
tion between the cormmercial banks and the CDB will be 
greatly Facil t.ated by the fact that' most. District Offices 
of the banks ar'e located in Barbados. 

Te rm I oan re-discounts should cover permanent working 
c;apital as well as f;xed assets of SSEs. Consideration 
should be gi, en to r'ost ,ic t ing the firancing of permanent 
work i rig cq)i tal to those enterprises expand:ing their fixed 
assets (with or wi thout the use of borrowed funds for this 
,urpo ,e) and to those ent.erprises requir-ing additional work­
iug capital 1.o effect a major increase in capacity utiliza­
tion (e.g. adopt ing a double sh ift.). 

Rc-discounts would be subject to a maximum percentage 
of the loan. The maximum percentage could go up to 100 so 
long as the total contribution by the lending in,:;titution 
is riot in excess of, say, 70% of the total cost of the pro­
ject. (Consideration may be given to reducing this maximum 

percentage oI" the loan in the case of countries likely to 
have continued excess liquidity in the banking system for 

a sustained period. It is, however, doubtful that partici­
pation by the b;ainks would be widespr'ead anyway in such a 
Si tua. i on) 

15
 



'ihe private banks will be taking the full commet'cial 
risk, except in countries where a credit guarantee ;i'iogram 
is available to them. Jamaica has such a program, which 
is being strengthened at this time, and Barha:dos is planning 
to institute such a program soon. (Bairb..dos already has in_. 
operation an cxport credit guiarantee program). The CDB may 
wish to observe the expevience undeir these two prografs 
before considering whether the LDCs should have such faci]ii­
ties. 

Private financial instituti ons participat ing in the 
program would be provided with ve-discounts at a rate in 
the 8% range, which is somewhat above the rate of interest 
on their longer maturity time deposits. The banks will not 
have to incur, the administt,-ative expenses of mobilIi zing 
additional deposits. This should permit them to extend t erim 
loans at, rates of intie-est in the 12' r'ange Thi Js 3 or' 
4 point sI above current prime short t m oan rates, riot an 
unreason'abie diffeic-ntial taking into account the Pi!sks and 
costs of lending to SSEs on a longer matur'ity basis. 

Such interest rates would not penaliz2 SSE, undu1.y, 
given the reduced drain on cash flow rcsu l ing fi-on, I orIgcr 
terms and extended grace periods. A f(:w pisreci t agc' pu il..­

more in interest rates does not produce a s i gni Ii c;iit d l"Ve.­
ence for t.he labor intensive manufacturing conc,.rns l ikely 
to be set up. It. will in fact tend to di scour1_ge ciApitial 
intensive enterprises, which is desirable in view of the 
need to create employmr:ent opportunijties. 

If' it is not f'efasible to incre(ase intemvest martes for 
all enterprises to the same level, perhaps 125L, a lower, 'ate, 
say 10% or 11,, which is above the rate now beirig charged 
under the SIC program, should be appl ied to the inexperienced 
small scale enterprises. This, if nothing else, is likely to 
exclude the commercial banks from parti cipating in this part. 
of the program. 

It is expected that external resources would be avail­
able to the CDB for channeling to financial inst itutions 
serving SSEs in the LDCs and MDCs at coricessi onal i nter.est 
rates (3% and lower) and on a long t(vr hasis. 'Tis would 
mean that even afiLer providing a suit.able Mar'gir, for the 
lending instituttions there might be a total spread between 
the financial cost and the r'e-di scount rate of between 5 
and 7 perc-.,ntage points, to be divide:,d between the CDB and 
the governments. The gorve(rrnment wi ll no doubt. wishr to be 
compensated for taking the f'oreign exchange risk, which .i n 
the case of the recent World Bank loan to Jamaica is 1% 
added on to the interest rate.
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In any case, a substantial margin should be available 
to the CDB, to the government, or to other institutions for 
helping to support business counselarig and other services 
to be provided USEs. Loan repayments could revolve in the 
CDB in the case of private institutions, and may be per­
init.ted to revolve in public financial institutions. 

Government owned financial inter'mediaries would also 
participate in the program, perhaps without being required 
Lo absorb the full comimercial risk, since they have govern­
ment support. Government DFCs could a] so be provided with 
higher margins if funds could continue to be made available 
at currj-ent levels. 

jpiec ia] Probiems of 1,DCs 

In the LDCs, government financial intermediaries 
servicing the i ndus'tr-ia] sector are in extreme financial 
difficulties, as documented in the report by Business 
Anialysis and Systems Corporation cit.ed above. Given the 
small size of the market for ter'i'm loans by the industrial 
sector and the higlh cost of thuir operations in each of 
the small countries of the Caribbean, the r'eport sees no
 
way for these DFCs to become Financially sound even if they 
underg o widespread reforms. In fact, many of the required 
i'e'oims would result in increased costs, hopefully leading 
to more ef'f'ecti ve operations and reducing the risk of de-
Fault: on loans. But even so, the analysis leads inexorably 
io the conclusion that the small island economies cannot 
al'tHord t.he diriect financial losses that even a relatively 
e!'Hicic it .;ia1.1 DFC would sustair) so long as its scope i s 
1 i in ited to t in loians. 

The HASIC r1eport conc]udes that the DFCs themselves 
or the 1ai'ge . crovei'iment institutions into which they would 
be imcoporat (,cl should expand the scope of their operations 
1 o i tic] tide conm,erci a] banki ng functi ons, including the 
acc ptance of deposits and the extension of short term 
cr'edi t 

For' ie ilnst i tuti(ens, whether in their present form 
o1' in their, ,xpainded foium, '<lie CDB would have to evaluate 
ca e f'ully i'ha bilitat.ion proposed thethe i piograms by govern­
ment shareholders in the DFCs. If satisfied by the rehabili­
tation pr-og',nm the CDB could qualify the institution for 
par't i Cii)fltion. 

In all. of' the L.,DCs covered in the BASIC study, govern­
ment. con tLribut i ons to tle DFCs equity :xould have to be in­
creased and gove imeni, cash contibutilons placed on a regular 
basis consistent with cash flow r'equi'L rements. The poor fiscal 

position of these governments is welt! known. The period of 

1I
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the DFCs 
grace on amortization payments owed to the CDB by 

is beginning to terminate. It would be prudent, both for 

the CDB and for the governments concerned, to minimize the 

loss in DFC lending to 	privaterisk of further financial 
enterpiise. 

are able to serve borrowersIn the LDCs the private banks 
cost. They have a cadrein the second category at a much lower' 

to be created in the DFCs.of experienced staff which has yet 
their' activities in thisThe incremental costs of expanding 


field will be much lower than if the DFCs undertake the task.
 

admini stering the loans and manyBranch offi ces exist for 

common facilities can be shared. 

In the LDCs the governments should be encouraged to 
of borrowers des­continue to confine the DFCs to the group 

total volume of operat,3on.cribed in the third categor'y. The 

for this group is low, and sub-loan approvals in 1977-78 were 

actually lowep than in 	 73-74 in constant prices. While the 
:involvecost of oper'ating with 	 the borrowers is high and will 

total volume of costs, including allow­a negative spread, the 

ances for bad debts, is probably within the financial capacity 

of governments, taking 	 into account the low cost of funds from 
for Financingthe CDB. the availability of external grants 

appraisal and technical assistance activities. Theproject 
LDCs arise to a largefinancial problems of the DFCs in the 

extent out of other non-industrial programs with which they 

have been saddled. 

attention of the gove .jnent-ownedConcentr'ating the 

DFCs on the smallest, least experienced business nterprises 

would meet a high priority need incapable of being met by 

the private banking system.
 

MDCs
 

In Jamaica, the government owned developmeit bank JDB
 

is facing serious financial and institutional problems. The 

CDB is already assisting JDB in overcoming these problems. 

JDB has been an important source of loans to enterpri ses in 

the first and second categories.
 

solution of JDB's financial and inst:itutional
Pending the 

govern­

has already been determined by the Jamaican
problems, it 


to pursue the course recommended here.
ment 


The CDB will have to decide, when its work with JDB has 

the Jamaicanconsultation wi thadvanced further and after 
JDB should be given access to the pro-

Government, whether the 
World Bank has provided

posed Facility. In the meantime, the 
the external resourcesand SEDCO withthe commercial, banks 
if the CDB esLab] ishes 	 the 

to be required.which are believed 
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ATTACHMENT 1.
 

LTST OF PERSONS CONSULTED
 

Barbados
 

Mr. RbJerLs, ,gr. Barclays Bank international (and associated)
 
florrri.ri McLea:n, IDB Repr'e:;en tLat i.ve
 
Rudi Gibbons, BIMAP, also A. Prescott and R. Ferguson of BIMAP
 
Graham Kelly, EEC bele:ta-te'
 
Guo.frey 1:o .L.r, 'Thng r, C.].B.C.
 
Willi]am 1;i_ , Pres ii-n , Caribbean Development Bank
 
Cour',.,y '..arhr n, r.,ident, Central Bank of Barbados
 
June Clarkc, Pres., Chamber of Cormnerce, also Errol Humphrey
 
John Corin, Di. T. GeCddes Grant Ltd.
 
Stanley 1 ,rmi.e , Chairman, D)aCosta & Mu:s:son, Ltd.
 
Sir Fr'd i i 1 r., Cari bbean iFncs:ment Corp.
 
Werner G. K. Vo,'h, Caribbe)an Development Bank
 
kcsnr,. i.F(i: c'a, Krding, Robison, Campbell, Tyer and Voeth
 
CDI P. B,cG. . t r on, Dup. i.anaginZ Dir., A. S. Bryden & Sons
 
John Fdwar''a, Hr D~voloprnz Commis:-: ion
Itsh 
Garth Armrsw(ong, 'ri t ish Iovelopment Commission 
Geo(rJg Willi ams, [Urmrnent Secre tary and Lawrence Wells, 
indu-; ry Off iceor of the Eastern Caribbean Common Market 

Mr Anderson, Boyat Ba1nk of Canada 

AI )
 

Wil1 ar \'.I(lur,r Direc'or 
w h Jh Ion a0fDU i-) ri ,J0 0: , L2V -C 12or 
S tepihen By,nur. Capi, al DOve o].Oraen t Officer 

and othtor A ID staff and consnltants, including 
Fr', nk BS. Sk ,wron::ki, President, BASIC 

World ' nk. , ,hrinig un 

'. Clanes.ne, Asst. Director, LAC Projects
 
D. Gordon, Diroctour, indusLrial Development and Finance Dept.
 
M. Ro: , (C nsul. inE Economi.st 
S,tej n Gu i ng,r, onY;ul tant 
Hoburto Gonzalez - Cofino, Division Chief, CPD II 

An t:.1uua
 

A. ea ly, Gn. Migr., Barclays Bank
 
K. Fi:'ihur , (n. Mgr., Royal Bank of Canada 
S. Roy Mendes, Chairman, St ephen R. Mendes, Ltd.
 
George Williams, Exec. Sec'y, East Caribbean Common Market
 

Secretariat 

http:Economi.st
http:Clanes.ne
http:florrri.ri


LiST OF PIEHSONS CON,SUITED 

Domiin inca 
, , " ,'laysBankI. ,' 1.r . . 1 

I. Sard(i i , G'n. .n-r'P, Roal Honk of Canada 

Mir. , ' , y, in. of T dust:;t 'yr,, ..-
Sher id *n -'. , , P \ Li n L'e I i l i -O3 

M, rhw,1 ,,, ;o, "'-,.1)a C ,ns'ltO:lts Ltd. 
Vanp~s 1 ch. ic, AI -. k 'a.s di *ry 

Ted a -arah, Ngt.n, Chase Nnhat n Bank 

John Yates, ;gr., Guyana r-,ulitural and industrial 
,evelo ment bank 

l,
Kurleiigih Kling, S,-c'y General, C~koC.-

,0s. Tho. son, ,n .r, R. rc; lay :. -k 

J. L . Wauh , , r, BR al 5k of Canada 
Desmond -oyte, lnj;s,_.r (,f ,(,-,.>ic ">ov loprirunt 

,,  
Vic 1 C,-,<,. CommerceJohn amoaron, i Cai ; ,, Cho'.Icr of 

Henri Sc.vile, Lf2 rprn-era.ve 

Clarence 1 .,,1 ei, : Governor, Bank of Guyana 
Jav.ran " .anuf£ a a i w"ucla onKaa, e 
Edna 5oor dy, Dir. , USATT 

St.. Lucia
 

Premier C uzron 
A. Ferni-s, Gen. i.igr. Royal Bank of Canada 
Mr. Clark, Asst. Ngr., Chase Manhattan Bank 
Stanley Mullings and !We! Venner, Caribbean Association of 

industry and Co:mmerce
 

Mr. Charles, Chairman of uhe Dev. Corp. and Industrialist
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ATACHNiEINT 1 I 

BANKS O'EATING IH BABADOS EASTERN CAR.IBBEAN, GUYA.A & JAMAICA 

No. of Banks 

BA!-BAD)(}f; 

Bark of I.coa BCeotia 7
 
Vii1 1 licral Ba~nk 4
 

BarrW1a'ly Pro lr 1n.rriat ional Limited 14
 
Carwl 'MP.rial Bank of Commerce 9
 

Cit iL nk P.A. 3

The Iho ', ib of Canada 8
 

ANT IGUA 

Canadian Implri;o 1Rank of Commerce 1
 
Bank of Nova Sco t. a 1
 
Antigua Co-our'era t.i v.e Bank 1
 
The Boy a1 Hank of CMr;,ida 1
 
Barclay: 1-,nk ritmernational Ltd. 3
 

PO.K.lii [ C A 

Barclays Bank in ternati onal Limi ted 3
 
Nati onal C7ommercial & Development Bank 1
 
Banquc AntUill'ai no 1
 
The hoya ink of Canada 1
 

GRENI ADA 

Parcl'ayr Hank internati.,onal Limited 2 (+ 3 agencies) 
Cndian 7fu r Ba,- of Commerce 2Kn. 


a1ink of Nova Scoi 1
 
Grernadr- ( -: i '. ;fnk 1
 
Grenada hank irti'] t Coripman 1
 
.The Ro\al 1"';nk of ( n da 3
 

ST. KT ") 

Barclays BaInk, St. Kit s, Nevis, Anguilla 3
 

haik of oiwrica 1K.T. & S.A. Aniguilla I
 
-BAnk of Commerc e St. 1Kitt.! 2
 

St . K I , Ny i , Anjni i n t ion-l Bank Ltd.
 
St. Kit tor& Lvis 3
 

The Royal Rank of C; :1nBaQ 1
 



ST. LUCIA 
Barc ay's "''' -'.. ntriiat.ional Limited 

Carad ian t ., ,ink of Commerce 

Bank of ':ov.,i Scotia 

Luci Co-i± :e Bank LimitedSt. 

Tie %l iu' of C;ada 


ST. V< 

" 
Barc I v1 (.n i;\'jonal Limited 

: :: i k of Cor.Tierce 

Bat , 1 -nk of St.Vincent 

The 'lo IIsi-.naa 

Barcl '., .7 rna'iona! Limited 

n kBank 

Cu operative Bank 

hC ' : f Canada 

Bank of .Scoila 
Na-. -,! 1 c:..r:trc al Bank 
Ro an 

r!: Loanc r k(.r' c., L Bank 
re-


Jamaica, r..ne Bank 

Frrst . , Bsnrk of Chicago 

Bank of :onareal 


7 

2 
3 

1 
2 

5 
1 

1 

2 

1 
(+ 1 sub branch) 

10 
5 (+ 2 sub branches) 

52 
45 
16 

11 
14 

6 
5 
3 



ATTAC1IJNhLT I I1 

PATI 0 OF LOANS TO DEPOSJTS OF COtNI-HC(1AL BANKS IN 

CA 1 IBHEAN HI', -1()IN 

LDCs Loan Lepos t Ratio 

Antigua 1/ 1.00 

Dominica 1/ .79
 

Gre-riia 1/ .70
 
Men ,t~r<,t 1/.66
 

St. .... ..- Anguilla 1/ .78 

St. ]Ltle'i,' i/ 1.07
 

St. Vincent. 1/ .88
 

.96
Bel ie 2/ 


.47Guyana 3/ 

Barbados 4/ 1.01
 

.73
Jamaica 5/ 

l/ Sepiinlwr Th78, Commercial Banking Statistics of ECCA, 

D.c ,mbe r 1977, derived from BASIC report, Vol.1i1, Tables2/ 
14 and 16. 

of Guyana , atIst Ical Bulletin. Guyana3/ flovo.:hor '7 2.Lnk, 
u ,:l]t t.': a.r,, 'ubi Lo Zo aant- "tat .0 credit ceilingcs 

in 19'78 to e.ceed the Docember 1977which i,'m a :nl 

cren it1 . a. f'I"r ,.ht ivao-'.,ctor by; only 5.,/ in current 
1 r i c ' ". 

i , in 

a tigh t n. n'1 e,'!' , thev (tenjo,.'ed a comforL.able 

"adnlrta o.'.CO5 hioldings of stipu­

4/ it. woluld ,t'ir , ::t''7i. I oks June 1978, wevre in 

rcs(,rve pu oni, 

lated I I i.t L '' t iOv'(
(:. 

C, ' r, o t '.re l". }{conOm.c & Financial 

,c' i (n alb ii -,f hicl-ho i tv of theT 11 : [,1 : .
 

b)Ank 1i '.ri i wzIc 1,d 1orv 


5/ ie£.cr 'to 1977, dorived from World Bank Report 

No. lC-J'i, "<mall-Scalie Enierprise Development Project" 
_ 1P77c'L;ltcr 

,lurie lb , 197'8. 

NOTE: It, may be possible to project deposits when the World 

Bank current economic study on the countries in the 

region :is lmdtc available. 




