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I. 	 Introduction
 

The agricultu.'al credit system in Jamaica has experienced
 

substantial growth, institutional changes and financial difficulties 

in the past decade. In many ways the experience of the system as a 

whole on the one hand, and the diverse institutional strategies to deal 

with the problems of credit supply on the other, illustrate the classic 

dilemmas of agricultural finance in LDC's. This history also takes 

on special poignancy in the light of the island's economic difficulties 

in the post 1974-recession-energy deficit world and the hopes, 

inspired in the early 1970s, that a new democratic political order 

with a socialist program would guide Jamai- a's future. In short a 

political mandate for increased public sector activity and redistribu­

tive policies coincided with a shift in world economic conditions that 

severely compromised the island's growth potential. This scenario 

should be kept in mind as the context within which changes in rural 

credit 	institutionS and strategies occurred. 

The first part oi this paper establishes the macro-economic 

context of growth and stagnation for recent years in Jamaica. This 

is followed by a brief discussion of how this econornic decline has 
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In the third section we explicitlyaffected the financial sector. 

examine the growth, institutional features and aggregate 

of tho. nati nal system-I of agricultura] credit as a whole.performance 

ection ,tluxtes tho performonce and institutional viabilityThe fourth 

of specific credit iv:'t IAions and programs during this period and the 

of thes , institutionsfactors contributii. E), u finar,:iai diffic iities 

a :eview of the majorand programs. Fit-al 1y, ,weconclude 	with 

learned through Jamaica'sissues highlighted .)y and the lessons 


experience with alpriculllral credit supply strategies.
 

.THE JAiMAICAN ECQ1 \'QMY IN THE 	 1970s--GE(UX'1H & STAGNATION 

I sets i:th Vie ,rowth of output, investment and savingsTable 


The late
within the Jamaicao economy in the last decade. sixties and 

early seventies reg>:tez' . respectable rates of growths for the 

economy as a .jhole, although this .as not true of the agricultural 

sector. The niid-.' -vnis, ho.Never, saw a sharp decline tc­

, of gi v'th overall and for many majorstagnant or negative ratc.

of grov'th issectors in the econoiny. This decline in the rate 

by sharp declines in savings and investment.understandably ma~cie, 

The net result of thib pi.-cess was a negative aggregate and per capita 

growth of GDP betver-n the early 1970s andl the present. 

Although not ; u, j t of '.his paper it is pertinent to, poi..t out 

here that unde'- mc. tircumstances 	this remarkable declie in 
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TABLE 1 

RATES OF GROWTH OF OUTPUT SAVINGS AND INVESTMENT
 
IN THE JAMAICAN ECONOMY IN RECENT YEARS
 

1. 	Gross Domestic Product 

(a) Agriculture 

(b) 	Mining 

(c) Manufactures 

(d) Construction 

(e) 	Distribution 

(f) Government 


2. 	Gross Domestic Product
 
Per Capita 


3. 	Net Fixed Capital
 
Investment 


4. 	Domestic Savings 


Average Annual Rates of Growth
 
1965-7 1970-2
 

to to
 
1970-2 1975-7 1975 1976 1977
 
(1) (2) (3) (4) (5)
 
5.7 -1.8 -2.2 -6.2 -2.5
 

-4.3 4.2 6.4 2.9 1.2
 
1.7 -2.2 -23.5 -21.5 16.7
 
1.0 3.7 -3.1 8.8 -11.9
 
5.1 -5.0 0.8 -25.1 -26.6
 
5.9 0.9 0.7 -18.8 -3.0
 
4.0 13.8 7.5 11.1 -1.1
 

4.2 -3.3 -0.3 -7.6 -3.9
 

10.7 -14.7 17.7 -52.1 -67.4
 

-3.3 -62.9 -22.9 -40.5 -38.2
 

Sources: Derived from data in National Income and Product
 
Accounts, various years
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... directin(,e ,.thie Ijati. Am erican pattern), Jamaica, for,the mst , ,.4,-. 

" : " "in " of..her :"...c:-..i-i.,-:-.: 
.{:":i ';"i'- " . .........d this:,... scenario: through...th~e:"surpris g s
'.....part:,has avoid * trtength 

young parliamentary tradition and throug;h the maintenance of regim 

of economic
Speriod

this. 

Still the net result is one of growing political instability 

legitimacy with redistributive policies durip ... _ . 

stagnation. 


' " .and w oii~ 'rties" a '8 economic ,;
hostility between ao 

recent IMIF loar, anid stabilization".:austerity imposed through a 

agreement.
 

. 
Table 2 illustrates the change in such vital areia gs th'ebalance 

of payments, inflation and key 'financial market indicators during this 

_period. The growing deficit in the balance of payments has been a 

crucial negative influence 
"I 
on the ecoromy that 

0
has finally forced the 

Manley Administration to adopt an IMF stabfli zation package from late 

1977 onwards Column three shows that the netreserve oiton had 

"placed Jamaica on the verge of internatonal bankruptcy in 1976-77". ,,i'. 

-
A sharp decline in export earnings (bananas, sugar, tourist revenues 

bauxite) combined with a failure to reduce imports sufficientlyuiand 


led to this state of affairs, Domestic inflation (Column4) has also 

riser during this period, in large part growinggut of the growing 

t 
defici) inthe government accounts\as public se r acivtencse 
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TABLE 2
 

' 
ECONOMIC FINANCIAL INDICATORS
SELECTED MACRC
 
OF THE JAMAICAN ECONOMY
 

FOR THE 1970s
 

GovernmentCurrent Account 

Deficit asBalance of Payments Deficit Change in 

As Percentage Net Foreign Consumer Percentage 
of Export Reserves Price o f 

J $ Millions Earnings J $ Millions Index (%) GNP 

(i) (2) (3) (4) 5)
 

1970 -$127.2 36.5 $95.9 8.6 -3.7 

1971 - 140.4 38.4 132.2 6.7 -4.9
 
5.8 -4.91972 - 157.6 25.5 88.7 

17.6 -5.8
1973 -225.0 36.7 76.1 

21.1 27.3 -8.2
1974 -151.8 130.2 


-8.8
1975 -257.0 31.9 56.7 17.4 

1976 -275.2 42.8 -181.4 9.7 -17.3
 

na na -196.0 11.2 na
1977 


Omrercial Bank Excess 
Credit to Liquidity Peal Real Rates 

of Interest(3)
Government in Ccnriercial Savings(2) 

as %of Banks as % (Savings + for for 
CcmTerial of Total Tine Deposits) Goverrnent Savings 

Bank Assets Bank Assets J $ Millions Bills Deposits 
(8) (10)(6) (7) (9) 


2.6 223.0 -4.C -5.1
1970 10.9 

1971 11.2 4.5 256.1 -2.9 -3.3 
1972 11.0 1.9 297.9 -0.8 -2.5 

279.8 -11.8 -13.4
1973 11.4 2A3 
245.5 -20.1 -23.1
1974 10.5 1.4 


1975 10.2 1.9 257.2 -10.5 -11.4 

1976 11.7 2.0 261.9 -2.5 -2.7 

1977 33.2 8.9 244.5 -3.4 -4.2 

Derived from data in Bank of Jamaica Statistical
Sources: 

Digest, Statistical Abstract and Bulletin, various
 
years.
 

Notes: (1) Averages are period averages.
 
(2) Deflator used is implicit GDP deflator (1970=100)
 
(3) Real Interest rate is measured as the nominal interest
 

rate minus the rate of change of the cons;umer price
 
index for the corresponding year.
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markedly. In 1978 inflation had grown to an annual rate of 35 perccnt 

due to the impact of massive devaluations on the domestic price level. 

Finally, Columns 6 through 10 portray the impact of this 

"stagflation" on thle financial sector and structure of interest rates. 

Government notes have increased substantially as a proportion of 

Commercial bank assets, in part, because the decline in aggregate 

demand has affected the demand for bank loaris. V,ith the rise in 

excess liquidity (Column 7) banks buy interest earning government 

notes as a last resort to earn at least some nominal rate of return on 

their "excess" reserves that cant' be loaned out. The depressed state 

of the economy has also caused a decline in real savings (Column 8), 

while inflation has contributed to a negative real rate of interest 

environment (Columns 9 and 10). Savers are subsidizing borrowers 

in this setting in that they are receiving a negative rate of return in 

real terms on their savings deposits :n commercial banks. This 

hidden tax on savings has grown even larger in 1978 with the rapid 

rise in inflation. 

In summary the Jamaican economy has experienced a long period 

of economic decline and stagnation since 1971-72. Exports have 

declined, belance oi payments deficits grown, inflation risen to 

unaccustomed levels contributing to a negative real rate of interest 

scenario in which savings are penalized and borrowing subsidized. 
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Within this setting the agricultural sector has been the one 	principle 

area 	 experiencing some degree of positive growth and the role of 

agricultural credit in this sector has been substantial in magnitude 

but controversial in result. 

III. 	 THE NATIONAL NETXVORK OF AGRICULTURAL CREDIT--

GRO-; TH, INSTITUTIONAL CHANGE AND PERFORMANCE 

A. Growth 

There have been five major formal sources of agricultural credit 

in Jamaica throughout the 1970s: (1) th- commercial banks; (2) the 

Agricultural Credit Board (ACB); (3) the Jamaica Development Bank 

(JDB): (4) the Self-Supporting Farmers Development Program (SSFDP); 

and (5) the Crop Lien Program. 

Commercial Banks are the largest single source of credit to 

the agricultural sector. This credit is largely short term 	an, ges to 

and limitedmedium sized and larger farmers with good credit ratings 

risks. In more recent yeais the commercial bank nLetwork has 

such asextended loans to large government agricultural cooperatives 

the sugar cooperati;es which bought out the former large sugar estates 

that had been in foreignhands. Theic are eight comrnrerciai banks on 

the island, two of which have been nationalized. The remaining six 

banks are either wholly or partly owned foreign banks such as the Bank 

of Nova Scotia, Royal Bank of Canada, Jamaica Citizens Bank (associated 
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with a Georgian Bank in Atlanta), Bank of Motreal and others, 

Vithlrn this market structure which is ebsental oli gopol)4tic, two 

banks alone comprise close to h'alf of the total loans made in the system ) 

the Bank of Nova Scotia and the National Commercial Bank (NCB), : 

nationalized bank that formerly belonged to Barclay's of Great 

Britian. 

In addition to commercial banks, the remainder of the
 

agricultural credit sources are public sector institutions or programs.
 

The oldest of these public institutions is the Agricultural Credit Board
 

(ACB) created in 1960. This institution has two portfolios: one
 

serving large r farmers'through direct loans; the other aimed for
 

small farmers and channeled through the national network of small
 

people's cooperative banks (P.C. Banks) scattered throughout the 

island. The loan purpose inbothtases islargely short term and 

b season4i and, in the case of the P. C. Banks including small
 

lo'ans as well.
 

The Jamaica Development Bank (JDB) began making large
 

medium to long term "development" loans to essentially medium to 

large farmers from the early 1970s onwards. The Small Farmer
 

Development Program (SSFDP)Vas also launched at the same time 

as the JDB. It's focus isalso on medium to long term loans but to
 

muchlismaller farmers than those serviced by the JDB. Limitations
 

on farm acreage, gross sales and assets have created a clientele for
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the SSFDP that can best be characterized as medium sized farmer. 

Finally we have the recently created Crop Lien Program launched by 

the government in 1977 and administered by the Ministry of Agriculture 

through their extension agents working with the cooperation of the 

PC Banks as retail outlets for these loans. Here the loans are strictly 

small, short term and seasonal, limited to domestic foodstuff 

on small farmers with little or no previousproducers and focused 

loan experience. 

Table 3 summarizes the growth of formal agricultural credit 

through these five major sources. Panel A shows that although loans 

outstanding in nominal terms grew almost seven fold in seven years, 

this increase was only 2. 6 times in real terms, reflecting the inflatikonary 

erosion of the capital base for agricultural lending. Panel B shows 

that of the net increase in real loans for agriculture, commercial 

banks accounted for the largest contributions fol!owed by the JDB 

large farmer development loan facility and the SSFDP program. The 

older line ACB loan source actually experienced a net decline in 

loan activity (in real terms) with all of this net decline associated with 

small farmer PC Bank line of credit within the ACB portfolio.
the 

1The large rise in loans outstanding between 1974 and 1975 (Panel A, 
Table 3) and the relatively large role of commercial banks in the net 

increase in real credit from 1970 to 1977 (Panel B, Table 3) is 

partially due to a change in the Bank of Jamaica's classification of 

agricultural loans reported by commercial banks in 1975. Loans 

which had previously been reported under distributed trades and 

other sectors were hereafter listed as agriculture. It is estimated 
that slightly less than half of the net increase in loans outstanding from 

1974 and 1975 was due to this change in classification (Graham, Bourne 

and Begashaw, 1978, Ch. IV). 
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Table 3
 

Total Loans Outstanding To Agriculture In Jamaica 'n
 
Current and 1970 Dollars and By Institutional Source
 

1970-1977
 

A. 	 Total Agricultural Loans Outstanding Tn Current Values 
And In 1970 Dollars ,Enid of Year Balances) 

In 1970 
Current Values Dollars 

Year (J $000) (J $000) 
(I) 	 (2) 

1970 25,320 25,320
 
1971 30,557 28,558
 
1972 35,162 32,141
 
1973 49,005 37,041
 
1974 60,060 34,817
 
1975 112,743 55,731
 
1976 136,721 61,091
 
1977 166,451 65,455
 

B. 	 Growth In Total Agricultural Loans Outstanding Fran 

1970 To 1977 In 1970 Dollars By Institutional Source 

Su 1970 Dollars (J $000) 

Source 1970 1977 Net Change 
(1) (2) 

1. Ccmercial Banks $10,093 $35,606 $+25,513 
2. Agricultural Credit Board 

(a) Total 13,038 8,144 -4,894 
(b) Direct Borrowers (1,008) (1,C90) (+901) 

(c) Peoples Coop. Banks (12,030) (6,235) (-5,795) 

3. Jamaica Development Bank (JDB) 55 9,637 +9,582 

4. Self Supporting Farmers 
Development Progranm (SSFDP) 2,133 8,337 6,204 

5. Crop Lien Program -- 3,731 3,731 

TOTAL 	 $25,320 $65,455 $40,136 

Sources: 	 5Latitical Digest (Bank of Jamaica), various years; 
Monetary Statistics (Department of Statistics), various years; 
Annual Reports of the JDB, SSFDP and Ministry of Agriolture.
 

Note: The Implici lc(EP d-riaLoc was usd to corrcct for inflation. 



B. Institutional Change 

Table 4 offers us an insight into the changing roles of the several 

institutions and programs comprising the agricultural credit supply 

network during the 1970s. The sources are classified into the farm 

size categories that most typically reflect the majority of their 

portfolio. From this profile it can be seen that large farmers 

benefited handsomely from the agricultural credit initiatives in 

2 
Jamaica during the 1970s. Commercial banks and the large farmer 

JDB development loan portfolio have increased their relative portfolio 

substantially while, at the other end of the spectrum, the small farmer 

oriented ACB-PC Bank program lost ground markedly. Only in 1977 

was there an improvement in the credit status of small farmers with 

the launching of the Crop Lien Program. Panel B shows that this 

program alone accounted for almost one-third of the incremental 

increase in net loans outstanding from January 1 through December 31, 

1977. It was the largest source of credit increase during that year, 

even eclipsing the customarily dominant role of commercial banks 

within the total portfolio. No doubt the substantial erosion of the older 

small farmer credit line through the ACB had accumulated sufficient 

ZAgain allowance must be made here for the large relative increase in 
commercial bank loans from 1974 to 1976 (Panel A, Table 4) in part due 
to the reclassification of agricultural loans in 1975 discussed in the 
previous footnote. Nevertheless there was a large unambiguous rise 
from 1971 to 1974. 



TABLE 4
 

SELECTED DATA ON LOAN ACTIVITY BY FARM SIZE
 

AND SOURCE OF LOINS IN JAMAICA 
DURING TPE (1;'0s 

A. Percentage Di-tribut' Wu (,f ','rtal Aqricultural Loans 
Outstanding it End of Yetr by Firm Size Categories 

and Sources lor Se; 'cted YeJrs in Jamaica 

Years 
I- ' . 1974 1-76 1,977 

Farm Size and Sources (1) (2) (3) (4) 

1. 	 Lario Farmrers and 
.15 8 60.8 77.4 72.0C...rt 

(a) 	 Co Pe- ,i f Banks- 31).1 44.2 60.2 54.4 

(b) 	 ACB-Pirecl Loans 
t, Ih%mers 4.7 4.2 3.0 2.9 

D .;.0 12.4 14.2 14.7(c) 	 ]imaica Dev. Ba!;:' 

16.2 11.5 12.7
11. Medium-Sized Farmer ; -1.2 
(a) 	 S l]f-,1upportin,; 

Farmor Developmo P: 

lPr(uir!m (SS FDP) 13.2 1..2 11.5 12.7 

Ill. 	 SmaI l Farmerq 10.9 22.9 11.0 15. 2 

(a) 	 ACI--0YoopICs Coo. 
Banks Loans 40.9 22.9 11.0 9.5 

(b) 	 Crop Lien Progrim 
-- --. 7(Mirt. 	 Agric.) --

Total 	 (M) 100.0 1.00.0 100.0 100.0 

Total 	(J$) (30,556,000) (60,060,000) (136,721,000) (166,451,000) 

B. 	 Percentage Dt tribut ion of the Annual Change in Loans 

Outstanding to Artriculture (from January ist to 31st 

December) by Form Size Cat 9ories and Sources for 

Selected Years in Jamaica 

Years 
1971 .1974 1976 1977 
(1) (2) (3) (4)
 

1. 	 Larqe Farmers and
 
Cooperatives 54.9 76.0 80.2 46.9
 

(a) 	Commercial Banks 36.0 37.2 47.2 27.4 
(b) ACB-Direct Loans 

to Farmers 8.3 2.5 2.3 2.4 

(c) 	 Jamaica Dev. Bard', (JDB) 10.6 36.3 30.7 17.1 

18.2
IT. Medium-Sized Farmers 36.7 17.? 16.8 
(a) 	I f-S, r-tinq 

Fa rmer Development 
Proqram 36.7 17.2 16.8 18.2 

6.9 3.0 34.8
111. 	 Small Farmers 9.2 

(a) 	 ACB-Peoples Coop. 

Bank Loans 9.2 6.9 3.0 2.9 
(b) 	 Crop Lien Program 

(Din. Aqric.) -- -- -- 31.9 

Total (%) 100.0 100.0 100.0 100.0
 

Total 	(J$) (5,177,000) (11,054,000) (23,978,000) (29,730,000) 
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concern and grievances that a new initiative and program was felt 

necessary to redress this imbalance. Unfortunately this initiative led 

to substantial problems of default as we shall see shortly. 

In addition to the large vs small farmer profile set forth in 

Table 4, there is an interesting foreign vs domestic resource division 

'4hat merits discussion. r.large majority of the resources loaned out 

in he JDB and SSFDP programs come from foreign sour'ces (i. e. , the 

V orld Bank and Caribbean Development Bank in the former case and the 

Inter-American Development Bank in the latter case). Domestic sources 

are almost exclusively geared to short term season loans (through 

commercial banks, the ACB and Crop Lien program) while foreign 

resources are designed to service medium to long term developmental 

loans (the JDB and SSFDP). 

Prior to the 1970s the :e were only two sources of agricultural 

credit in Jamica. Both were exclusively domestic sources (the 

commercial banks and the ACB lines of credit) and both were largely 

short term in focus with the commercial banks servicing large farmers 

and the AGB small farmers. By the mid-1970s this scenario had 

changed to include the new, internationally financed developmental 

institutions (the JDB and SSFDP). These institutions were the most 

rapidly growing sources of funding for agricultural credit in the 

country. Whereas in 1969 they played no role whatsoever, by 1971 

Panel B of Table 4 shows they accounted for roughly 48 percent of 

net increase in loans outstanding for that year. This rose to 53 percent 
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in 1974, declined slightly to 47 percent in 1976 and furlhcr t ) 35 percent 

in i977 when the domestically iinanced ,hort term Crop Lien Program 

was laaached. ay eure the of resourcesaay rw role international 

was crucial to the t xpar,: ,n o t ttal credit .supplv ring the 1970s. 

and more vle the termimportarw ly, indisp..s & .,.ards lengthening 

structure to incl'.ie deve iopmental financing. 

A problen for the future is the pr,.)spective decline of these 

fore'gn source fIoi.Is within the rural financial markets of Jamaica. 

The gro wing ptb lnqs ,fdelinquinoy,,,n the one haandc, and (leclining 

foreign exchange earnings ot,the tther handrai seriius coo stions as 

to whethor Jama:ca .-.ill ho able 't, t r rson t iot,nr i, _ifinancing 

for the,' activitics o-r, fir tli O iattt-r, t-von ervice the current debt 

obligations incurred oni past tbans ";it.h the international agencies. This 

will be discussecd further in a laier section. 

C. Performance 

Prior to eva mating the performance of each institution within tie 

credit network, it is usful to gain an insight into the performance of 

the system as a whole through the various credit ratios in Table 5. 

Column 2 of Table 5 underlines the fact that total credit has been 

rising substantially as a percent of GDP since the early 1970s. This 

reflects the growing rate of Inflatinnary fmuaticing in the ;ccono'ny 

through substantial increases in the money supply to service the rapid 

http:incl'.ie
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Table 3 

Credit Ratios and Implicit Credit Subsidy For 
The lanacian Actricidtural Credit System in Recent Years 

A. 	 Credit Ratios 

Agricultuil-i Credit/ Total Credit/ Agricultural Credit/ 
Year Total Ciedit Total MDP Agricultural CDP 

(1) 	 (2) (3) 

1970 7.8 27.2 32.3 

1971 7.6 30.8 30 7 
1972 (.4 31.5 33.0 
1q73 6.8 41.2 38.2 
1974 6.5 41.2 36.9 
1975 9.1 46.7 55.9 
1976 	 8.9 55.3 60.1 
1977 	 9.9 61.] 62.6
 

B. 	 Incremental Changes In Agricultural Credit And
 
Agrictoitural GDP In Recent Years
 

Annual Inc ease In Annual Increase In Column 1/
 
Year AIric. Crecit (J $0)00) AjriC. MP (J $000) Colun 2
 

(1) 	 (2) (3) 

1975-76 23,978 25,268 95%
 
1976-77 29,730 37,626 79%
 

C. 	 Estimates of Real Rate of Interest For Agricultural 
Credit and Implicit Credit Subsidy As Percent of 
Agricultural M)P 

Avg. irijal Real Rate C' edit Subsidy 
Rate of Interest Rate of Interest Nit . Credit/ As % Of 

Year Inflation Arric. loans (Col 2-Col 1) ,N-jr. (P ?ric. GDP (1) 
(I) - (2) (3) (4) (5) 

1975 15.7 10.0 -5.7 55.8 3.2 
1976 8.2 10.0 +1.8 60.1 0
 
1977 14.0 10.0 -4.0 62.6 2.5
 

(3 )  
1978 35.0 10.0 -25.0 62.6(2) 15.6
 

Sources: Statistical Digjest (Bank of Jamaica), various years; 
National Incrne and Product 1977 (Department of Statistics), 

various years. 

Notes fo- Panel C: (1) 	 Subsidy as a percent of Agric. (GP is estimated 
by taking the proportion of total outstanding 
agricultural credit. to total agricultural products 
(colm 4) and multiplying this by the negative 
rate of interest (olmn 3). Thds is eluivalent 
to eszimating the anount of subJsidy by taking the 
rqative rate of interest an(] multiplying it by the 
awint of agricultural credit outstanding and then 
discovering what proportion this is to agricultural GDP. 

(2) 	 Assuming the proportion of agricultural credit to 
aqricultural GDP rarains the same in 1978 as in 1977.
 

(3) Estimate. 
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increase in the demand fur credit beyond that which can be justified 

with price stability (Table 2, Col. 4). Agricultural credit per-ste 

slightly dtclined a - a proportion of total credit (panel A, Col 1 ). 

From 17' (7v-iaord; ho,,ever, it has been u.rr ,ing more r;ipidly than 

the rapid increasi in total credit. The sh,irp jump in all thes: credit 

ratios- 197-. :197 19'5 primarily .a"broadterbetw(-e- 1o r, t Iects definition 

of agricultural. ' r !ni th c(,r nerc-ail l,,an, re ring prt ceduresn ',i,,.ks 

to the Bank of ]arn iic.i Ir 111 197 ,, kvard+ (ste foot uos I ar. 2. 

Hence the only unarnbigo nos trends are those fro m 1970 to 1974 and 

from 1975 to 1977 (1. ,., the tw( subperiods that straddle the 1974-75 

period). Finally the agricultural c.redit/agrjc. (11)l1' rati (Col. 3) 

has been increasing from 32 to roughly 37 percent in the earlier 

subperiod and from 56 to 63 percent in the later subperiod. 

The rising avterage ratio of agricultural credit to Agric. GDP 

implies an even higher marginal ratio of the incremental increase -n 

agricultural credit (during a given year) t, the incremental increase in 

agricultural GDP. Pane! IB of '1 able 5 highligh s th:.s fact tor the most 

iecent two years in our tine series where rna,,,ral increases in 

agricultural credit range irom 79 to 95 percent the marginal or 

incremental inc rease -n igricultiral GDP. No,, these roufgh ratios are 

less than ideal in measuring the changing efficiency or productivity of 
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credit. First if some natural disaster hits the agricultural sector this 

will limit the growth of agricultural GDP and one would hardly begrudge 

ui over until the next season.the continued use c redit to tide farmers 

Alsc, if lunge, tt-r. a edit fo: rns' an irnpcrtant part of the tO-tal credit 

amount through the averageportfolio, we should spread that credit 

weighted lifi;me of the agricultural investments financed by these 

credits rather than bunching the wholc amount into the nurn.rator 

was done here).during the year all the credit was issued (as 

yearsthere have some 

which could have affected agricultural GDP to some extent. However, 

in i977 the sector g.'ew at a robust 6. Z percent in real terms with 

growth in the domestic food crop area. Likewise, long 

In the Jamaican case been droughts in 

most of this 

discussed earlier has formed important part ofterm credit, as an 

the total credit portfolio in Jamaica. However, this component has 

years (from 53 percent of the net increase inbeen declining in recent 

credit in 1974 to 35 percent in 1977) as the credit/GDP ratio has been 

rising. In 1977 we have the setting of a major increase in short term 

credit, a continuing decline in longer term credit and a rapid rise in 

Still the increase in credit was clearly substantialagricultural GDP. 

(79 percent of the increase in agricultural GDP). 

In spite of the above caveats, it is hard not to come to the 

conclusion that the agric. cre-At/agric. GDP rat,.o has been rising in 
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of the "deadwood syndrome". In shortJamaica in re:ent years because 

many of the loans ,3utstanding (in the numerator) are du.adwood, that is, 

in permanent default (as far as the credit institition is concerned) on 

the on hand, and \ ery ik-ly p.rnmanent)y (ivt, ie(1 to iuii-ag 1 Atural 

ther hand. The hiiK and rising crc.dit/GDP ratio whenuses on the 

combintd sith high an risiag ,'elinquency strongly suggest that 

the agricultural sectoragricultural cr, dit is either mt being applie d to 

or, if it is, it is be ijngappliedincfficicntly - hen crrpared tolearlier 

years. Given thie ',,7rni., stagn atin in tht, econm y is a whole it is 

possible that much of this cretdit May be leaking out of the economy as 

reai estate, land and oher inflationarycapital flight as ci,] as into 

hedges. This raises s,,ne serioius questions about the need for a 

reform of the credit strategies adopted in recent years, a topic to 

which we will return in th,, final sect ion. 

section is the implicitThe final issue warranting discussion in this 

subsidy built into the current credit strategies. Panel C of Table 5 

presents estimates o)f the real rate of interest for agricultural -redit. 

that the average interestWbiewQne takes inflation into account, we note 

rate charged for agricultural credit (from a low of 3 to 7 percent in 

government programs to 13 to 14 percent in commercial banks) is 

clearly belov' the ave.rage rate of inflation (Col. 2 vs. Col. 1). The 

net result is a negative r,.al rate of interest (Col. 3) which in recent 

years has been rising dramatically. Furthermore if one multiplies the 
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the real rate of interest times the agricultural credit/agricultural 

GDP ratio one can estimate the implicit credit subsidy as a percent of 

agricultural GDP. Column 5 shows that in 1978 this reached 25 percent, 

a high level by any standard. 

Tnu.F we not only have a scenario within which credit appears to 

be increasingly used in an inappropriate (i. e. , non agricultural) or 

inefficient fashion, but also a situation ;'here the beneficiaries or 

borrowers are enjoying an unusual subsidy. In short the social costs 

of this credit strategy could be substantial if relatively large borrowers 

form an important part of the credit portfolio and, as pointed out 

earlier in this section, this would clearly appear to be the case. This 

calls for a more detailed evaluation of the performance of the major 

institutions and programs comprising the national system of 

agricultural credit in Jamaica. 

IV. 	 INSTITUTIONAL PERFORMANCE: THT QUESTION OF 
ARREARS AND INSTITUTIONAL VIABIlITY 

A. 	 Loan Size Distributions and Arrears 

Three important questions concerning the performance of 

financial institutions (from society's standpoint) are: (1) who 

constitutes che clientele of this institution? (2) are they servicing 

their clientele effectively? and (3) is the institution financially 

viable? In applying these questions to the Jamacian scene we can 

evaluate the performance of the financial institutions and progirams. 
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Tables 6 and 7 on loan size distribution offer an insight into the 

nature of -.he clientele serviced by the major cre(it institutions servicing 

agriculture. With ,ver 50 perc ent of the total value of loans in loan 

siz( s of $100, 000 yr rnire it is :lear that ci nirnercial banks ,ind the 

JDB service larger :ro:ers wl-i, the S,_.1 DP scrvices n-k,,h ,inaller 

(though not neces!e,,rily iall) -.,.,rners. indeed practically the entire 

portfolio of the SStDP is in loan sizes less than $20, 000 -whereas orly 

16 and 5 percent fall within this >wer loa.n size in 'The commercial 

banks and tht. JDt. 

Comparible data in the loan sizes of the ACB ard the Crop Lein 

program are not fV rr.alliv recor led and reported. N\evertheless it is 

not diffictt to plac I , ;i, vithin this context. The direct loan portfolio 

of t.c, ACB primarily ser-.ices larger farmers. This is The consensus 

cf the lo Ln officials on the Cre(dit Board and is borne out by the high 

averag-: -,ze loan for th-, e'atire portfolio. The quantitatively more 

important ACB line -)f credit to farmers through the P. C Banks, 

however,is clearly far smaller farmers and consists of many small 

sized loans (which a larger farrier wouldn't feel was vwrth his time). 

In the broad spectrum from .arge to small farrner clientele we have 

commercial banks and the JDB at one end followed by the ACB direct 

line of credit, foll(,'.,., *. turn by the medium to small farmer 

SSFDP loans and fisnally ,- the ACB-PC Bank portfolio and the Crop 

Lien prograir which ,'epr,.sents small farmers. 



TABLE 6
 

LOAN SIZE DISTRIBUTION FOR COMMERCIAL BANKS
 

AND JAMAICA DEVELOPMENT BANK
 
Jamaica, 1978
 

Agricultural Production 
in Cczrercial Bank X 

Development Loans for Agr
Jamaica De,loinent Bank 

Nti er Anmunt Number Amount 
Loan Size of Loans of Loans of Loans of Loans 

Under 5,000 73.5 0.1 3.7 0.1
 

5,000 - 19,999 9.0 7.2 22.0 4.6
 

20,000 - 49,999 8.0 12.2 42.7 23.3
 

50,000 - 99,999 5.8 20.0 13.4 15.9
 

100,000 + 3.7 51.9 18.3 55.9
 

100.0 100.0 100.0 100.0
 

Notes: (1) Commercial Window
 

Sources: 	 Loan files of Commercial Bank X and Jamaica Development
 

Bank
 

TABLE 7 

LOAN SIZE DISTRIBUTION OF SELF-SUPPORTING FARMER DEVELOPMENT
 

PROGRAM (SSFDP) IN JAMAICA, 1977
 

Number Amount 
of Loans of Loans 

Loan Size 	 % %
 

Under 2,000 26.5 8.1
 

2,000 and under 3,000 23.3 13.9
 

3,000 and under 5,000 24.2 22.0
 

5,000 and under 11,000 22.1 41.7
 

11,000 + 	 3.8 13.3
 

100.0 	 100.0
 

Source: Loan file of SSFDP
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TABLE 8
 

ARREARS RATIOS FOR SELECTED AGRICULTURAL CREDIT
 
INSTITUTIONS AND PROGRAMS IN JAMAICA
 

IN THE MID TO LATE 1970s
 

Arrears on Arrears to "-otal
 
Amounts Due Loans Outstanding
 

1 ) (1) (2)

Banks(


Commercial
I. 


4.4(2)
4.4(2)
1) 1978 


II. 	 Public Sectcr Agricultural
 
Credit Programs
 

A. 	 Jamaica Development
 
Bank (Cummercial Window)
 

1) 1974 na 2.2
 
2) 1976 87.2 8.2
 
3) 1978 82.6 19.6
 

B. 	 Self-Supporting Farmer
 
Development Program (SSFDP)
 
1) 1978 38.0 18.0
 

C. 	 Agricultural Credit
 
Board (People's Coop­
erative Banks)
 
1) 1978 na 39.0
 

D. 	 Crop Lien Program
 
(Ministry of Agriculture)
 3 )
94.0	 94.6(3)

1) 1978 


Notes: 1) From files of anonymous commercial bank in Jamaica
 
in 1978.
 

2) Commercial Banks cl~ssify a debt as in danger or
 'arrears" due to a vriety of factors in the sub­

jective judgment of a loan officer. The loan does
 
not. have to be formally "due" to be classified and,
 

conversely, a loan may be beyond the due date but not
 
be in danger of non-payment and hence not classified.
 

3) Amounts Due and Loans Outstanding are tne same here.
 
This is a seasonal loan program.
 

Sources: 	 From Loan Files of the Institutions or Programs in
 
Question.
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Table 8 summarizes the arrears record for alP the institutions and 

programs in the Jamaican setting. The commercial banks register 

respectable recovery iates (i. e. , low arrears rates); however, all 

the public sector programs record alarmingly high arrears rates 

(when expressed as a percent of accounts due-G-ol. 1). This raises 

a serious question as to whether any of these programs are financially 

viable. To place this issue in context it is helpful to discuss the large 

farmer and small farmer arrears separately even though the arrears are 

high i -iboth areas. 

B. The Large Farmer Arrears Issue 

The JDB arrears issue is the classic large farmer delinquency 

problem. The JDB was originally set up in the early 1970s to service 

the medium to long run developmental needs of fairly large capital 

intensive activities. This is the classic issue of "modernizing" 

agriculture through capital intensive investments in the form of 

creating dairy or beef herds,installing dairy equipment, tractors, 

pumps, new pastures, fencing, wells, irrigation, new plantation crops, 

etc ..... These investments consisted of large average sized loans 

as seen in Table 6 and represented a substantial part of the net income 

in annui loans to agriculture in the mid-1970s as seen in Panel A, 

Table 4 (e. g. , 36 and 31 percent in 1974 and 1976 respectively). 

Therefore any serious problem in delinquency in this program is in effect 

affecting an important component of the total credit portfolio and, 
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moreover, one that is allegedly on the "cutting edge" of the modernization 

drive in Jamaican agriculture. 

Table 8 offers some additional insight into this problem in the 

JDB with t-.e wide discrepancy between Columns 1 and 2, between the 

arrears on amounts due (a roughly unchanging 81 percent) and arrears 

on loans outstadinl (grt,,,ing .'mith time). The rapidly rising arrears 

on total loans outsyat, i- fr,,n" 1974 to 1978 (Col. 2) reflects the 

aging of the portf,,i, s mor, 4 the longer term debt falls due. This 

is not a usct ful lfe,si r. , delinquincy. It hides the seri,)misness of the 

problem that is appIrtiiit in Colmn 1, namely a high arrears on the 

amounts due. Ass(,,iat,.d with this problem is the aging of the arrears 

itself as more of t1-- dttstanding debt falls due. In 1976 only 38 percent 

of the total arrears was overdue for 90 days or more. By 1977 this had 

risen to 82 percent. 

Curiously the institution did not design its accounts in such a 

way as to detect th,- arrears on the amounts due until recently when 

pressed to do so by its international creditors. If the institution had 

established effective arrears accounting early on (say 1973 or 74) it 

,vould very likely have found a high arrears on what would have been 

the small amount due at that time. This could have alerted the 

authorities to the potential seriousness of the problem if nothing were 

done to arrest th.s trend as the portfolio matured. In retrospect it 

is clear that ITIsuffncIent .ttention was paid to designing appropriate 

ariear:f iatc.E and .3ctting up the machinery to implement ,.ffective and 



25 

is quite possible that if the early borrowers hadtimely collections. It 

aware of the presence of a rigorous collectionbeen made forcefully 

late), greaterprocedui'e (instead of receiving due bills six months 

Given the limited number of thecompliance could have been secured. 


portfolio (several hunired) selective visits by an appropriate ofiicial
 

could have reinforced this repayment behavior early in the life of the 

loan. Now that the numbers and a--noui-ts have gotten out of hand, the 

very problematical.possibility of turning this situation around is 

At the same time there was clearly a deficiency in loan appraisals 

of thedespite the early emphasis to staff this division at the expense 

collection division. Arbitrary interference with established loan 

under the former Director of thereview procedures became common 

Bank and, in retrospect, the institution has paid dearly for this 
3 

rates and low staff morale. Growingbehavior with rising arrears 

a farmer behaviorresistance to repayment very likely has played role in 

as a result of the disclosures about the Bank's management (which they 

wvere privy to beforehand in any event), the feeling that they could get 

away with it, the felt need to take care of other pressing expenses first, 

and finally, for some the inability .to pay because of bad times. It is 

3 This state of affairs became known through the Auditor Generals
 

reports in 1978 and 1979 reviewing the issues of conflict of interest
 

results of these findings have
and mismanagement in the JDB. The 


been made public in the Daily Gleaner news paper.
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important for the bank to distinguish between the ability to repay and 

the willingness to repay in dealing with their customers. An economic 

intelligence unit is required to monitor the behavior of key farm costs 

as well as farm prices in the economy and the effectiveness of various 

marketing channels to determine the degree to which some of these 

farmers are truly constrained and unable to meet their payments and 

the degree to which they are merely unwilling to repay. 

A final comment is in order on the policy of the international 

agencies. One cannot help but conclude that these sources (primarily 

the V orld Bank) were too eager to push more loan funds into ljc,JDB 

than they were in a position to manage. This is fLiquently a problem in 

these programs. The JDB, on the other hand, found it difficult to 

exercise any self-discipline in this situation and was very likely 

ignorant of the pitfalls of accepting more than could be managed 

effectively. In large part they probably had little idea of how much 

they could manage effectively since they had not had any experience in 

administering these kinds of developmental loans before. In the end 

this places more responsibility on the international lender if only to 

protect his potential loan recovery. In this case it would appear that 

this responsibility was too lightly regarded. 

Another issue that has arisen in the most recent years is 

whether the risk of devaluation should be passed on to the farmer 

(as the present contracts stipu'.ate) or partially or completely absorbed 
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Given the massive devaluations of the Jamaicanby the government. 

itas becomes an important, some say an
dollar in the last year, 

rising cost (in domestic currency) for local farmers
insupportable, 

linked local debt through dra-.ing upon
who have incurred U. S. dollar 

the World Bank line of credit in the JDB. Neg(tiations are still 

underway to settle the issue. 

In summary the vulnerability of the JDB has increased markedly 

ar,,ars in its total loan portfolio. There is
with the growing rate of 

further
serious question about its financial viability in the light of no 

trickle
capital inflows from international sources and the mere 

coming back on its outstanding obligations. In retrospect the institution 

would have been less vulnerable if more of a banking mentality had 

This perspective could have
prevailed in its original design. 

emphasized a more balanced portfolio of assets including shorter 

on the other hand drawing upon
term and more commercial loans, while 

lending as well as international agency funds
deposits for shorter term 

for longer term development loans. An extensive branch banking network 

would also have helped rather than centralizing all operations in one 

establishment in Kingston. 

In short a different type of development bank may be in order, 

with the successful, nationalized National Commercial
perhaps a merger 

rigorous banking practices could prevail withBank. In this case more 

a shorter term and more secure portfolio and a deposit function to 

AAhen this
offer a broader array of financial services in the market. 



28 

a scaled down but still significant longer termis combined ,ith 

in part from international sources,development portfolio supported 

onL has a much more balanced and ht-ss volne.rable financial 

Ih virtue.s and discipline ',commercialinstitutioPn that ctn bine s 

c m ioiut- n(t of developmentbanking with the visi,,ns and Ion ,,run 

banking. 

C. The Small F'arner Arr-ars Problem 

Table 8 shlov.w that the arrears perfo rmance of the smaller 

c redit pr,,r-m wis,th one expection, are not any better than
farmer 

Ir short we have a whole sale
that for the large iaro e r J DB program. 

sector programs. The old line 
delinquency issue tlzit aifects all public 

relation
ACB-PC Bank program recucrds about a 40 percent arrears in 

are not designed
to loans outstanding. Not surprisingly their accounts 

due. No doubt thi," measuremeasure on accounts 

since there are medium term loans within its 

to create an arrears 

is considerably higher 

portfolio. 

Through time the relative importance of the AGB program has 

o-f its long standing
declined. Its reputation has suffered as a result 

are interinittant and irregular.
arrears problem. Annual reports 

and managerial practices cficient and loan
Sophisticated accounting 

appraisal and collection procedures perfunctory. The SSFDP program, 

1969, was transferred into the
originally established within thf ACB in 

to coverthe ACB overhead,JDB in 1974. Government budgetary support 
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deficits and new loan capital has diminished in the face of competing 

demands by newer programs in the public sector. As a result there 

has been a decline in the real resources available for loans ii0 this 

nrcgram during the 1970s (Table 3, Panel B). Finally khen the Crop 

Lien prugrdrn ,as sIal lishe d in 197)7, it vas Khused in lhe Ministry 

of Agriculture ins. Va id ,f !'ie AC ,. At present the institution is engaged 

in a holding a(tioi on a diminishing base iot real resuur( -s. 

The Crop Lien Prog,.rarrm is the most rtec¢tnt initiative to reach the 

small farmer. Launched in 1977 in a effort to stimulate local foodstuff 

production and save on foreign exchange fur food imports, the program 

was widely publicized and, apparently, did reach a large number of 

farmers. The program ,as strictly short term and seasonal. Roughly 

nine and a half million dollars were dispersed to sorne 30, 000 farmers. 

Alledgedly farmers with commercial, JDB or SSP-DP loans were 

ineligible. Ministry of Agriculture extensic.n, agents engaged in the loan 

appraisals which were rather casual and perfuntory and retailed 

through local P. C. Banks. Repayments were expected to be voluntary 

with little if any inducement needed but, as is clear from Table 8, by 

financial standards, the program was a complete failure with only a 

six percent revoery rate (i. e. , 94 percent arrears rate) after one and a 

half years of operation. Clearly a "grants" mentality was operating 

here with no serious sanctions for default, and, one might addno 
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serious consequences for the public officials responsible for designing 

the program with its built in failure for effective loan r.covery. 

.
Thn SSFDP program is currently the only public sector credit 

program with a modicum f suc ess. Thc: arrears rate. ii this 

progran is ,iity '8 per( cnt for the a irts doit and IS ptirc(nt for 

loans outstanding. In compar is.n t. the JDI,, ACB ,r Crop Lien 

Programs, this is a very respectable perf,rrnance. N4,reover this 

prograiri has the additional challenge of promoting longer term 

developmental loans to small and mediuni siz( d farmers. However 

this success comes with a price, namely, a high supervisory overhead 

that is largely absent in the other programs. A highly decentralized 

set of field officers with separate staffs for loan appraisal, technical 

assistance and loan collection guarantee a close innitoring of loans 

by field personnel wh,, are close to the farnier and local conditions. 

This is in sharp cootrast to, th, J 1DB ojperations in ,hich all these 

operations ar, ud( octent nit (I 't central ,tli((. 

In so rnzna ry s11n11l farI iier 1.,an pr,,grams in Janina ica have been 

difficult to, dclsign and impl,'me ot sticce ssftilly. Nigh arrears rates are 

common and a ''grants'' r.entality difficult to overcone. Political 

support for non-repayment arnong many politicians reinforces this 

behavior and makes it even more difficult for public officials to correct 

the situation. Thc absence of effective sanctions (since foreclosures 
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are either difficult or legally impossible depending on the program) 

and, at the same time, the absence of public accountability for poorly 

designed programs practically guarantees failure. 

The only strategy that has succeeded to date is a highly expensive 

farmersupervisory crt-dit program that rrun iturs ( .r pressures) the 

so frequently that it pre t .nts arrears froin getting out (4 hand. At the 

same time there is a possibility that t'ie farmer values the technical 

assistance he receives fruiv this loan source h cthly eno ugh that he 

does not want to risk being cut otf froni further assistance 'ith high 

arrears. In any event the overhead supervisory costs in this program 

appear to offset to so me cxteit the otherwise high arrears that would 

it. In the end a highly subsidizedinvariably emerge without 

at least inculcatessupervised credit program like the SSFDP which 

more responsible repayment behavior and effectively implements 

on-farm investments is preferable to an equally subsidized non­

the ACB and Crop Lien) that saves onsupervisory program (like 

supervisory costs but generates high delinquency, poor credit attitudes 

and probably a diversion of resources to non-farm uses
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V. CONCLUSIONS
 

We conclude this paper by reviewing the Jamaican experience over four
 

broad areas: (M) the planning vs. the banking perspective; (2) the dilemma
 

of development banking; (3) the issue of credit delivery to small Carmers
 

and finally; (4) the jathAo,,yv oft economic stagnation and constraints on 

financial reforms. 

Jamaica, in the 1970's, has shifted between a planners and a bankers 

perspective on agricultural credit straqtegies. This struvgle is still not 

resolved. Thc Planners nid characteristically the plan-oriented Ministry of 

Agriculture have always viewed -redit from the credit use approach. In short, 

after the physical production tarets hive been established concerning how 

much agriccultiral output is de:sired, all policy instruments are directed to 

that end including credit. Arbitrary guidelines are established to determine 

how much credit input is needed to produce so much agricultural output. Credit 

programs are then launched to service these production programs. The most 

recent example of policy style is the Crcp Lien Program. The fact that prac­

tically none ot the loans- were repaid in this program was considered of lesser 

importance than the fact that domestic foodstuff production increased substan­

tially. There is an implicit assumption that the opportunity cost of public
 

funds is low. The planners approach invariably transforms credit programs
 

into income transfers and rationalizes their results after the fact.
 

The bankers perspective is less concerned with production perse and
 

more concerned with institutional viability. Within this scenario bankers
 

are more concerned with the proper evaluations and administration of loans,
 

concerned about chanin-: i siffcient rate of interest to cover costs, determined
 

to protect their cash flow through low arrears (emphasizing collateral and fore­

closure) and pessimistic about the possibilities ef servicing the credit needs
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of small farmers without extensive monitoring, supervisior and collection
 

machinery. The :DB and SSFDP credit strategies reflect this thinking, however,
 

in the case of the farmer, poor performance has not only damaged the institution
 

but compromised the credit strategy as well. At present the current impasse
 

between the planners and bankers approach is at a stand-off with no firm
 

political direction being offered by the government to resolve this dilemma.
 

The development bank dilemma grows out of this impasse. The poor
 

performance of the JDB has seriously compromised its financial viability and
 

the institutional credibility it once enjoyed. The period of growth and
 

expansion is over. The institution now faces a painful period of retrenchment
 

and slow recovery. More effort has to be spent in recovering loans, foreclosing
 

on properties and rescheduling loans for salvagable projects. The "grants"
 

mentality, favoritism and the image of lax loan administration must be changed
 

before the institution can function again effectively and draw on outside
 

funding. The possibility of diversifying its loan portfolio to include more
 

short terms liabilities and assets is an interesting possibility but one which
 

must follow rather than precede the retrenchment and recovery strategies.
 

Public sector credit delivery to small farmers has proven difficult in
 

most countries and Jamaica is no exception. The possibility of achieving
 

this goal and maintaining the financial viability of the institution offering
 

this service is slim. Quick and widespread dissemination of credit invariably
 

leads to an ad-hoc income transfer program. On the other hand, careful,
 

expensive supervising of small farmer loans may reduce arrears but the high
 

operating costs limit the scope of the program and, in the end, may not be
 

much more cost-effective than a low cost unsupervised program with high
 

defaults unless the loan recovery rate is high.
 

More helpful here would be a package of agricultural policies that
 

distributed inputsin kind at subsidized cost and promoted minimum price
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programs and marketing arrangements that would reduce the risk of income
 

variance. Minimum prices affect all farmers equally whereas subsidized credit
 

programs are invariably rationed and, in the end, only favor those who have 

access to the credit institutions. Policies promoting off farm employment
 

and income opportunities in rural areas could also improve the economic welfare 

of small farm families. Also we shotild not forget that informal credit 

channels are very likely servicing small farmers more exteinively than is 

commonly known. In light of this, the social return to the use of public 

sector resource:; would be higher if applied in a combination of the above 

policy initiatives to reach small farmers rather than drained off into an 

ineffectively and inequitably administered credit program with high default 

rates.
 

Finally the pathology of economic stagnation is currently constraining 

the prospects for financial reforms in Jamaica today. Under more normal 

circumstances the growing pattern of distortions in the financial sector which
 

create a negative real rate of interest environment and inequitable credit
 

subsidies could be dealt with through interest rate reforms. Similarly the
 

declining rate of savings and implicit taxation of small savers for the benefit
 

of larger borrowers could be corrected through the same reforms. By rqising
 

savings deposit rates of interest sufficiently to promote a positive rate of
 

interest, savers would no longer be penalized. At the same time banks could
 

protect their operating margins by raising their loan rates to borrowers,
 

charging an interest rate that more closely corresponds to the true opportunity
 

cost of capital and eliminating the unfair advantage borrowers currently enjoy
 

with negative real rates of interest. Public sector programs could also limit
 

the drain on government resources by raising interest rates to more adequately
 

reflect the opportunity cost of government funds.
 

The constraint in this otherwise sensible strategy is the lack of demand
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for loans in the economy in the face of a severe economic recession. The high 

level of excess liquidity in the commercial banking network suggests that banks
 

would be unable to find customers for these higher cost lo,s until overall
 

inflation is effectively controlled and economic recovery underway. 

One common way to deal with this state of affairs is to institute a
 

rigorous stabilization program which promotesan expansion of exports, sharp
 

devaluations, wage controls, budgetary constraints, indexing for inflation and
 

drastic financial deuumprersion. This usually takes several years and requires
 

a strong non-democratic authoritarian regime to implemenL the measures
 

effectively and repress the inevitable popular reaction again4 the short term
 

results with high 5ocial costs. The examples of South Korea, Taiwan and post
 

1973 Chile come to mind here. This is hardly the political model that would
 

conform to Jamaica's more democratic traditions.
 

Jamaica has currently adopted an IMF stabilization plan in order to borrow
 

stand-by credits to forestall international bankruptcy. As a consequence it has
 

adopted a good portion of the above measures. However it has not adopted the
 

drastic financial reforms that would change the structure of interest rates and
 

index financial instruments for inflation. The political cost of such measures
 

is considered too high. Such a move would very likely be interpreted as favoring
 

the private sector more than is appropriate in the present state of national
 

sacrifice for economic recovery. Also the question remains as to how one
 

moves from the present set ot distortions into a more logically structured
 

financial sector in the face of a prolonged recession with a lack of loan
 

demand creating excess reserves in the banking systems.
 

Thus the prospects for eliminating the inequitable and inefficient credit
 

subsidies currently built into the negative real rate of interest setting are
 

slim. This less than ideal structure of interest rates is bound to remain in
 

place until inflation is reduced or some indexing formula adopted, both being
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unlikely events in present day Jamaica. This implies that savings will contioue 

to be penalized and various forms of non-price rationing utilized to allocate 

public sector credit. The growth in the supply of agricultural credit will be 

much slower than in the early and mid 191(Js with a much smaller number ot 

farmers surviuced. vOnly a significant reduction in infl:ation and a modest 

economic recovery can create tihe conditions that could modify this pessimistic 

scenario, creating the policy space (i.e. room for maneuver) that would permit 

the financial reforms that are so necessary in Jamaica. 
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