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' _CHAPTER I

INTRODUCTION:

1
el

TR - R TC ‘ L
This study analyses the size, structure andhparformance ofiEng,»

rural financial Markate'in Jamaica. The.rélatlva contribution of the
various credit institutions in servicing the rural sector iaiéstabliahed
and subject to epecifié]analye?% in separate chaptefbjefufﬁiq“rQQQEt -
Throughout,emphaaiafg}lﬁ shift’ between an analysis of the system as a
whole and the role and performance of specific institutions within that
system.

Ve begin, first, with an analysis of the macroeconomic setting
within which the rural financial marksts function. This ;nggfl: an
overview of the raal economic performance of the Jamaican economy from
1965 to 1978. The pace and pattern of economic growth is . ;etatligned'
along with the associated a@ructural features of capital formation,
employment, foreign trade,.the balance of paymanﬁ?,inflation and credit.
The changing structure and performance of the agficultural gector is

c;‘,Cu AS FJ
then documantad within this acanario. .

Thelﬁi&gchapter presents an analysis of the national netuwork
~of rural financial markets. This global perspective investigatee the
‘,:changing featurea'of agficultural credit from the ﬂ@te 1960's to the
| present. Estimates of the expansion of rurei credit in real terms :arxe
presented along with the factors behind the shifting institutional
channels through which th; expansion occurred. The pattern of access
to credit by farm size ie established and the issues of domestic V8.
foreign source funding discussed. Finally, the impact of inflation in
distorting the rural financial markets is analysed through its effects

:on the efficiency of credit use and equity.



Tha fourth chapter apecifically'evaluates tha role and performanca
of the commerciel banks in servicing the credit naada of tha rural sector.
iThis is then folioued by a chapter analysing in detail the experience
of the Jamaica Development Bank in channdling credit to agriculture. The
growth of credit through this institution in many ways highlights the
ma jor probléma o£ rural financé in éhqlﬂamaican‘ggttingz Performance
.indicétors such as term structure, loan size distribution by farm sizep--
enterprise type,and finally delinquency and arrears are evaluated from
the point of view of achieving development objectives and maintaining
institutional viability:in the present macrosconomic setting of Jamaicaii

Our focus then changes to.the three major programs designed to
service the credit needs of%}h% small farmer: The People's Co-operative
Banks network with the Agricultural Credit Board; the Self-Supportiaé
Farmers' Development Program and the recent Crop Lien Program. Each
program has a distinct history, sach hae[parried oug gvgiecial role in
the rural financial market and sach has had its;measure of;problema.
The programs are evaluated in terms of the clientel they serve; the
quality and impact of the credit they offer; their organizational
features and operational procedures; their arrears and their viability
in resolving the problem of the small farmer*in Jamaicaz

The next chapter summarizes the impact of government policy on
the rural financial markets. The role of the Bank of Jamaica with its
 selective credit controls and the actions of the Ministries of Agriculture
and Finance are summarized. Direct gcvernmental financial assistance is
-shown to have been irregular;'crisia-motiuated, and restricted to a feuw
7: commodities. It is concludéd that governmental policises have been mainly
?%%unauccessful in bringing about a larger, steady, and mora afficient flow

[7}0f private sector credit to agriculture.
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Finally we draw tha threads of the analyaia togathar in our

y fl we
,concluding chaptar by ravieu!ﬁb,tha present ata%a of rural financial
2 'VM.},,{: R hq:q LXTEYL I

fmarkata in tha country, the potantial for rationalization and reform
"of tha ayatam as a whole and the major institutions functioning within
fthia ayatam, and the complsmentary actioﬁsnacasaary to support this
‘affort.
“ Fimally, words of gratwful acknowledgsment are clearly appropriate
in this introduction. Thie study couldrtet have been completed success=
fally without the extensive counsel and co-operation of officials at
the Jamaica Development Bank, the Sslf Supporting Farmera* Development
Program, the Bank of Jamaica, and a specific commarcial bank which shall
remain anonymous for the purpoeee of this report. At the same time,
officiale from the Ministry of Agriculture and thavAgricultural Credit
Board havs been generous with their time and advica during crucial
'parioda of our investigation.

The unusual co-operation axtandad by the professional staffs of
'vtha JDB and SSFDP goes beyond anything the authore have sver experienced
blin wvork elseuhere. As a result of complets accese to their loan accounts
adeaupport for extensive field triba, we were able to generate various
measures of financial and economic performance from original data
sources that are rarely available in studies of formal agricultural
credit inatitutioma in less developed countries. This has resulted in

a delineation of problem aresas  that would have been impossible to

;<‘5hava understood correctly without this support. Similarly, the lung :

'Vhoura of diacuaaion wvith tha officiala and tha key ataff paraonnal of

thesse inatitutiona helped clarify ‘many areas of confuaion or ambiguity

u:aaaociatad with the data. Their concarn to resolve many of tha admit—
BT 8 . . ‘; - PR . ™ .. \_” . : e 5 K :\ i :



fi;}

tadly aarioua problama facing thair inatitutions is refreshing, and

the authora hope thia atudy can make at laast a amall contribution~

towarda that affort.



CHAPTER 11X

. REAL ECONOMIC PERFORMANCE OF THE JAMAICAN :
ECONOMY AND DEVELOPMENTS WITHIN THE AGRICULTURAL
- SECTOR, 1965-1978: AN OVERVIEW

This chapter outlines the macro-sconomic performance of Jamaica
from 1965 to the present time. Theiperformence of thekagriculturel
eector is also examined. Theee analyses provide the recent hietoricel

and contemporary contexte uithin which the epecific study of the rur&l
. L . t,‘

credit system is to be placed.

STRUCTURE AND GROWTH OF OUTPUT

The structure of production at the middle of the 19603 uee one;”
in which the six sectors detailed in Teblegxmieccounted for as muc@i
ee‘70 oer cent of total gross domeetic product at fector,coet. Five
iother sectors jointly comprised ths remaining 30 per csnt of gross
'tdomeetic product. O0f the six major sectors, the manufacturing and
‘dictribution sectors were the largest, and government the smallest.
By]1970/72, agricuylture had declined from 11.1 per csnt to 8.7 per
_cent of GDP, the: share of menufecturing had declinsd. slightly, whila
that of conetruction and distribution had risen. Ths situation in |
1977 wae remerkebly different. Economic activity in the ccnetruction
end mining eectore had declined significantly from 1975 80 thet in 1977
_mining uhich began to recover in that year accounted for 10 5% of GDP,
while conetrucnion, continuing ite downuard slide, accounted for only
5 9 per cent' lergely in response to the foreign exchenge crisie and

ythe aeeocieted regime of foreign exchange rationing by the monetary



. Table II.1

_Structure of Gross Domestic Product at Factof;Coézﬁ£74$?:jy?;?'j‘i?;

e Mean Percentage Share e R
. -Sectors . 1965/7 1972/2 1975/7 1975 1976 1977 .-

b (2) (3) w 6 (®

'Agricultuté;FFﬁfééttyk{ : o el .
- and Fighing . °° . = nm.x 0 8.7 9.1 8.5 9.3 - 9:6-

Mining and Quarrying. - 1206 1043 109 .91 10.3

Manufacture 137 149 143 15.4

Construction and CU1ls T 84 1005 . B
Installation LT sy R T

Distribution 159 156 7.1 149 148

Government 7.7 8.6 14.9 13.2  15.7 15.9

Sub Total 70.1 71.0 73.2 74.5 72.8 71.9
Other 29.9 29.0 26.8 25.5 27.2 28.1

Total 100.0 100.0. 100.0 100.0 100.0 100.0

Source: Computed from data in National Income and Product Accounts, various yeers.

R \ .
Note : "Other" comsists of the following five sectors: Electricity and Water, Finaancial In-

stitutions, Real Estate, Miscellaneous Services and Fouseholdc and Private Non-
profit institutions.



authoritiee, the import-inteneive dietribution gsector uhich had in-i
creaeed ite ehare of GDP up to 19 per cent in 1975, went into rapid
decline and by 1977 accounted for only 14. 3% of GDP. In marked con-
treet, the share of the manufacturing sector continued to grou, partly
reflecting the preferential treatment extended to thies sector in the'
ellocetion of import licenses.

0f significance is the rapid grouwth in thelehare of the govern-
ment sector from 7.7% of GDP in 1965/7 to 14.7%,in 1977. This growth
was the outgome of several tendencies in the economy. First, gavern-
mental activities expanded as the state took on additional productive
and regulatory functions. Secondly, beginning with the new People's
National Party governmental administration in 1972, public sector
employment was adopted as a strategy for absorbing the unemployed. An
important development in this respect was the Impact Programme which
was designed as a vehicle for temporary employment of the primarily
urban unemployed, most of whom were engaged in non-productive tasks.
The goal of creating productive developmental work progfammes hee not
been.achieved, despite the six years of the Impact Programme'e exist-
ence. Third, private sector activity has slowed doun in response to

F Hiesre has betuw a

the'deepening economic crisis. [ps‘fourtﬁ tendorcy-ia,—the grouth of
government tax revenues in response to revisions in the levels of
texation and domeetic price inflation. The net result.of all these .
tendenciee was a significant dieplacement of the privete eector by -
gthe burgeoning public eeotor. i o

In terms of 1970 dollere, the Jamaicen econom& after exper:l.em;::I.ngtf‘T
moderete ratee of growth between 1965 and 1972, entered e period of |

decline - the deterioration in economic performence being perticulerly .
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. Growth of GNP, GDP, and Output 1965-1967 (1970 )

S : Annual Average Percentage Growth Rates

F*;ff{ . 19:2/7 1970/2 iiZa 1:zs I:ZG

N 1970/72 1975/77 1975 1976 1977

(1) (2) (3) (4) (5)
o 4,03 -1,61 -2,93 ~6.59 ~4,03
GNP Per Capita 2,70 -3.25 -1.01 ~7.95 ~5,39
GDP Total 5.66 -1.75 -2,19  -6.24 -2.51
Agricultural - =4,30 4,24 - 6,44 2.80 1,17
Mining 1.72 2,19 -23.45 2150 16. 65
Manufacture 1.01 3,67 3,10 8.7 -11.92
Construction 5.13 ~4.98 0.81  -25.08 ~26.63
Distribution 5.89 0.85 0.69  ~18.80 . -2.97
Government 3.96 '13.19  - 7.48 11,05 ;fiiﬁog
GDP Per Capita 4.22 73.3oﬁ“ 0,27 159 3,90

Physical Output | ‘ | , f y e e
Bauxite . 6.54 -g;oe‘j -24 49 -10.25 L -10*74
Alunina 18,03 o053 V-18.01'_ 20,59 38, 21,‘
Sugar 4 226 -3.17‘v 045 -18.49
Bananas a9 092 Lk 12.82 1.1
Root Crops 837 40 326 <1050 19,34
Vegetables 6.57. 0.75 . 5.69 1819  8.53
Tourism  6.76 o7 4,15  -14,84 f1i5§9
Soutce Same as For Table II.1 - , J : ',“,..,_.,"'
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'pronounced from 1975 to 1977. Table 11.2 (column 1) shows thﬁt reelv
‘Groee National Product grew at an annual averaqe rate of four per cent
tfrom 1965/7 to 1970/72. Gross Domestic Product grew at an annual |
.7aeerage rate of 5.66 per cent. Growth per capite'though conaiderebly/
elowei as a result of population growth,was etilifaignificantly eoaitive
et 2.7 per csent per annum in GNP terms and 4.2 per cent in GDP termsa.

The main eectorel eources of expansion were the construction sector which
was reeponding‘to rising demands for reeidentiel,office,factory and
tourist accommodationf the distribution ssctor, and the.government gector.
Other major sectors such ae mining.and manufacturing, expanded much

more #louwly. The gross domestic product of the agricultural sector
declined et an everege annual rate of 4.3 per cent.

The overall expaneion of the economy, and ite differential greuth"
is also revealed by trends in phyeicel putput. Table II.1 detaile the
aituetion for the main commodities and tourism. It can be ssen that the
expeneion of bauxite, alumina, and tourism was very rapid. In contrast,
productien of eugar end bananas which are the mein egriculturel export
commoditiee, declined rapidly, so that deepite the feeter expaneion in
the quantitetively less significant domeetic agricultural output, the
performence of agriculture as a-whole was abysmal. _ "Lh ‘“

. After 1972, GNP and GDP in 1970 pricee declined continuouely in'
‘974.!

;ebeolute and per cepite terme, except for a emell riee in GDP in'

::iCompered te the 1965/7 to 1970/2 period, GNP declined from 1970/2 to
;;1975/7«et en average annual rete of 1.6 per cent, uhile GDP declined
.':,‘y'at the alightly faeter rate of 1.8 per cent per year (column 2). ﬂ,g_
3¥ﬁconomic decline was particularly" feet in 1976, but the provieienel

: slowdoun
‘ ,date eveilable for 1977 ehcwe a moderate -/ imn the rate of decline
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in that yoar. The overall declino in GDP wae moderated by positive
gromth in the groaa domeatlc product of the government and the agricul-
tural eectora in that order of importance. Economic deterioration was
eapgcially great in the construction and mining sectors. In 1975 and
f97é;ttha'latter declined by 23% and 21 per cent respectively, largely
aé‘a result of a recession in the aluminium industry in response to the
economic recession in the U.S5.A., and serious industrial unrest in the
bauxite and alumina industry in Jamaica. Another possible reason is
output contraction as a form of protest by the bauxite comnanieo in
t£¢ Qas!to the increases in production taxes and levies unilaterally
introduced by the Jamaicgqcovernmsnt in 1974. Construction sector GDP |
fell by as much as 25 per cent in 1976 and 26.6 per cent in 1977 as the
mortgage market entered into depression, the demand for new residences
diminished drasticelly, and emigration of middle and higher income
recipients increased.

The direction and rate of change in physical output corresponded
rnughly to those of gross dumestic produet. Particularly noteworthy is
the rapid falling off since 1975 in the number ofplanded visitors to
Jamaica. Since the general world economic recession had abated by 1975,
the phasing of the decline in tourism must be attributed to problems in
the Jamaican economy and society. Prominent among these are the rapid

domestic inflation, and general social instability, especiallycviolent

cpime.

'PROFITS, CAPITAL FORMATION AND FINANCING

The developments in national income and production discussed in
" the immediately preceding subsecticn, may be linked in macro-economic

fashion to the behaviour of profits, domestic savings, foreign borrouwing,
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and net'fixed‘inveatment. Economic growth depends in part on the rate
of net investmant, which itself is determined by profit expectations
and the availability of investible funds. In open esconomies such as
Jamaica, foreign savings have historically been an important auppleﬁant
to domestically generated savings.

Table II.3 (row 1) shows that net fixed capital formation expanded
quickly during the period 1965 to 1970, but declined steadily there-
after. As a consequence, while its annual average rate of growth uas
10.6 per cent froﬁ 1965/7 to 1970/72, the decline from 1970/2 to 1975/7
vas even swifter, averaging 14.7 per cent per annum. The decline was
especially pronounced in 1976 and 1977 as the details in the Table shouw.
In 1977, real net investment magﬁonly $29 million, as compared to
$250 million in 1970. Thisvéigﬁékgﬁ#lecﬁéa remarkable deterioration in
investor confidence, in investment capacity, and in foreign exchange
availability for capital expenditurss.

The growth trends of profits give some notion of profit expecta-
tions. A consistent series on profits is not availabls for the entire
period, since the revised national income and product accounts first
issued in 1975 replaced the profite series with one on operating eurplus
from 1969. However, it is possible to glean the growth trends of
profits from the behaviour of the operating surplus variable over time.
It can be eseen from Table II.3 (rows 4 and 5) that aggregate gross
profits in real terms gray qﬁhgn average annual rate of 4.8 per cent
from 1965/7 to 1970/72. 46;;r;t1ng surplus e¥se in 1970 dollars declined
at an énnual rate of 2.1Aper cent from 1970/2 to 1975/77, though the
actual downswing did not commence until 1973. In nominal terms both
profits and operating surplus experienced poaitive growth in the tuwo

éub-perioda, particularly under tha inflationary conditions prevailing
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Table iI.3

Growth of Net Investment, Profits,
Savings, and Net Foreign Borrowing
“f o1 ‘js_.(zéli(' Comrals 19¢5 -1,

Annual Average Percentage Growth Rates

1965/17 1970/2 1974 1975 1976
to to to to to
1970/72 1975/71 1975 1976 1977
(1) (2) (3) (4) (5)
Net fixed Capital 10.65 -14.70 17.72 -52.15 -67.42
Investment
Net Foreign 19.33 -0.66 32,22  19.33 . -56.34
Borrowing e :
Profits 4,78 n.a. n.a. .,'Tﬂ.ﬁ; n.a.
Operating Surplus n.a. -2,11 - -13.63 -11,27  =5.71

Source : Same as for Table 11;1.



since 1973. 1t would however be erroneous to regard the inflation-
caused growth of nominal profits as an incentive for growth of capital
afock, since the replacement costs of capital goods would also have been
rising rapidly under the influence of inflationary domestic and import
prices.

One factor underlying the negative growth of fixed capital is
the reduced availability of investment funds. Real domestic savings
after reaching a peak of $205.8 in 1968, declined unevenly to $84
million in 1975. The next two years witnessed dissavings of $34 million
and $47 million respectively. The time pattern is stated in growth rate
terms in Row 2 of .Table II.3. Dissavings in the pursonal sector itself
began in 1971, and increased rapidly in subsequent ysars. Though it is
unwise to offer a categorical exploration of the decline in real domestic
savings without full empirical investigation, on the basis of data on

-

peraona} incomes, perosnal income taxes, and coneumer prices/not presented
in tﬁfa'dtudi} it appears that the fall off in savings is du;‘to domestic
inflation which bouosted consumption expenditures in nominal terms (as
consumers attempt to maintain real consumption), and reduced real income.
Another reason is the sizeable and continuous growth in ths rate of
perSOnalAﬁéx and. non-tax payments to the government sector. Also,the:
‘usually negative real rates of intersst on financial savings ihatrumsht;
might have discouraged personal saving8. | |

The growth retarding effscts of the trend nf domeatic aavinga
was moderatad for most of the period by continued‘inflous of fqreign
aaVings. The dependence of ths sconomy on foreignfsavings has aluways
been acute. Foreign savings averaged 21 per cent of total savings

available locally between 1965 and 1967, and averaged 43.8 per cent for

1970 to 1972. In 1975, foreign savings exceeded domestic savings, and
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in 1976 and 1977 was greater than the amouﬁﬁ;pf.domeetic dissavings.

Net foreign borrowings (savings) expanded éfiaﬁ average annual rate of
19,3 per cent between 1965/7 and 1970/2 (Row 3,.Table II.3),,bﬁt |
‘remained stationary on average betwean 1970/72 and 1975/77. 1In fact

the inflow of foreign savings fell drastically from $142 million in 1976
to $62 million in 1977. In effect, during the 1970s the propulsive role
of foreign capital largely csased, thereby exposing the fragility of the

economy and the need for corrective policies at the domestic financial

level.

EMPLOYMENT AND LABOUR INCOMES

Economic development is about the material and psychological
betterment of human beings. Two critical indices of progress in this
sense are the rata of unemployment and the grouwth of labour incomes
in market economies. On the first count the Jamaican economy has
parforﬁed badly over the last seven years. 0One consequence of the
economic decline has been increasing unemployment. The unemploymert
rate rose from 17.2% in 1969 to a mean rate of 22.5% in 1972/3, and
to a mean rate of 23.3 per cent in 1976/1977 according to the official
statistics which are based on surveys of the labour force conducted in
April and October every year. These surveys which measure open
unemployment,and for that reason alone, 1f no other, are no doubt biased
downwards. Since the total labour force has itself been growing, the

numbers actually out of work havegrown even faster. For example while

- the average labour force grew from 752,286 in 1969 to 909,950 in 1977,

B uhémplqyméht'roée-frqmian_aVérage of 144,700 to 220,200 for the correspond-

tngyeera
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l Table II.4 (Column 1) shows that labour incomes, in real terms,
expanded at a slower rate in the 1970s compared with the rate of growth
in the latter half of thé 19608 (2.54 per cent vs. 7.61 per cent}.
However, in 1976 and 1977 real labour incomes actually féll. Adeguate
employment series do not exist prior to 1972 therefore it is not possible
to trace the time pattern of labour income per person employed to see
whether the growth'in total labour incoms refleets an improved position
por worker. On the basis of the sories available since 1972, this does
not seem to have been the case. Real labour income per worker uéigf
lower in 1974, 1975, and 1976, despite the highsr values of totai real
labour incomes in those yesrs.

The growth rate of aggregate real labour incomes, howsver modest,
contrasts favourably with that of profits or operating surplus, implying
that there has been a tendency t?wards redistribution of factor income;i
in favour of labour. An additional fact worth mentioning is that average
labour productivity (measured roughly by the ratio of real gross domestic
product to the employed labour force) has been on the declinézeiﬁge
1973, at—toast. Ffrom a base of 100 in 1972, the index decreased to 72.5
in 1977. Despite the decline-in labour productivity, substantial percen-
tage incregses in nominal wage rates were awarded in key sectors of the
economyé_ihe increases in the period 1973 to 1976 é;iﬁ; usually twice

those awarded on average during 1966 to 1973 as can be seen in Table II.4

(Columns 2 to 7). It should be noted that these statistics in many

f
instances repreaent two year awardq/contractual labour agraamentSy Lhat
}' . J" LA
in aome cases 8.0. mining,(k’d' repreaent a catchlng up on incomes 1ost

A M,;t.'._) 2.,
over the previous contractual period, end #lso thay are based on an

incomplete coverage of productive entarpriaes. For these reasons the .

statistics should only be regarded as illustrative.: Howevet,}the;p is -
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Increases in Nominal Wage Rates

Real Transport Electri-
Labour & city,
Year Incaomes Manuf, - - Const., Storage Mining Commerce Gas
$m o Water
(1) @ @ (4) (5) (6) (N
1966 424.0 9.3 12,5 10.7 8.0 13.8 n.a.
1967 452.4 11.9 8.0 10.0 8.0 116 da
1968 477.7 12,7 N1 9.4  18.0 9.9 mea
1969 534.6 13,1 16.0 10.4 M1 13.4 nas
1970 586,7 18,1 - mil 17.2 ni;f‘ 19.8 n.a.
1971 599.4 18.4 20.0 15.4 21.8 %1 15.0
72 e 188 M1 225 Ml 150, 235
1973 703.5 25,3 +25.,0 21.6 51.2 ‘26;8 5.0
1974 693.2 46;5"J Nil 35,7 N1l 38,9 16.0
1975 725.7 47;5fw,‘ .55.0 130.4 M1 375 425
1976 ‘~:28}51r Ni1 12,5 451 39 12,5

701.5

Source§£ Derived from data in Naticnal Income and Product Accounts, ané
in Bank of Jamaica Annua). Reports.

Note:

Real income is obtained by deflating nominal lahour incomes
by the Consumer Price Index (1970=100).

For colums 2 to 7

"ni1" signifies that no increases were awarded in the parti-

cular year.
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no doubt that the magnitude of increases in nominal wage rates are
1inked to the rapid rates of consumer price inflation experienced by

the esconomy, -

The decline ih 1abour'prbducfivity and tﬁe.;;be,of uaga'increaaea
have to be placed in the.context of a turbulent industrial relations |
scene. There were many labour disputes throughout the period. A high
pfoportion'of theée were concerned with wages. Uage disputes averaged
40 per cent of total labour disputes between 1972 and 1976. About 41

per cent of the total number of disputes involved work stoppagee, result-

ing in a massive loss in man-days of work, and consequantly in,outgut.

FOREIGN TRADE AND PAYMENTS

1
Jamaica is heavily dependent on foreign trade aa:a source of
income, productive inputs, and final consumption goods. Through the
period 1970-1977, real imports averaged 41 per cent of real GNP, while
real exports avapaged 35 per cent. .It is not surprising, therefore,
that developments in the foreign sector condition the behaviour of the
aréas '

domestic economy in_auch arears as economic grodth, employment, and

prices.

The period 1965 to 1976 has been characterised by a widening-
deficit o:f}zrrent ancount (See Table 5, Column 1). The deficit
increaaed from $21.8 million in 19u5 to $127.2 in 1970, and atill
further to 3275 2 million in 1976. The annual average rate of increase
was slower between 1970/2 to 1975/16 (17%) than betuesn 1965/7 to 1970/72
(31%) essentially as a result of physical controls on visible 1mporta
and foreign travel expéhditureg from 1974 onwarde, and due to rapid

increasses in export prices in 1975 and 1976. ‘The current account deficit

has also grown in relation tec the Eountry'a foreign exchange earnings



Table II. 5

Foreign Trade and Pabgnta Bolawces “(’/J‘“jlf"‘"? L (am‘m "/ﬂ

Year

Current

Account

Balance
S

Current Ac-
count Balance
as % Exports
plus net tra-
vel receipts

Visible
Exports -
$m

Visible Balance of

Imports Trade in

$m Agriculture

$m

Net Foreign % Change % Change Net Barter
Reserves Export Import Terms of
$m Price Price - Trade
Index Index
(1970 = 100) (1970=100)

1966
1967
1968

- 1969
, 1976:
1971
1972, ﬁ
1973

1974

1975
1976
1977

Y
-, -’32.0"

‘53.2;_f;.,,
-86.031
~103.0
. =127.2
f§-140 4 L
576
‘;-225 0, “fff%5w
257, 0;;~f}f¢}i

—275.2”'

D.da.

384

(2)
15.1

. K 4‘24.8

¢
334
7fé36,5 

-1{ﬂ2§;5éi? |
{ﬁf{zikif
{:31 9
428

‘Ned.

NON
196.2

196.8
207.1 .
240-9 <

283.9

- 300.1

354.7
664.4
712.7

678.0

435.2

OB
233.7

252,66
o194

145§f7d'
‘f4‘=89';3:“_‘
'604.5'
- 850.8

1021.4

829.8

784.2

(5)
19.6

8.4

28
| -3 5. f.._}
214, 5

2211

| -3¢41*~_i‘”>

5.3 f:?.'ﬁ
. -65.9
7

-68.9

(6) (¢) (8)
52.5 26.3 4.1

65.0 . 4.3 2.9
89, 7‘;,; S wa
18, 3 "i§f~2;3"i*jj;§ 1.5:f3;-*’"'

,  !95 9  t‘f2 71.““ .? 3'1 ;;-‘_ R
’ﬁ“aa" ifr~ :ie-sez‘;
: 130 2 'r}:?ff“79 2 ;",531

56 7= ,‘_-‘3v35 2'?f?7f5

Sources: Derived from data in Bank of Jamaica Statistical Q;geéf

in Statistical Abstract.

»and
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as maaaured by the sum of axporgﬁ receipts and:aat'fiaﬁai raceipta; as
is shown in Column 2 of Table II.5. | o

Tn current values, visible exports giaw at%aaravarage annual
rate of 9.8 per cent in 1965/7 to 1970/2, and‘spuftad dramatically at
an annual rats of 17.7 per cent from 1970/2 to’1975/7. Actual dolilar
values are stated in Table II.5, Column 3, where it can be noted that
exports fell substantially in 1976. Taking account of the decline in
output of the major export industries as daecfibad earlier, and noting
the rapid rise in export prices ih 1974 ahd 1975 (Table II. 5, Column 7)
it ie clear that the relatively favourabla export position is attribut-
able mainly to better export prices, and not to improved production or_
productivity in ths economy. w o

Table II.5, Column 4 ahoue;that akpanaiturae on v;aible imparta;
in current values rose rapialy from $206.4 in 1965 to 3435.2 millian in
1970, and thsn to $1021.4 million in 1975. ’Draatic impart restrictions
as a policy response to the rapidly deteriorating net foreign reserves
position (Table II.5, Column 6), brought about considerable declines
in import expenditures in 1976 and 1977. Expenditures on visible
imports expandsd at an average annual rate of 14 per cent throughout
the period 1965 to 1977. As Tabla-II;S, Column 8 ehows, import price
inflation was a serious problem in the latter half of the period, as
the rate rose from an average of 5.8 per cent for 1965/7 to 1970/2
to 25.5 per cent for 1970/2 to 1975/7. Despite the ‘increasing degree
and spread of quantitative raatrictlona in money valuea, import
expendituraa in. constant (1970) dollare, did not vary much a%nand-a
mean of 3448 million betueen 1970739d’1975’ apart from the abnormal

peak of $517.1 million in 1972.. This is a reflection of the severity
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of the import-dependence of the economy. Substantial reductions in

real imports,as svents of 1976 and 1977 were to reveal,cannot be achieved
without severe internal dislocations. The fact that such reductions did
occur is evidence more of near bankruptcy in foreign exchangéi(as

.Table 5, Column 6 reveals), than of a changed concept;on of the degree
of freedom for manipulating the import component of the. balance of

paymente.

+

In Table II.S5, Column 9, we shonxtime pattern. of. the net ‘barter
terme of trade. It can be seen that since 1966, the terms of trade
have tended to deteriorate, though there was a temporary recovery
between 1974 and 1976 owing to the abnormal upsurge in world market
sugar priEes. The deteriorating terms of trade might have depressed
real economic activity in addition to aggravating foreign exchange
difficulties.

The final point of significance -te this report concerns the
agricultural balance of trade. ﬁrecise gstimates of foreign trade in
agricultural commodities are not available. However, agriculturally
based trade can be approximated by the sum of sections O (Food),

1 (Beverages and Tobacco), and 4 (Animal and Vegetable Oils and Fats)
of the SITC trade accounts. The results of that exercise for the years
1965 to 1977 are summarised in Table II.5, Column 5. It can be es8en
that Jamaica's agricultural trade balance deteriorated almost contin-

uously throughout the period, and became negative at a growing rate

from 1969 to the present.
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 PRICES AND CREDIT

' The year 1973 marked a turning point in the inflationary

f.e*oerience of Jamaica. The rate of‘retaillprice inflation had been

| rioing gradually during the 1960s and early 1970s. However, frombl

1973, the annual rate of inflation accelerated to a mean of 20 per

"Acent betwsen 1973 and 1975, slowed’ down to an average of 10 per cent

’,for the next two years, and seems to be proceeding at an everege rate

g of 30 per cent during 1978. Table II.6, Column 1 contains the

‘idetaile. |

Do The explanatione for the slowsr inflation of the yeara prior

'to 1973 are to be £oud%t almost entirely in slouwly rising import prices

deﬁtved from the creeping inflation in the main industrial market

economiee and occasionally, ae!in 1967, by small devaluations of the .

Jamaican currency. However, tne rapid inflation of the more recent

years is attributable to an emalgam of factore foremost among which .

are massive import price inflation, rapid wage increeeee, and :

unprecedented growth rates of domsstic credit in excess of the grouth

in domestic availability of real goods and services. .
Since the trends in import prices and wages hava elready been

described, it remains only to aketch the growth of credit.. Table II 6,

Column 2, reveele that nominal domeetic credit grew from 3229 4 million

"‘in 1969 to 8545 9 million in 1973 and then evun more rapidly to $1291.4

- million in 1977. Nuch of the expaneion was associated with the widening'

iim government budgetary deficit., The budget . entered into a deficit in 1969,

which grew rapidly between 1973 and 1977 (Table 11.6, Column 4). The
‘ expaneion of nominal domeetic credit (and ita aaeociated aggragate demand
~ for goode and services) in the face of depreeaed production and import

restraint had inflationary conaequenc.s.h



Table IT.6
s 2y e i R "
Inflation-and Credit,a«é?ﬁ)sﬁﬁe;7‘~lgm1cf‘

. ‘% Change Total Monetary  Total Monetary Nominal Real Government Real Government
‘Year - I1mCPL Sector Nominal  Sector Real Government  Deficit = - - Deficit as 2
T Domestic Credit Domestic Credit Deficit - Surplus ' Regl GNP

$m $m $m PR .

&) @ @ w & [0}

1966 145.5 19,9 2300 305 3.2

1967 2. 263.8 275 s 435 b
1965 593 2019 262.2" Lo 3.0 32
1969 6.30. 229.4 2518 £-20.9 2009 2.0

1970 858 277.0 271.0. 41,0 - =383

‘11 670 342.1 3197 -58.8 53,7 4.8

J19:2 sia 453.1 414.2° 270.0 52,9 4.0

1973 1769 545.9 412.6 +90.5 - 5250

1974 27.33 ‘643.3 3729 -167.9 --83,0
1975 17.39 RN 418.9° 2206.0° e2.0 8.0

1976 ~9.72 10673 476.9 Z418.3 ~164.5 15,2
19770 1120 1291.4 507.8 “nea. - Cnea. n.a.

Source: Derived from data in Bank of Jamaica Statistical Digest.
Note: (1) Deflator used is Implicit GDP deflator (1970 = 100)
(2) Price and Credit Variables are period averages.

°2Z
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Nominal ratee of-intereat for all major financial aeeete [
5;remained relatively etable over the period under review,’ Detaile
‘for selected intereet rates are given in Table II. 7, columns 1, 3,; ‘
‘5 and 7. It ehould be pointed out that the prime loan rate of intereet ;l
ie considerably 1ower than the weightad average of ratee actually
charged on 1oane. The data available for. 1975, 1976 and 1977 give
weighted actual nominal loan ratea of 13 6% and 13 9% respectively.
A reeult of domeetic price inflation was a decline in real interaet
| ratee. From the information in columne 2, 4, 6, and 8 of Table II 7,,
it is’ clear that real intereet ratee on commercial bank aeaete ahd
1iabilitiee, and on government eecuritiee were eubetantially negative'
for moet of the period ‘aince 1966. Implicitly, savers were being
inpenalized, and borrowere eubeidized by the prevailing etructure of ,'h
‘.negative real ratea of intereet’r | ‘ » '

without detailed atatietical inveetigation, one cannot be
categorical about the effecte of the depoeit rates of intereet on the;f
: behaviour of commercial bank dBpOSltS.ﬁ However, it doee appear from

'hthe data in Table II. 8, columns (2) and (4), that the growth of nominal

Y

eavinge and time depoeite hae been elowing down. In real terme, both
%}cateqoriee of deposite have declined eince 1972. |

. The realized demand for monetary eector real credit has grouwn
' eteadily, as’ Table II 6, columne (3) and (7) shou. Recently, however,‘ f

YA
vk

| private eector demand for credit has declined. Commercial bank toﬁal
“7liquidity,inclueive of government eecuritiee, hae coneequently been f;i!i
gjgreater over the latter period, eepecially eince 1975. The commercial

”‘banke have reacted to the recent depreeeion in the credit market . by

; reducing depoeit ratea of intereat and increasing loan rates of. intereet 3



Table II.7 )
Vb Chawqing 55w¢ZgLn o{' Interest Rates (7L& ~— /7

" Average Interest Rate on Average Interest Rate on Commercial Average Prime Loan Average Interest Rate

Year Comm. Bank Savings Deposits Bank Time Deposits Rate of Interest on Ja.Treasury Bilis
o Nominal Real Nominal Real Nominal Real Nominal Real

- (1) (2) (3) (4) (5) (6) (N (8)

1966 ‘ 3.00 1.06 4.00 to 4.05 2.06 to 2,56 1.2 5.26 4,65 2.71
1967 . o 3.37 0.58 4,25 " 4,94 1.46 " 2,15 7.3 4.51 4.67 1.88
1968 7",3.75, -2.18 428" 475 -1.64 " -1.18 7.5 1.57 4.47 -1.46
199 3.42  -2.88 - 450" 4,83  -1.80" -L47 7.7 1400 - 3.2 -2.78
1979 3.50 -5.08 442" 4,92 416" -3.66 8.0 0.58 403 455

1971 3.44 - -3.26 6.00 " 8.00 -0.70 " 1.30 E | 7.6':‘ 0.90 o 3.81 -2.89 f’g
1972 3.29 ~2.52 6.06 "  7.42 0.23" 161 80 2.19 4.97 0.8
1973 425 -13.38 7.69 " 9.03 -9.94 " -8.60 "Q;OAV -8.63 5.81  -11.82
1974 4.25 -23.08 9.12 " 12.16 -18.21 " -15.17 ll;b -16.33 - 7.20 -20.13
1975 6.00 -11.39 © 5.37 " 11.56 -12,02 " -5.83 10.0 -7.39 6,94 -10.45
1976 7.00 -2.72 5.75 " 14.00 -3.97 " 4.28 11.0 ‘ 1.26 - 1.26 -2,.46
1977 7.00 -4.20 3.46 " 12.40 -7.74 " 1,20 11.0 : o.zd ';_'ffﬂ 7.21,,  -3.99

Source: Derived from data in Bank of Jamaica Statistical Digest- :

Note: (1) Averages are period averages.

(2) Real Interest Rate is measured as the nominal rate of interest'mihus

the rate of change in the consumer price index for the corresponding
year.
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as a means of redﬁcing operating costs and increasing unit earnings

to counter the decline in bank credit. Depending on the interest rate

sensitivities of depositors and borrouwers, these policy measures by

the banks could result in a further reductibn“in the supply of savings

and time deposits, and in the demand for credit. )
The government has been a major beneficiary of commercial bank

credit. The growth .in commercial bank credit to the government is

shoun in columns 8 and 9 of Table II.8 in nominal values and as a per-

centage of total commercial bank assets. The growth in credit to the

government has resulted partly from the attempts by the banks to offset

a fall off in private sector credit demand through acquisition of

government securities. Frequent upward revisions in the minimum required

ratio of liquid assets to prescribed liabilities have also contributed

to the shift of financial resources to the government. Moral suasion

and the fact that-governm;ntaecuritiss are the most lucrative of the

eligible 1liquid assets combine to ensure that government will be the

main bsneficiary of explicit policies increasing the statutory liquid

asset ratio. If the banks are forced to substitute government securities

for private sector credit, their overall earnings would be lower than

with a different asset-portfolio. A further consequence of the large

weight of government sscurities in the banks asset-portfolio is that

private depositors are implicitly subsidizing the government, given the

prevailing structure of negative real rates of interest.



Table II.8

Commercial Bank Deposits, Liquidity and Credit to Govermment /7(+ /"'’

Liquidity as Percent of ‘ Comm. Bank Credit to
o Savings Deposits Sm Time Deposits $m Total Bank Assets Government
Year Nominal Real Nominal Real Actual Required Excess

Liquidity Tiquidity Liquidity $m Z Bank Assets
(L (2) (3 (4) (5) (6) %)) (8) )

1966 L 76.7 105.3 24,7 33.9 n.a. n.a. n.a. 12,6 6.2

1967 88.0 116.9 31.2. 41.4 n.a. n.a. n.a. 15.5 6.9

1969 120.4 7 '142,0  58.2- - 63.9° 16.3 131 32 . 296 - 8.8

1970 143.5 143.5 9.7 19.7 15.9 1.3 . 2060 4k ;; 16;9  1 :
1971 168.0 ~ 157.0  106.1 = 99.1 17.7 132 4S5 553 12

1972 194.0 1773 1319 . 120.6 = 14.9 13,0 19 o665 1.0
1973 225.9 170.7  144.4 109.1° 1.2 129 2.3 84 7 14

B

1974 ©  255.9  148.3  167.7  97.2° . 16.3 . 14.9 14 880 105

1975 310.7  153.6  209.6 . 103.6 18.0 161 19 998 102

1976 342.9  153.2  243.2  108.7  19.5 7.5 . 2.0 12006 1.7

1977 4141  162.8  207.7  8L.7 29.7 20.8 8.9 267.8 . 332

Source: Derived from data in Bank of Jamaica Statistical Digest, and Bylletinm.
Note: Deflator is Implicit GDP deflator (1970 = 100). ’


lfiore
Rectangle

lfiore
Rectangle

lfiore
Rectangle


IMPORTANCE OF AGRICULTURE

The agricultural sector althoﬁgn diminiahing in national import-
ance is still a central pivot of the economy, and as such i1s accorded
a great deal of policy attention. Table 1I.9 shows that in 1977, the
agricultural sector was the fifth largest subsector, with its gross
domestic product accounting for approximately 9 per cent of total gross
domestic product. Its percentage share has been declining through time,
largely as a result of the faater‘expanaion of the athar ma jor sectors

of the economy.

The agricultural sector is more significant as an absorber of

" labour. Ffor the years 1975 to 1977; agriculture employed an average of

34.8 per cent of the total employed labour force, despite losses of
labour through migration to urban areas and to the mining industrics.
Reflecting the lower level of wages paid in agricultural occupations,
the proportion of labour incomes genarated directly in the sector has
been much amallar; and has tended to decline over time. Table II.9
shows that the proportion averaged .9 per cent in 1965-7, 5.7 per cent
in 1970-2, and 6.2 per cent in 1975-77. Further insights can be had
from an examination of relative product per worker (measured by sector
of gross domestic per worker times the total labour/total GDP ratio).
In 1974, the relative product in agricultura was $0.22 comparad to
$11.48 in mining, $1.14 in manufacturing, and $1, 61 in conatruction.
In 1976, the relativs producta par workar vere $0.26, $8.15, $1. 51 and .
$1.53 raapectively. Ll | |

~ Agriculture haa hiatorically bean very important to tha Jamaicak;
balance of paymanta. Daapita tha emarganca of non-agricultural axporta

such as bauxite and alumina, manufacturea, and touriam, on’ a aignificant
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. Teble I1.97
el

‘Importance of Agriculture

Export Earnings

Mean 1965-67 Mean 1970-72 Mean 1975-77
% Share of GDP 11.1 8.7 9.4
% Share of Employed , ) | o
Labour Force n.a. . 1Y TS 34.8

% Share of Labour e Lo
Incomes 9.4 . - 6.2
% Share of Visible ’ R SRR
35.2 23.1 23.1

Sources: Derived from data in National Income and Product Accounts,
Annual Abstract of Statistics, and the Labour Force,

various years, (Department of Statistics - Jamaica).
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scale since the 1960s, agricultural commodities account for a large

share of export earnings, and an even larger proportion of merchandise
exports. Table 11.9 revegla that betwseen 1975 and 1977, agriculturaliy
based exporte (SITC 0, 1 and 4) comprised 23 psr cent of merchandise
exports. This reggeaented a fall in relative importance from 35 per

cent in 1965-1967, despite an upuward trend in the current values of
agriculturally based exports until 1976. The main agricultuéﬁl export

is sugar which accounted for an avarage7§1 per cent of total agricultural
exports (inclueive of molassas and rum) for the period 1966 to 1972. |
Because of unprecedented price increases, sugar exports trebled its share
over the next three yeare. Second in order of impoftance are banana
exports, which comprised an average 20 to 22 psr cent of total agricul-
tural exports betwsesn 1966 to 1972, declining to 10 per cent betwsen

1974 and 1976. As can be seen from Table I1I.10, coffee, citrus, pimento!
~and cocos are minor agricultural exports which have been growing un=
steadily in importance within rscent yeére, in the face of relative
neglect in tefme of governmsnt policy supports in the areas of ma@rketing
and financial incentives.

The significance of,fhe agricultural sector to the balance of
payments & notlimited to export earnings. Ths potential for agricultural
import substitution should also be coneidered.‘,The growth in agricultural
imports has been chérted in an earlier section. What needs to be stressed
additionally, is the dependence of the aconoﬁy on‘imported supplies of
food not only in terms of amounts, but also in terms of consumption habits.
for foods that cannot be produced 1oca11y.w Impbrted foodstuffs comprised
as much as 27.5 per cent of total food consumption expenditures bstween |

1965 and 1967, and 23.4 per oent between 1970 and 1972. By drastically
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Table II.10

. ' '.- ’- . .
Agricultural Exportj Swnvinss 1908~ "6,
$m current

Total Sugar Bananas Coffee Cocoa Citrus

Pimento

1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976

56.5 307 1.7 L5

n.a. 31.2 12.2 0.5 0.9 6.8
n.a. 32.8 12.6 0.4 0.8 6.1
56.8 3.2 133 05 0.5 53

61.3 34.0 13.8 07 L0 Sl
58.3 286 125 07 L0 67

56.5 30.0 1.8 L1 L3 48

110.7 3 T

L L

177.0 1397 \
» 39,1

92,9 559 119 4l 2.6 %9

1.0
1.8
1.4
1.6
4.2
3.1

2.3
3.2
4.1
5.0
4.3
4.6

S dea:q.(

| SQﬁtcé:!Déaivéd from Economic Survey (Natidhﬁ;,P;gynihg Agency), various



"curtailing importa, tha aconomic authoritiaa UBpresseu uNess porusivaycs
ito 17 1 batween 1975-77, at a cost of aarioua domestic food shortages in
1975 and 1976. With expanded domestic foodcrop production in 1977, the

« aaonomy finally bagan to displace, as distinct from suppressing, imported
food. While no one would seriously argue for total self-sufficiency in

- food production, it is likaly that furthar 1mport displacement is poesible
without encroaching on resource availabilitiae for export agriculture.

This point is tak.a up again in the final aub-aection.

STRUCTURE OF AGRICULTURE

Many good descriptions of agriculture 1333amaica exist. There-
fore, this subsection is intaadad to be a brief sketch of salient
faaturea in order to provide within the body of this report, some basic
structural description. According to the 1968 Census of Agriculture,
1.5 miilion acres or approximately 54 psr cant of the landed area of
Jamaica was under agriculture. This average woula have no doubt
changed since then as some farms stagnated of ceased oparat;ana, and
as new farms were established. It is estimated that in 1970 uuﬁ\af a
total crop acresgs of 494,700 acres, 34 bar cent was under augar.aaaa;
20 per cent under coconuts, and 17 per cent under bananas. Minor
'axport cropa; and domestic food crops accounted for roughly 29 per cent
- of‘afap area. The structure of the livestock aopulation (including
 ipoa1fry) in 1970'ahowa a ralativa majority of'cattie (40 par cent out
of a total of 699,923 head), followed by goate and pigs in roughly
equal percentage (29.7%). The large share of the pig industry is of
fairly recent origin, dating no further back than 1960. Uthar'maaaurea

of the output atrucbura of the agricultural aactor can be darivad from
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GOP data. On the baeie of GDP in purchaeer ualuee, augar comprieed
23. 3% of the agricultural eactcr'e GDP between 1970 and 1972, and 17.3
per cent between 1975 and 1977. "Other'mein sxports" accounted for
8.2% and 10.9 per cent respectively. Root crop production for domestic
consumption constituted 25,8% between 1970-72, and 24.8% between 1975
and 1977, while "other primary products" ccmpriead 24,5% and 23.0%
for the corresponding years. Liveatock was of a roughly equivalent
ghare, i.0. 26.4% and 23.9 for 1970-2 and 1978=77 respactively.

The eize distributione of farm unite and farm landg were highly
skewed. According to the 1968 Ceneus of Agriculture, 78 per cent of
an estimated 185,484 farms were under 5 acres, a further 20 per cent
are betwsen 5 to 25 ecree.in size. Theee tuo size categqories accounted
for a total of 567,366 acres, or 36 per cent of totel acreage. Small
farms tend to be locatsd on land of poores quality, both in terms of
soil fertility, slope and acceesibility. While the large farms are
relatively specialised in axpcrt agriculture and livestock production
the small farms are more diversified in their range of activitiea, and
account for nearly all of a wide range?gomeetic foodcrop production
including rootcrops (e.g. yams, tanias, sweet potatoss, vegetables
such as pumpkins, and.fruits:\\The main large farm crop ie.eugar cane

-~

cultivated on large estates. It is necessary to nota,though,that cans
farmers contributed importantly to the total supply of sugar cane.
Between 1966 and 1974, cane farmers contributed,on average,49 per cent

- of total tennage'of cane ground, within a range of 46 to 52 per cent.

. Recent changes in the ownership of the industry, especially government
‘acquieition and the establishment of cooperatives have increased farmers'
shere to 78 per cent.

Since export agriculture benefite more greatiy from governmental

- eupperte 1n terme of marketing fac;litiee, implicit or explicit eubeidiee,
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| and credit, it can ba daduoad that small farmara are laaa well aarvad by
rthe agricultural bureaucracy and eupport organisations than are largaf
farmers. | \ v | 4
The markettng of agricultural commodities in Jamaica might be
,diehotamiaad into twe‘main'catagoriea. Export crops are sold under
‘highlyvatructarad arrangementa in which the government plays a major
roia gither directly or through quasi-public agencies and statutory
boards. Prices are knoun with a fair degree of certainty, and internal
transport from farmgate to shipment or processing point is usually
proviaed or assisted. In contraat, domestically marketed comnoditiea
have no such highly structured arrangements. A government marketing
agency, ths Agricultural Marketing Corporation, does exiet, but handles
no more than 20 per cent of domestic trade. Higglers, supermarkets,
and on few accasiona consumers buy directly from farmers with the higglers
accounting for an estimated 70 to.BO per cent of the trade. It iav
widely believed that the higglers provide better prices to farmera;;n
timess of scarcity, while the AMC with its ayeteﬁfiof minimum guaranteed
or contract prices provide better prices in times of glut. It seems
that domestically marketed agricultarallcommoditiee exhibit greater price
‘ fluctuatione and create graater-uncertainty for farm incomes.
Two final points ars to be noted in this sub-section. First,
the farmer population is old and aglng fast, as outwssd migration to .
'the‘towne continue. The average age of farmers is estimated to be. 50“
yeare, w;th 13 per cent of farmers be1ng more than 65 years old.; Even
;;tha ‘more racent government land settlement echemee are characterised
‘ by thie ags atructure. Stone, on the baeia of a eurvey of 420 Pro ject

4Land Leaee tenant farmera, has aatabliahed that 28 per cent of them were
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between the ages- of 40 to 49, 23 per cent betueen 50 to 59, end 11 per cent
between 60 to 69 yeare of age. Since the old agee of the fermere can con-
ceivably present a barrier to adoption of new technology end risk taking,
it is important to induce young pecple into farming. However, peasant
agriculture with its features of small landholdings, low productivity,
unsatisfactory marketing arrangements, and unstable commodity prices does not
offer sufficiently attractive income prospects to the rural youths.
Secondly, not only ars éarmere old, but small farmers tend to be
functionally illiterate or semi-literate. Most have had no post primary
education, including courses of agricultural instruction. The low level
of reading skills implies tnet agricultural extension would have to be
labour-intensive if the technology and quality of agricultural production
~ is to be ipgraded. At the present, there are no eigne that agricultural’

extension staff exist in sufficient numbere;

RECENT PERFORMANCE

¢

Table II. é depictg in growth rate terme the performance of the.
agricultural sector indexed by gross domeetic prodoct and by phyeical
output; For the past seven years, total egriculturelyﬁDP in 1970
dollars has besn growing at a modest rate, in marked contrast to the .
previous seven years when growth was negative. The period average,
however, reveaig a relatively stagnant real performance in 1976 and
1977. In general,domestic agrlcultural GDP exhibits a %;;:fpeer growth

G aweullore :w’;o:u X }‘
performance than expert-agricultural-cemmeditiees For exampls, export

abriculture's annual average rate of growth was -11.6 per cent between

1965/7 to 1970/2, and -3.70 per cent between 1970/2 to 1975/7. In
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comparison, domeatic agriculture greu at -5 7 per cent and 1 per cant

for the correaponding periods. The GDP accruing from liveetock farming
has been on a riseing trend einca 1965. Averege>annual-growth was 1.5

per cent in the first period and 2.7 per cent in the aecond, but thia

je still low in relation to the growth in demand for liveetock producte.
The statietics on phyaical output for a few of the major commoditiea.}
provide for additional ineight into ths sector's performance. It cen'

be seen from the details in Table II.2 that banana production declinedgv
more eharply than sugar production on average, though expansion wae‘;
rapid in 1976. In contrast, root crop production greu rapidly in

1965/7 to 1970/2, and though slowing down in the next period still
averaged a grouwth rate of 4 per cent. It ie-noteworthy that production
of vegetables and root crops received a boost by the emphasis on domsstic
food production under the emergency production plan which was
implemented in 1977. Additional data available on sugar cane reaped‘

as a ratio to acreage planted reveal that yields of cane per acre has. hav e
been falling almost continuously through time. Between 1965 and 1967,
one acre yielded an average of 30 tons of cane, by 1970-72 the average\

vhed dropped to 28 tona, and by 1974=-76 had decreaaed etill further to

25 tona per acre.

.pwmgg [ igguliuu :
These eﬁticiency—dee&inee have been accurring despite aubaten-

tial government aeaietence in the form of guaranteed loans from
financial inetitutiona and government equity acquisition’ linked with
capital injectione. “In addition government has - granted capital con—;J_
eumption allowancee of 40 per cent eince 19?0 and duty free importation

c

of agricultural machinery and equipment, not only for eugar but for the

0
=

agricultural sector generelly._
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. : Furthermore, in the light cf.tha abaVa.ingcnfivea,'it ie eomawhat

auccriaing to observe that gross capital formaticn 1n‘agcicu1tuce heo-

8 )
hardly gcoun in nominal terms between 1965 and 1973, and‘haa in fact

vdaclined in real terme. Similarly axpandlturae-on agricultural

machinery and equibmeqt was céﬂﬂEEﬂEEi in nominal terms and declined
in rQal terms. The absolute values thamaelvaa are quite low. For
instance real invaatﬁiant in 1974 (the last year for jwhich data@"gavail-
able) Qae S12.6‘million, while real expenditures on machinery and equip-
ment was $5.3 million.

g Unsatisfactory prices might be one pesesibis reason for the
unimpressive raccrd in agricultural production. Table II.11 shous
that thééé c:::funtil 1975, moved very slowly for at least ths minor
export crops. However, sugar pricas have not been slow to rise, and
1ndaad doubled between 1974 and 1975. Moreover, without information
on caete af productian one cannct fully appraise the adequacy of thesse
prica trends. Unf’ortunatély, such data are not available. There are
other factors which migﬁfvhava cantributad to the poor state of agricul=-
tural praduction. 1Amcng;theee are praedial larceny which seriously
reduces the marketed:output of producers for the domestic market and
dlfflcult193¥’in obtainlng caguihad labcur. Inadequate, irregular and
expens;ve auppllae of improved chemical 1nputa have also adversely
affectad product;cn. Markatlng difficultiae praaent another set of dis-

1ncantivea. In addition to all thaee influancea, it is widely: believad

; that agricultural prcduction hae bean aericualy conatra;ned by an‘

'1nauffic19ncy of worklng and inveatment capital.;v

\\*
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CONCLUSION

One important conclﬁﬁion which should be drawn from the fere-
going review of the macro-sconomic performance of the economy, is
that developments in the rural fiﬁancial marketa/to be discussed in
th3 remainder of this atudx)have been taking place withir a context
of virtually continuous and accelerating decline in the real sector
of the economy since 1972. The agricultural sector did not perform
as badly as other main sectors, and in fact grew moderately whether
its performance is measursd in terms of output, exports, or employ-
ment. It was observed, however, that export agricultural growth
lagged, productivity declined, and jagfjfurthermorelreal net capital
investment has been falling. These trends, if allowed to continue
unchecked, do not augur well for the future of the agric&ltural saector
and for its continued importance in the national sconomy.

¢JE‘HAUo?9a}; S ouunrnst )
steyetusal charactepietics—suctres the old-eges—ard-low skill levels

ef—the—farming—eemmunity, poor soil and a&ﬂﬁ?‘agronomic conditions,

and marketing difficulties,could obviously have an adverse effect on

/

the performance of {he rural financial marketg, Thirdly, the financial

Secondly, the output and productivity trends;ftogether with

sector clearly has been experiencing other difficulties associated with

the mobilisation and allocation ef funds. Real domestic savings, in-
clusive of commercial bank deposits have failed to grow satisfactorily,«bogy
real interest rates have besn generally negative. Foreign capital

inflows which usually augmented domestic resource availabilities have
abated. Private sector demand for banking sector credit has diminished;
andngovernment has been absorbing an increasing proportion of local

credit resources at low cost.


http:satisfactorily,.tt
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The menner in which the various institutions in the rural finan=-
cial market have been affected by all these developments, and the ways

in which they have performed are the issues to be analysed next.
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CHAPTER 111

THE NATIONAL NETWORK OF AGRICULTURAL CREDIT IN JAMAICA
STRUCTURE, PERFORMANCE AND PROBLEMS )

INTRODUCTION

The preceding chapter presented the overall economic swtting
within which financial markets in gensral and rural financial markets
in particular have operated in recent years. Stagnant or declining
economic and agricultural growth, rising inflation, and growing dis=-
tortions in the financial sector clearly affected the atructure and
psrformance of rural financial markets. These conditions seriously
affect the prospects for institutional reform and policy recommenda~
tions for the future. This chapter reviews the recent expsrience of
the formal national network of agricultural credit in Jamaicas its
growth, institutions and its performance in serving the needs of the
rural sector. Succeeding chapters will investigate in more detail
the role and performance of the agricultural loan activities of commer-
cial banks, the Jamaica Development Bank and various small f rmer

credit programs.

Formal rural financiel markets in Jamaica consists of the
aUD /:12105 L 2 VT :

follouwing institutionsy’

(1) the commercial banks;

) lqﬂv-u.cuf"b, ve? (rﬁnwd }.:,:.“14-' "—Zi—‘ (Olﬁ»m::zzja.g I,I_Ju..;ﬁb:‘u ng
(2) Thé Jamaica Development Bank (hereafter the JDB)s

(3) the Self Supporting Farmers'’ Devalophgnt Program
(hereafter the SSFDP); g
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(4) the direct loans to farmers from the Auricitural
Credit Board (hereafter ACB):

(5) the loans from the Agricultural Credit Board to the
People's Co-operative Banks (hereafter the PCB's) who

in turn relend these ‘o small farmers;

'(6) the recent Crop Lien Loan prograﬂyfiof'th!iﬂ&ﬁihtryfuf
Agriculture;

(7) the commodity boards serving key export cropsj;
(8) the Ministry of Agriculture, and

(9) non=bank financial intermediaries euch as trust
companies, building societies, life insurence companies,
and credit unions. Ne—doubt‘infarmal sources of rupal
credit exist as well, but ,the size’ and importance of *
these sources have been postponed for future field work.

This atudy concentrates on ths first six sources outlined above.
Except for the Crop Lien Progra@}financial support through the Minietry
of Agriculture has a strong explicit subsidy component rather than credit
in the conventional sense. Similarly, support through the Commodity
Boards consists of a mixed subsidy-credit component. In this latter
case, the subsidy cum credit slements are so intermixed that it is diffis -
cult to separate out the credit functions per se. Alsso, much of the
statutory boards credit is financsd through government guﬁranteed loans
iasued through the commercial banking network or the JDB rather than
through direct government budgetary support so that we capture this
'eiément through our loan data from these other institutions. Finrally
the relative contribution of credit to farmers from non-bank financial .

intermediarias is small comparod to other sources and thus will be



1gnor9d here. Finally it should be mentioned that savinge are another
paffiof rural financial markets along with credit. This study, howsever,

haeiﬁhoaen to concentrate on the latter.

"STRUCTURE OF RURAL FINANCIAL MARKETS IN THE LATE 1960s

In the 1960s the most important formal credit inetitutions finan;
cing the needs of the agricultural sector were the commercial banks and
the Agricultufal Credit Board. The commercial banks were originally
created to service the nseds of forsign trade and, in the case of agricﬁl—
ture, handle the financial needs of the large estates in export agricul-
ture. In more recent years, these banks have expanded into domestic
manufacturing, business, wholesale and retail and personal consumer
lecans. In agriculture they have begun to service not only export
agriculture, but a wide range of other agricultupe activities such as
livestock, poultry, citrus, dairy and horticulture. In gsneral, the

ol WERwm 41710 ioV?
banks' customers are the largeAfarmers or thedco-operatives. It would
be unusual for commercial banks to be financing the needs of very sm&ll
farmers Texcept for intensively-farmed—high-value—ferming-activitiss
' f#}9ninultuna,_pnulhny,—atc.). The Agricultural Credit Board (ACB), on
the other hand, is a public source of credit that serves both large and
small farmers. The ACB "direct borrower" line of credit goes to a small
numbgr of large to medium sized farmers and the ACB credit to the net-
work of People's Co-operative Banks (the pca's) aérvea small farmers
with loans gensrally under J$1,000. This latter type of credit was
originally financed through a revolving fund set up in 1944 and generally

supplemented through the ensuing years by direct budgetary allocatlons

e vay? c':@r’-'-v, "o U -J'K/'k‘ 2eail)

. Nﬁ w Y i-‘f I‘&J LLNQ{:‘ :(,-. (,"(‘_CU L4 ‘ .
aj e Line? f*n'/ﬂa'.l- rf dowe e owisrern?

Al Soay conv /,eud;c) we Lo
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from the central government. The ACB acts as the administrator of the
revolving fund a&g&:he government m:eﬁte while the PCB's act as
the retail outlst in the countryside for these funds provided by the
ACB. A more detsiled discussion of the operations of rural credit in
_the commercial banks and the ACB will follow in later chapters.

Table III.1 portraye the changing roles of the commercial bank=
ing network and the ACB from 1966 through 1969. UWhile credit from the
ACB repreeeﬁted over 75 per cent of total agricultural credit in 1966,
it experienced essentially no growth over tha next three years. Commer=-
cial bank lending to agriculture, on the other hend, grew sﬁbatantially.
Thua,by 1969 we see that the increases in credit were being financed
largely through the commercial banks. The ACB, as will be seen later,
was not able to continue its predominant role in financing agriculture
due to two factors:

(1) declining allocations from the annual budget of the

governmenty and

(2) a growing rate of arrsars on its outstanding loans
which compromised its potential to rscycle loane inte

new loans for agriculture.

Anothar feature of the sources of credit at that time was the
lack- of 1ong term financing.. Neithsr the commercial banks nor the ACB
werevprepared to ¥G§§:§é3 loane for medium to long run investment needa.
Comméfcial bank financing, while perfgrming a valuable role in facili-
taﬁing agricultural output, was etill é relatively short term activity
and not dssigned to finance long term invsstment needs. The PCB

portfolio of the ACB alsc had a large short term component and, ons .



Table IIT.1

Changing Pattern of Loans Outstanding
' to Agriculture in late 1960's

J $000
1966 (%) 1969 (%) ’{;g&g
Q) (2) 3
Commercial Banks® 3,692 (24) 9,351  (45) 5,659
Agricultural Credit Boat} 11,856 (76) 11,601  (55) ~241

- Sources: ACB and the files on commercial bank losns at the
Bank of Jamaica.

1 Loans outstanding on 31lst December 1966 and 1969.

2 Loans outstanding on 3lst March 1966 and 1969.
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suspects, a large diversion of its emall loans into consumer expendi-
ture by its loan recipients. In any event, the small eized PCB loans

were clearly too small (generally lese than $1,000) to finance any .

significant amount of investments.

AGRICULTURAL CREDIT IN THE 1970s

By the late 1960s it was strongly felt that development loans

were necessary to increase productivity in Jamaican agriculture and
a consensus emerged that the exieting {.stitutional framework for
financing agriculture was unable to satisfy that need. Either the
current institutions had to change or new institutions created to ssrvice
this need. At the same time this concern coincided with the interest of
international agencies to promote agricultural developme;t througgm;;o-
ject. eere~ Several neuw institutions were eetablished in 1969. First
the SSFDP program was created to service ths development needs of small
to medium sized farmars (5 to 25 ecree) This peegrem wvas launched
with funde from the Inter-American Development Bank (IDB) and initially
placed ypder the control of the Ministry of Rural Devel@pment and
‘Ageicultural GreditiuBoapds . In 1974 control was shifted to the Jamaica
Development Bank. Second, the Jamaica Development Bank uwae eetebliehed
in late 1969 with World Bank funding and was given a mandate to promote
long term development financing for industry, tourism and egr;culture.
’The leene to egriculture were directed to large farmera undertaking
expeneive long term investments in such areas as citrus, coconute and
1iveeteck; (i.e. dairy and beef projects).

" wWith these institutional innovetlene, the profile of 1ending“

“in agfieulture changed considerably in the 1970s. Table III.2 shows

4
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b 3":4‘-.‘ N \ y ¢ A
Table III.2 | O "'I ¢
Loans Outstanding to Agriculture (at End of Year) in .
Current Values by Institutional Source 1970-1977
(3 $000)

Commercial Agricultural Credit Board (ACB)

Year Banks Total Direct Borrowers '~ P.C. Banks
(1) (2) (&) (4)

1977 90,545 20,711 4,856 15,855
1976 82,385 19,133 4,144 14,989
1975 71,061 17,866 3,585 14,281
1974 26,586 16,306 2,515 13,791
1973 22,473 15,271 . 2,243 13,027
1972 12,927 14,904 1,918 12,986
1971 11,959 13,958 1,449 12,509
1970 10,093 13,038 1,008 12,030

Jamaica Self Supporting Ministry of Grand

Development Farmems Dev'ment Agriculture = Total.

Bank (JDB) Program (SSFDP) (Crop Lien)

(%) (6) ¢)) (8

1977 24,507(27,006)° 21,2001 9,488 166, 451(168,950)
1976 19,415 15,788 136,721
1975 12,051 11,765 112,743
1974 7,438 9,730 n 60,060
1973 3,429 7,833 A 49,005
1972 1,399 5,933% 35,162
1971 606 4,033% 30,557
1970 55 2,133 25,320

Sources: Statistical Digest (Bank of Jamaica), various years; Monetary
Statistics (Dept. of Statistics), various years; Annual Reports
of the JDB, SSFDP and Ministry of Agriculture.

=  Provisional
Interpolated values between 1970 and 1974%.

= Loan balance in parahtheses for JDB in 1977 reflects upward re-
evaluations of outstanding balances due to correction for deval-
uation on dollar linked loans to farmers.

W N e
(]
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the growth of agricultural cradit from 1970 to 1977 by institutional

aourca. Several conclusions can be darived from the Table:

(1) Commarcial banks are the largest suppliers of credit
to agriculture, followed (in more recent years) by the
JoB, the ACB and the SSFDP lines of credit;

(2) The moet rapidly growing agricultural credit programs
were thoese financed by the JDB and SSFDP;

(3) U.S. dellar baesed loans (i.e. the funding behind the
JDB and SSFDP) were far more important than domestic
based funding in expanding the loan portfolio to

agricultures;

(4) As a uhole, the "old 1line" source of public sector
credit for agriculture (ACB) grew very slowly during
this period and within this organization the credit
to the smaller farmer component (the P.C. Banke) greuw
much more slowly than the larger farmer credit port-

folio (i.e. direct borrouers).

(5) For the system as a whole, credit. expanded most rapidly
for larger farmers (the commercial banks, the JDB port-
folio and the direct borrouwars within the ACB) and medium
sized farmers (the SSFDP); Credit to small farmers grew
very slouly (the PC Banks) except for the final year 1977
when the crop lien program of the Niniatry of Agriculture
was launched. This was directed to emall farmers with

- less then five acree.

Una comment is in order on these data. The large increass in -
commercial bank lending to agriculture from 1974 to 1975 in column 1
is largely due to an accounting and clagsification change in the form

used by the commercial banks to report their loan activity to thalCantralg
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Bank (i.e. the Bank of Jamaica)., Loans which had been previously
recorded under the eervice sector or distributive tradss such as loaneq’
to the Agricultural Marketing Corporation and ths Banana Board were, ;;m
reported under agriculture. Land acquisitions financing now appeared
for the first time under agriculture. There was also a substantial
increase in the "other" category in 1975 over that recorded in this
category in 1374. In summary, we can concluda that the sharp increase
in commercial bank lending to agriculture in 1975 was exaggerated. If
we had had a eimilar clsessification and reporting prodedure prior to
1975 common to that ueed from 1975 onward, we would have discovered
higher levele of commercial bank lending to agriculturse than those
actually recorded for these earlier years (1970-74). Conversely, if

ws had kept tha old reporting procedure, the levele from 1975 onuwarde
would be substantially lower than those shouwn in Table III.2. Thuse

any interpretation we give to the growth of qommarcialvor aggregate

lending activities to agriculture will have to take this changs in

reporting procedure into account.

AGRICULTURAL _CREDIT AND FARM SIZE

Turning now to a mors detailed pqgipectlve on the farm size
iseus, Table III1.3 presents information on the shares of 1oans outstand-
ing (panel A) and the sharss of the annual encreases in. loans outstand-
ing (panel B) by farm size. Farm size distribution is determined by
‘tﬁe iﬁatitutional source of the loan. UWhether in terms of acreage,
-gize of loan or gross assets of the farmer there is a common consensus
Jthétfthe institutional sources listed here largely éervé the.farmmsiies

‘indicated in Table III.3.
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Table III.3
Percentage Distribution of Total Agricultural Loans A
Outstanding and Annual Increases of "Agricultural Loams L
for Selected Years by Farm Size Categories 1971-1977 . ,,.‘Ji"
. o
Total Loans Outstanding (%)
T —
Farm Size and 1971 ‘1974 -1971
Institutions (1) (2) - (3)
I. Large Farmers | 72.0 | 60.8 . 45.8
(a) Commercial Banks (54.4) (46.2) (39.1)
(b) ACB Direct Loans (2.9) (4.2) (4.7)
(c) JDB (14.7) (12.4) (2.0)
II. Medium Sized Farmers ‘ o
(a) SSFDP-JDB 12.7 16.2 . 13.2
III. Small Farmers 15.2 22.9 40.9
(a) ACB-PC Banks (9.5) . (22.9) (40.9)
(b) Crop lien Program (5.7) - -
TOTAL 10000 T 'e 10000 .- . o . lm.o
($166,451,000) (560,060 ,}000) ($30,556,000)
R SN A
y o L .

B. Asanual-Iwereuses in Loans Outstanding (%) d

uring the year indicated

T
Y1977 1974 1971
1) (2). _(3)
I. Large Farmers , 46.9 76.0 . 5449
(a) Commercial Banks (27.4) (37.2). (36.0)
’(b) ACB Direct Loans (2.4) - . (2.5) (8.3)
. (e) JoB (7.1’ (36.3) - 10.6)
' II. Medium Sized Farmers “ o |
(a) SSFDP-JDB 18.2 - 17.2 36.7
" III. Small Farmers ’ 34.8 6.9 - 9.2
(a) ACB-PC Banks (2.5) | (6.9) 9.2)
(b) Crop Lien Program (31.9) &~ Co
~100.0 100.0 100.0
(529,730,000) (511,054,000) ($5,177,000)

§‘burce: Derived from sources in Table III.2 -




SR
- 80,
RN
BRRE LY

5~; Panal A shous that from 1971 to 1977 there wae a relativa
incraaaa in loana outatanding tu larga farmara, a constant ahara going
to medium aizad farmara, and a daclining ahara of total agricultural :
credit going to amall farmers. Thaaa data, howavar, are compromiaad
rby the axaggaratad share associated uith the commarcial banks in 1977
for the_raaaona explained above. Confining our parapactiva, however,
to the period 1971-1974 (i.e. the period before ths exaggeration of
the credit estimate to 1975), we can see tnat the institutions serving
larger farmers still ragiatarad a aubatantially'increaaed relative
share of total credit (from 46 to 61 per cent) while those serving
medium or small Parmers increased their shares very little or fall‘
sharply. The share of total agricultural credit associated witii the
small farmer oriented PC Banks fell sharply from 41 per cent in 1971
to 23 per cent in 1974.

Shifting our focus to panel B we can ‘interpret the resulte
unambiguously for the most recent period (1977), since we are talking
about the share of incramantal annual increases in credit rather than
the share of total credit outstanding. If we ignore the year 1975,
the results are free from the exaggerated shift factor that operated
in that year for qammarcial‘bankaz Thus, in 1971 inatitutionaiaarving
larger farmers accounted for 55 per cent of the incrsase in credit
during that year, 76 per cent in 1974 -and only 47 per cent in 1977.

A sequential pattarn of craditAlncraaaaa emerges during this
decade, and it ia inatructiva to nota theaa by institutional source.
In 1971, the madium farm size oriantad SSFDP program was the source
 of the" largaat incraaea in annual credit kalong with commercial bank
credit) at roughly 37 par cant.f In 1974, the JDB source rises to

prominanca to almost aqualythaxlncramantal-contrzbutinn of the commer-
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" cial banke. By 1977 e ses yet another shift, this time to the Erop
- Lien program which accounted for 32 per cent of the total annual increase’
in thdt year. _In other words, as a new inétitutional gource of credit
icomea "on 1169“, it dominates the annual increasss in credit for the‘
" next few years as it disburees quickly its nsu source of funding. Than, 
. .this source declinea as a new institution arises to play its role of _ ‘
}relqtiﬁa dominance. Thus, the SSFDP predominates the early 709, tha f
J0B in the period 74-76 and the“Crep Lien program in 1977. The.
commercial banks, in contrast, maintain a less volatila,lével throughﬁ
these years while the "traditional" small farmer PC Béﬁk program has
‘jdaclinad ataadily to tha point that in 1977 it accounted for only 3%

of tha total annual increase in credit. If the Crop Lien program had

; notgbaan initiated in 1977, the small farmer share of the annual

;iﬁq£aéee in credit would have declined to practically nothing in relative
;ﬂtarmé; This was very likely one reason, among others, why the Grop Lien .
"“program was initiated. ‘Evidence suggeata that the larga to medium aizéd:

'farmar clientele had been well aerved with credit through the 1970s

while the small farmsr hadrnot.

DOMESTIC vs. FOREIGN SOURCE FUNDING

Another intef%pting feature of agridﬁlfdréi>dredit~ihjfhé 19768‘
is the role of foreign source vs. domestic source funding. As stated
" earlier,.in the 1960s thers were no foreign sources used to fund
agricultural credit and, as a result, a limited number of inatitutioﬁél
outlets for rural credit, in effect, ths commercie® banks and the ACB.a

The former rsceived its funde from depositors and thus had to make its f



52.

loans in relatively riskless agricultural enterprises. Tha ACB, on the
other hand, received annual budgetary supplements but, as seen in the
19708, this did not increase much and the ACBs relative role in the
total credit portfolio declined. By 1971, houwsver, this scenario of
exclusive domestic source funding had changed with the advent of the
JDB and SSFDP programs heavily financed with foreign funds and
associated domestic counterpart funds. Panel B of Table III.3 indicates
that in 1971 roughly 57 per cent of the increase in agricultural credit
came from these heavily foreign orisentecd fundings (57 per cent in the
SSFDP program and 11 per cent in the apB). 1In 1974 this had declined
slightly to 53 per cent, but by 1977 it had fallen to 35 per cent. The
relative decline in 1977 was due to the emergence of the domestically
fimanced Crop Lien program in this year.

In sum, foreign source financing has been of considerable
importance to the growth of agricultural credit in Jamaica in the 1970s.
Even more importantly, it has been the most important source for long
term development finance in agriculture. The domestic sources are almost
all short term and not related to long term investments designed to
modernize agriculture. A problem for the future is the prospective
decline of these sources of finance within the rural financial marksts
of Jamaica. This problem will be addressed in greater detail in
Chapter V' when we deal with the problems of the agricultural portfolio
of the JDB. Suffics it to say at present that the decline of the foreign
source funding is related to the growing delinquency of past loans made
with these funds. UWith the rise in arrears, foreign sources such as

the World Bank are reluctant to continue their project support to the



institutions making these loans. Thus, it .is unlikely thaf the
developmsnt portfoliov of agricultural credit will increase in the
late 19708 and early 1980s at the rate it increased in the early
seventies. This ‘suggests there will be a concommitant decline in

the rate of growth of total agricultural credit during this period.

NOMINAL ve. REAL CREDIT EXPANSION IN THE _1970s

The large increase in agricultural credit recorded in Table
I11.2 is misleading, since it is stated in nominal or current value
C \\;g terms. By this standard, agricultural credit increased 6.7 times’ from

R
kﬁ’ %ﬁ 1970 toc 1977. However, if we correct for inflation by using the
o S

Rh “xa\wimplicit GDP deflator}ganel A of Table II1.4, we ses that credit to
\'\35? ths agricultural secter only increased 2.6 times ite initisl level
in 1970. The ircreass in rsal credit can be seen by institutional
source in panel B. Of intereet is the erosion of the credit baee of
th8. traditiornal ACB credit portfolio during this period as it records
a decline in its loans outatanding from 1970 to 1977 in 1970 dollars.
The growing arrears in thie portfolio, combined with only modest budgetary
gupport from the government during this period means that its portfolio
was bound to decline in real terms as inflation increased after 1973.
The foreign source loan base increased in real terms during this
period as the SSFDP and JDB registered significant 'increases. And,
of course, the positive increase (in real terms) for the commercial
banks is affected in part through the exaggerated upward shift in

agricultural credit in 1975 and the annual increases for later ysars

urder its expanded definition eovering agricultural loans.
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Table III.4

- Loans Outstanding to Agriculture in Current and
1970 Dollars by Institutional Source 1970 ~ 1977

A. Total Agricultural Credit in Current Values
and in 1970 Dollars (End of Year Balances)

Current In 1970

Values Dollars Net Annual

(J $000) (J $000) Chg

(1) (2) 3)

1977 166,451 65,455 4,364
1976 136,721 61,091 6,000
1975 112,743 55,731 20,914
1974 60,060 34,817 ~2,224
1973 49,005 37,041 4,900
1972 35,162 32,141 3,583
1971 30,557 28,558 3,238
1970 25,320 25,320 -

B. Agricultural Credit in Current and 1970
Values by Institutional Source (J $000)

Current Values

In 1970 Dollars

Source 1970 1977 1977  Net Chg 1970-77
[§)) ) (3) (4)

(1) Commercial Banks 10,093 90,545 35,606 - 425,513
(2) Agr. Credit Board

Total 13,038 20,711 8,144 -4,894

Direct Borrowers (1,008) (4,856) (1,909) (+901)

P.C. Banks (12,030) (15,855) (6,235) (-5,795)

(3) Jamaica Dev. Bank 55 24,507 9,637 49,582

- (4) ssFDP - 2,133 21,200 8,337 +6,204

~ (5) Crop Lien - 9,488 3,731 +3,731

" (6) Total 25,320, 168,950 65,455 40,136

Source: Same as Table III.2. The Implicit GDP deflator was used to

correct for inflation.
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Table III.5 adds to our discussion of the national éyetem
of credit through measures of the relative importance of agricultural
credit as a per cent of total credit and agricultural gross domestic
product. Panel A shows that agricultural credit has been increasing
as a per csnt of total private sector credit and total credit in the
financial system in Jamaica. The eharp break after 1974 in panels A
and B reflscts the classification shift discussed earlier for commercial
bank credit to ageiculturs. Nevertheless, if we look at the three
most recent years we can see that total agricultural credit nhas been
increasing more rapidly than non-agricultural credit.

Next, in panel B it can be seen that agricultural credit hae r
been increasing more rapidly than agricultural gross domestic product.
If this ratio were 0, it would imply that there was no agricultural
credit and agricultural output was able to increase exclusively through
the self-financing of farmers thesmsslves. If the ratio approaches .. -
.60 to .70, this impliea that credit is equivalent to financing prac-

tically all the current operating and capital costs and net farm income

'ig used for other purposes. This is becauss only .60 to .70 of

 agricultural GDP repreaentslfhé cost of'agricultural production. The

remaihing .40 to .30 per cent reflects the returns to land, labor and
profits. A ratio approaching 5.00 implies that credit is being
channelled into the rural sector far in excess of all the current
operating expenses and capital costs needed for production. 1In this
case credit is leaking out to non-agricultural uses or consumption by
the farmers. If we take the period 1970—74 so as to avoid the shift

problem between 1974-75, we ses the agricultural credit/agricultural
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Table III.5

Relative Importance of Agricultural Credit to Selected Measures 'J\()
of Total Credit and Gross Domestic Product 1970-1977 o

A, Credit Ratios

Total PVT
Agric. [ Sector Agric. ; Total Agric, / Total

Year Credit/ Credit Credit/ Credit GDP GDP

(1) (2) 3)
1977 17.7 9.9 8.9
1976 13.8 8.9 8.4
1975 12,0 9.1 7.7
1974 7.9 6.5 7.2
1973 7.9 6.8 7.4
1972 7.8 6.4 7.4
1971 8.8 7.6 7.8
1970 8.8 7.8 6.7

B. GDP Ratios

Year Total Total Agric. /Agric.
Credit/ GDP Credit/ GDP
(1) (2)
1977 61.1 62.6
1976 55.3 60.1
1975 46.7 55.8
1974 41,2 36.9
1973 41,2 38,2
1972 31.5 33.0
1971 30.8 30.7
1970 27.2 32.3

C. Incremental Change in Agricultural Credit and Agricultural GDP (J $000)

Year Annual Increase in Annual Increase in Col 1/Col 2
Agric. Credit ($000) Agric. GDP ($000)
| ) ) €)
1976 to 1977 29,730 37,626 792
1975 to 1976 23,978 25,268 957

Sources: Statistical Digest (Bank of Jamaica); National Income and
Product 1977 (Dept. Statistics).
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Gbp rétio rising from 32 to 37 per cent. If we ignore the 74-75
" ghift.and merely concentrate on the period 1975 to 1977, we see this
raﬁio continuing to rise under the new reporting system with ratios
around .60 in recent years. In the end we can conclude that in
aggregate terms agriculture has been receiving credit more rapidly
than its own sectoral nrouwth in r- Cput. The current ratio of 63 per
cent is high by international standards and suggests some substitution
and diversion of funds is occurring. Sema«af this incrsase In credit
is not being applied to agricultural uses or 3lse it is being used
very unproductively. Finally, panel C shows that the annual inéremen-
tal increase in credit for the last two years practically covers all
the incremental increase in agricultural GOP. These global ratios
should not be interpreted as implying that all individual farmers are
receiving sufficient credit to cover their operatirig sxpenses. what
is happening hers is that a misallocation of credit is occurring
- Cam w i uet — ‘\,‘.Llh
with some farmers receiving much more than they ueed (and thus diverting

it to non-agricultural uses) while many other farmers receive little

or no credit.

THE SUBSIDY ELEMENT IN AGRICULTURAL CREDIT

JHE SUBodbD Y L e
Finally, Table II1I.6 completes this aggregate analysls of

rural financial markets by underscoring the hidden subsidy implicit

in conceaaionazﬂrataa of interest for agricultural credit. Column 1

. measures the rate of inflation while Column 2 uses 10 per cent as the

7'averaga weighted nominal rate of interest for agricultural credit. Ten

' ‘per‘cent was considered a reasonable average betwaen theiﬁﬂ 1oéns in
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. o ‘ A . ‘J
Table IT11.6 = AN
A
Estimates of Real Rate of Interest for Agricultural Credit
and Implicit Credit Subsidy as Percent of Agricultural
Gross Domestic Product, 1975-78
Av. Tnterest ' Credit Sub-
‘Year Rate of Rate - Agric. Real Rate Agric. Credit/  sidy as %
Inflation Loans of Interest Agric. GDP Agric.GDP
(1) (2) 3) (4) (5)
1975 15.7 10.0 =5.7 55.8 - 3.2
1976 8.2 10.0 +1.8 % 0
1977 14,0 110.0 el 62.6 S2.5
1978 35,07 10.0 -25.0 62,62 | 156

Sources: Statistical Digest (Bank of Jamaica) various years; National

Income and Product 1977 (Department of Statistics).

1 Subsidy as a # of GDP is estimated by taking the proportion of total out~
standing agricultural credit to total agricultural product (column 4) and.
multiplying this by the negative rate of interest (columm 3). This is
equivalent to estimating the amount of subsidy by taking the negative rate of in-
terest and multiplying it by the amount of credit outstanding and then placing
the amount over Agricultural GDP.

Assuming the proportion of Agricultural Credit to Agricultural GDP remains the

same in 1978 as in 1977.

Estimate.



the PC Bank system, 7% in the SSFDP program, 10% in the JDB program
‘and 14 per cent in the commercial banks, If anything, this average
rate is overestimated and thus our estimates of the negative ratee

of interest (in Column 3) are underestimated. What the Table clsarly
shows is that in recent years the rising rate of inflation (without
any comparable rise in the intersst rate for agricultural credit) has
created negative real rates of interest., This is, in effect, a sub-
sidy to those farmers fortunate enough to have access to these loans
if we can assume that the prices for farm products rise roughly in
line with the rate of inflation and data on the cost of living for
agricultural products suggyest they have, thereby suggesting that
farmgate prices have risen as well.

Up to 1978, these negative rates of interest have bewn
relatively modest (on the average), though clearly those in the lowest
conceeeion%;1intareet rate programs (the ACB and SSDFP) have enjoyed
a gfeatar subsidy than say those with commercial bank loans. In 1978,
however, the rapid rise in the rate of inflation has éreatedeaflngﬂe
subsidy element for the first time in Jamaica. We can estimate the
magnitude of this subsidy by multiplying the agricultural credit/
agricultural GDP ratio (in Column 4) by the negative rate of interest
(in Column 3). This gives us the implicit credit subsidy as a per
cent of agricultural GDP (see note 1 to Table III.6). As can be seen
in the Table, this reached approximately 16 per cent of agricultural
GOP in 1978. UWith the prospects for inflation coﬁtinuing at relatively
high levals for the near future, high levels of credit subsidies are

blearly built into the agricultural credit network unless the interest
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rates are made more flexible to reduce or eliminate this windfall.

Thie growing subsidy creates a growing demand for agricultural credit,
unleses money illusion holds indefinitely, and lenders are forced to
ration this credit within the credit institutions by some device other
than price (i.se., the interest rate). These rationing devices in=-
variably favor old and more established borrowers over new borrowers
and larger farmers over smaller farmers. At the same time, incentives
are created for borrowers to use this cheap credit for non-agricultural
purposes if the rate of return is higher in other areas.

An additional Teature of this distortion in the rural financial
markets is that the major beneficiaries of this implicit largesse are
ralatively large farmers since they account for a large proportion of
the total amount of loans in the agricultural crsdit network (ses Table
I1I11.3). This would aréue that both on efficiency and equity grounds
the current structure of interest rates should be allowed to reflect
the rising rates of inflation. Finally, savers are severely penalized
in a climate of negative real rates of interest if their deposit rate
of savings are not raised:in-an inflationary environment. The net

effect is a transfer of income from savers to borrowers.

" CONCLUSION

Evidence on the evolution of the natioﬁal system of agricul-
tural credit in Jamaica during the 1970s ;ﬁoua that 1; i
aggregate credit increased almost 7 fﬁ;ﬁ in nominal terms, but only
2.5 fold in real terms. The rise in}ihflation“eroded the credit base

- in some of the institutions aervicing agriculture, especially the
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older public sector credit sources like the ACB. Newly created

.credit programs (ths SSFDP and the J0B) were largely responsible for
the increase in agricultural credit during this period, while older
programs stagnated. Furthermore, these programs relied heavily upon
foreign sources of funds and, for the first time in Jamaica, longer_
run development goals wsre introduced into the agricultural credit
portfolio through these foreign funded programs. Domestically financed
credit programs concentrated on shorter run production credit. Finally,
this emphasis on a longer run investment strategy carried with it an
emphasis on medium to large farms. The larger farm bias in the deve-
lopment programs, combined with the large portfolio in the cnmmefbial
banks, implies that larger farmers received the bulk of tha‘ihcraaéé ‘
in credit during this psriod.

, Finally, these increases in agricultural credit were substan-
tial in relation to the incraaaeanin agricultural GDOP. 1In aggregate
terms, agricultural credit has' reached significant préportione of
agricultural output, suggesting there may be crsdii‘aubstitutibns and
diversions into non-agricultural uses. S ‘

As later chapters will demonstrate, thié iapid'ihéraa;e'in .
credit within a declining economy has been aesociated uith aarioue
problems of -delinquency and arrears. This has compromised future
accese to foreign sources of funding, as the institutional agencies
ressponsible for the increase in institutional credit in the early to
mid 1970s are reluctant @oacontinue financing institutions whose

agricultural portfolio is félling deeper into arrears. At the same



time, local sources ofAfunding, such ée the recent Crop Lien program,
are edually beset with delinquency problems and, furthermore, are not
developmental in their objectives. Thus the present secenario is one
of a decline in the grouwth of the credit base for agriculture and a
ghortening of the term structure as domestic sources grow relative

to foreign sources and the grouth of arrears compromise the recovery

of outstanding loans.

inally, the disequilibrium in the financial markets has
created negative rsal rates of interest in the rural fiﬁancial markets
in Jamaica, benefitting larger farmers with growing implicit subsidiee.
When the growing arrears rates are added to this implicit credit sub-
sidy, borrouwers are benefitting two fold and efficiency and equity
goals increasingly compromised. In addition the vitality, indeed the
viability of the rural financial system is seriously undermined. Clearly
the maintenance of a viable financial system for credit in general and
agricultural credit in particular requires first a tighter discipline
" to control inflation (which is the major ;auae of thsse disequalibria),
a more flexibls interest rate structure reflecting the true costs of
credit and more effective management of the sxisting portfolio to
rsduce arrears. Thse particular problems facing the majdf rural credit
institutions in this distorted ecdnomic aetting form thé basis for our

_sUccéeding'chaptere and lay the groundwork for our recommendations.



'CHAPTER IV
THE ROLE or comm:ncrnL BANKS IN SERVICING
‘ * THE AGRICULTURAL SECTOR

The nine commernial banks in Jamaica_eieae}y play an import-
ant role in providing credit to the agricultural aactarléa was made
apparent in the previous chapter. Of these nine banks, two account
for roughly 50 to 60 per cent of total commercial bank lending to

«agriéUltura in recent years. These two banks have loaned from 10 to
15 per cent, of théir portfolios to agriculture recently. Anotaar
amallarlaank, fhough 1eaa aignificant in total agricultural lending,

bnavarthalaaa haa loaned from 20 to 30 per cent of its total portfolio
to agriculture in recent yaara whila the remaining six: banks loan from

_ four to eight per cent of thair portfolioefb afr.uwbza

OLUME_OF LENDING IN NOMINAL AND REAL TERMS

!___________________._____________.________

Table IV 1 presents the expansion of commarcial bank cradit ta
this aactor in both nominal and real value tarma. Column 3 indicataa
that from 1970 through 1974 thia single most impoatant aourca of cradit“
represented from 39~to‘45 per cent of total credit extended to thia
aactorf' with the changavin the Bank of Jamaica accounting‘ayatam'ihﬁ
1975, this per cent was raised to a rangs of 55 to 63 per cent of loanai
outstanding from 1975 to the praaant.

A aacond parapactiva is to intarprat the rata of axpanaion of
this: aourca of funding 4n Tabla IV 1. Again, taking the 74/75 year as

the break in tha tima aariea to maintain coneiatant reporting practices
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o ,Takb:lé"’ IV 1

antxnn dfv""‘Connne"rnial Bank Lending to Agriculture
. in Nominal and Real Jamaican Dollars 1970-1977

: Year | ’ (J $000) Commercial Bank
CT : Nominal Dollars Constant Dollars Agric. loans in Z of
(1970) Total loans to Agric.

(1) (2) (3)

1970 10,093 10,093 139.9
1971 | 11,959 11,177 39.1
1972 12,927 ~ 11.8595 | . 36.8
1973 | 22,473 16,98 45.8
1974 26,586 15,412 2
1975 I £ 91 35,126 el 0 |
1976 82,38 L sz e 3i;f'
1977 90, 549 . ms607 . Sk

Ave. Annual Rate of Growth A
| 1970-74 ;,'” 27 6. 11
A Annual Rat:e of Growth

1975-77 ':"njj, 12 9 j‘iekfnp.‘~;g}_19,?

: Source Bank of Jamaica Records. Column3basedondat:ain
"' Table III.2. p T e T T



on 15an data, we sse that while nominal credit increased at an average
fannual,raté of 27 per cent from 1970 to 1974, thie was only 11 per cent
per year in real terms. At the same time, based on combutatione (not
shouwn in the Table), total bank loans outstanding grew at a rate of
‘only 19.5 per cent in nominal terms and 4.2 per cent in real tsrms.
Thus during the period of the early 19708 commercial bank credit to
agriculture was growing more rapidly than bank loans in gsneral.

More recentiy we can see that from 1975 to 1977 another con-
trasting profile emerges. Commercial loans to agriculture increased
at. a nominal rate of 13 per cent per year, however, when we take
inflation into account this 1ncraase;dieappeare, snd we see no growth
in real credit (i.e. 0.7 per cent per year). In contrast, again uwith
computations not reported in the Table, total bank loans outstanding
actually declined even in nominal terms during this period ( -2.7 per
cant per year). When this ie expressed in real terms, this decline
reachss =13.2 per cent per'year. ‘Thus during this most rescsnt period
of esconomic dscline in the Jamaican economy agriculture has held its
own in the sense of not suffering an actual real decline in its access
to commercial bank credit while the rest of the banks customers clearly
has. As a reéult; as we shall see shortly, agricultural lending has
increased as a proprotion of the commercial banks' total loans outstand-
ing., It is important to keep in mind this "relative” profitability of
agriculture vis-a-vis other sactors during ths current economic- i

receesion in Jamaica.
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THE ISSUE OF STATISTICAL DISCONTINUITY 1974=75 |

The inconsistent time series for commercial bank loans to
agriculture merit some discussion since this iasue hae never bsen
explicitly recognized or analyzed in Jamaican policy circles at the
Bank of Jamaica or elaeuhefe. Furthermore, given the importance of
commercial bank statistics in dealing with the gquestion of total
agricultural credit, we should try to establish the magnitude of this
inconsistency and the factors behind it.

Table IV.2 presents in detail the data reported by the commer=-
cial banks on their loans outstanding for December 1974 and 1975. The
origin of the problem lies in the change in the reporting form for
agricultural loans instituted by the Bank of Jamaica in 1975. Up to
December 1974, the old reporting form merely listed seven categories
for agricultural lvans as illustrated with actual data for 1974 in
Column 1 of Table IV.2. 1In 1975 the new reporting form eliminated
one former category (mixed farming) and added one new category (other
domestic foodcrops) among the production loans to agriculture. At the
same time marketing loans for agricultural crops and loans for land
acquisition in the agricultural sector were nouw classified under the
agricultural sector whereas, earlier, they had been placed in :>ther
sectoral categories. Column 1 shows the amount reported for agricul=-
tural loans in 19743 column 2 repeats this reporting for 1975 in which
the new categories are included; column 3 sinows the net increase in
absolute value from 1974 to 1975 while column 4 shows this increase in

percentage terms. Finally, column 5 shous the relative contribution



Table 1IV,2

Selected Indices of Change in Commercial Bank Loans to Agricul-
'ture by Enterprise type from December 1974 to December 1975

(J § 000) Tresent share
Enterprise type Net y 4 of Increase in
and/or_Sector 1974 1975 Change Increase  Agriculturel
. (L (2) (3) (4) (5)
1. Production Loans to Agriculture
(a) Sugar cane 12,560 14,619 +2,059 16.4 4.5
(b) Banana 467 12,930 +12,463 2669.0 27.4
(¢) Citrus 1,152 2,445 +1,293 112.2 2.8
(d) Mixed farming (1974 category) 4,799 - :
(e) Other Domestic Food crops - 3.850
(1975 category) ’ N
(£) Livestock and Poultry 4,763 7,758 +2,995 62.9 6.6
(g) Fishing 372 932 +560 150.5 1,2
(h) Other 2,472 13,043 +10,571 428.0 - 23,3
2. Marketing Loans to Agricultur v
(a) Export Crops : - - 8,050 - - 17.7
(b) Other Crops - 1,292 - - 2.8
3. Land Acquisition loans to Agriculture - 6,142 - - 13.5
4, Total loans to Agriculture 26,586 71,061 44,475 167.3 100.0
5. Total loans for Commercial Banks 554,486 624,289 69,803 12.6: -

minus Agriculture

Source:

Note:

Bank of Jamaica Records.

lpresent share of Total Increase in Agricultural lending from 1974 to 1975 in column 5 ignores the

categories of Mixed Farming (for 1974) and other domestic foodcrops (for 1975) and thus is based
on a net positive increase of $45,425,000 dollars during this period (i.e. the sum of all the net
positive increases during this period and the new marketing and land acquisition categories).

‘L9



i,ksé;}
of each category tbgthe total iﬁcéeéae;in agric@ltural loans from
1974 to 1975. | S | -

Several ppinbipal conclusions are apparsntvh;ra.ffFifétftdfal
‘agricultural loans increased by 44,475 during this periéa (iine 4)
which repreaented;rem;rkably high increass of 167 per cent for gne.
year. Agriculture's sharse in the total portfolio of bank. loans
increased from 4.6 per cent in 1974 to 10.2 per cent in 1975. At
the same time loans for the rest of the banks portfolio only increased
12.6 per cent (line 5; column 4). Clearly the increase in loans'to
agriculture was in large part an iliusion derived from the new report=-
ing format.

Second, this illusary rise ie due to two factors: (1) the
creation of new categories; and (2) an unrealistic rise in the loans
to previously established categories. In the former case we see in
column 5 that the new categories of marketing loans and loans for land
acquisitions account for roughly 34 per cent of the net increase. This
leaves 66 per cent accounted for by rises in the unchanged loan categories
under production loans to agriculture. Within these categories loans
‘to sugar cane, citrus, livestock and fishing activities only increased
modestly. These very likely reflect true increases over this period.

. Houwever, the remarkably high increases for bananas and the "other:'br
category together account for over S0 per cent of the total net

increase in agricultural lending. The sharp rise in loane for bananas
reflects the shift of Banana Board Loans from the Dia#ributiva trades
sector prior to ﬁ975'to agriculture from 1975 onwards. The sharp rise ..

in loans to the‘reafduéi.ﬂqthar" category is more mysterious and clearly



tﬁe eingle most important unexplained factor behind ths hafked<:ise
| in commercial bank credit to agriculture in 1975.

with some effort the Bank of Jamaice with the co-oparatioﬁ of
the nine commercial banks (or at the very least with the three largest
banks) could retroactively reconstruct a more accurate trend of the
expansion of bank credit to agriculture during this period by creating
an a;counting format pushing the new accounting format back through
time or creating an alternative measure af the old format up to the
present. The number of loans vithin the marketing and land acquisition
arsas are relatively small and could be traced back through time without
any major difficulty. Similarly the Banana Board loan history should
be easy to reconstruct prior to 1975 to create a consistent record
within agriculture. The only troublesome area lies in the "other"
category which is a heterogensous catch-all with a rather substantial
number of loang. A close examination of the years 1974 and 1975
vithin this loan category (for the two largest hanka) may offer a clue
as to how to convert for the dietortione emanating from this area.

Finally, it would be helpful if the Bank of Jamaica would nakc:
an effort to disaggregate the "other" category sufficiently to reduce
its overall relative weight in total loane to agriculture to more -~
manageable proportions. A residual accounting category should not
become so important that it becomee one of the most important loan
categories in terms of number of loans and values of loans outstanding.
Consultatione'with Ministry of Agriculture officials and staffs from
the JDB and SSFDP program could make an input in terms of advising the

B0J on how to handle this task.
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AGRICULTURAL LOANS BY ENTERPRISE TYPE

Table IV.3 presents a profile of loans outstanding to agricul-~
ture by the commercial banks by the type of agricultural enterprise
financed. Panel A shows that from 1966 to 1974 sugar cane loans pre-
dominated, followed by livestock and mixed farming. O0f interest here
ie that from 1966 to roughly 1972 agricultural loans declined as a
proportion of the total portfolio. This is largely akplained by the‘
sharp decline in sugar cane financing which was not sufficiently offset
by the relative rise in the other categories. From 1972 to 1974 th;a
trend is reversed as sugar cane financing rose along with the total
proportion of agricultural loans.

Panel B shows the pattern from 1975 to 1977 under the neu
reporting system. Several conclusions emerge here. Buring this period
five categories of loans declined in relative importance and only two
(sugar cane and "other") rose. Moreover the rise in these two categories
was augficient to off}at the docline in the other five areas to generate
an increase:in the proportion of total bank lending to agriculturs
(1ine 8). As discussed in an earlier section, this was a period of
sharp decline in overall bank lending activity, reflecting the economic
depression in Jamaica. Non-agricultural lendinglfin such areas as
manufacturing, construction and commerceé)declined substantially while
agricultural lending remained constant in real terms. The net reesult

\izaa relative rise of agricultural lending in the shrinking portfolio

of total lending activity.

Two additional conclusions stand out here. The commercial banks

clearly place sfr—importent emphasis on fimancing the short run credit
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Table V.3

Selected Data on Commercial Bank Lénding
to Agriculture by Enterprise Type 1966-77

A. Share of Agriculture in Total Loans and Share
within Agriculture by Enterprise Type 1966-74

Enterprise Type 1966 1968 1970 1972 1974
(1) (2) @ W (5)

(1) Sugar Cane 59."0 48.0 42.0 36.1 47.2
(2) Banana 6.3 6.4 .4 32 1.8

(3) Citrus Cn0 . w1 25 L7 4.3
(4) Livestock 7.2 20,6 6.0 2.0 179
(5) Mixed Farming a0 162 17.5 1.6 18.0
(6) Fishing o3 0.6 10 1.0 e
(7) Other 4.3 6.9 12.8 17.4 9‘.v3""
Total Agriculture  100.0  100.0 100.0 __ 100.0  100.0

(8) Share of Agric. o ‘ _ [ |
Production loans in 5.5 4.6% 3.52 3.1z - 4.6%
Total loans C L . ' : .
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| Table IV.3 contd.,

'B.y Share of Agriculture in Total Loans and Share within
Production Loans to Agriculture by Enterprise Type
1975 - 1977

Enterprise Type 1975. 1976 1977

(1)
- (2)

o)

(4)

(5)
(6)
&)

(8

(9

. o o

Sugar Cane 'A /"k‘  ,__26;3 fﬁ ”;_ 34:9? : et
Banana : | Q; . 23;3‘ » :;%%;5 E 14:4
Citrda . ‘ o “ﬁ;ir\fgéﬁ:‘ o  id;z?¥: | : 0;5
Other Domesticho;a i'/ Qé;éi?*fw Wk:f4.1 ” 2}3.9
Crops o e L
Livestock and Poulttf‘; f ‘i4;0  ’ ) 1_712.5,! S 9.6
Fishing i -; 17 L5 0.9

b

Other S 23,5 32,2 28,9

Total 100.0 100.0 100.0

!

Share of Agricultural .
Production loans in 8.0% 10.1% . 11.0%
Iotal loans : T

Share of Total loans in e A
Agric. (incl. marketing 10.22 211.7% . 13.52
loans and land acquisition) B
to Total loans N N N

- Source: Files in Bank of Jamaica 0n1C6ﬁmétéigiLﬁéﬁﬁ{L6§ég;f
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needs of agricultural exports. Sugar and bananas together received
from 49.to 55 per cent of the agricultural production loans from

1975 to 1977 with sugar financing increasing its share rapidly while
that for bananas declined in relative terms (Table IV.3, Panel B). At
the same time data on the financing for marketing activities (not shouwn
in the Table) shows that export crops received a substantial share of
these marketing loans in comparison to other crops. This role of
financing export activity appears fairly important and steady through
time, if we bear in mind the underreporting for banana loans implicit
in the data in panel A for earlier years.

.Financing for citrus, other domestic foodcrops, livestock =
poultry and fishing have declined in relative weight :¥n recent years
(panel B). To some extsnt this has been offset by a rise in financing
for the residual "other" category which vsry likely hae a strong
domestic comjonent. It would bs most helpful to understand more clearly
just what these domestic activities are within this residual category
since ths banks apparently find them to be more attractive loan possi-
bilities than many other standard categories of financing in recent
years. This is another argument for making an effort to disaggrégate
;his category into several additional meaningful aqb;g#oups of single-

or mixed farming activities.

TERM STRUCTURE, LOAN SIZE AND ARREARS

Commercial banks are characteristically short term lenders.
Unfortunately the Bank of Jamaica has not collected recent data on
the term structure of loans in the commercial banking sector. WNever—

theless we can test thie hypothesis with data from 1973 which, in
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effect, largely confirms this. For this yéar 55 per cent of all
commercial bank loans in number and value were for less than a year,
and 88 per cent for less than three years in length. While this was
for the total bank portfolio, there is no reason to believe that
agricultural loans don't follow the same pattern. In short, in
gservicing the needs of agriculture, commercial bahk credit is largely
a short term facility. Longer term investment needs have to be
serviced through an official development bank.

Tables IV. 3 and IV.4 offer additional insighte into the per-
formance of commercial banks in their agricultural lending activicies.
These Tables have been constructed from data generously provided by a
commercial bank that will remain anonymous in this report. We have
reason to believe that this bank's activities in servicing the agricul-
tural sector are sufficiently representative that its profile of loan
size and arrears can stand as an acceptable proxy for the behaviour of
the commercial banking sector as a whole.

Table IV.4 shows that the loan size distribution for production
loans in agriculture is far more equitably distributed than is the
distribution of the total loan pertfolio. At the high end of the scale

;g;ricultural loans, leas than one per cent of the number of loans
accounts for roughly 25 per cent of the loans outstanding. For the
total loan portfolio this rises to 53 per cent, reflecting a far more
concentrated portfolio.

The Table also compares the loan size distribution in agriculture
for this commercial bank to that of the commercial loans for devploping
agriculture in the Jamaica Development Bank. Here we see a greater

'repreaentation of both the number of loans and, to a lesser extent, the



Table 1IV.4

Loan Size Distribution of Production Loans in Agriculture and
Total Portfolio of Representative Commercial Bank X and Agri-
cultural Loans from Commercial Window - Ja. Development Bank

Production Loans in Total Bank Portfolio Commercial Loans for Agric.
L Agric. (Sept. 30 1978) (Sept. 30, 1978) (New loans 1977)
o Ioan Size Commercial Bank X Commercial Bank X Jamaica Development Bank

ol No.loans Amount $ No.loans Amount $ No. loans Amount $
s oz 2 Z 2 Z 2

(1) (2) (3) (4) (5) : (6)

Under 5,000  73.5 9.l 81.1 9.0 3.7 0.1

5,000 - 19,999 . 9.0. 7.2 81 5.5 - 22,0

120,000 - 49,999 - 8.0 = 12.2 4.7  6.b 2.7
50,000 - 99,999 5.8 - 200 3.7 1wl 14

100,000 499,999 3.1 . - 27.2 1.7 148 - 18.3

500,000 + 06 247 . 0.7 53.0

Total 1000 .100.0 _ 100.0 100.0 1000 . 100.0 -

| ;S.ouvzgéksz Bank files of Comercial Bank X and Jamaica Development Bank.

°SL
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volume of loans at the lower end of the loan siza scale for the
commercial bank. The JDB loan size distribution is heavily “bunched";;
into the three intermediate sized categories. This reflects the
development focus of the JDB activity which requires a certain inter- .
mediate scale loan size for its investment financing. At the other
extreme the commercial bank has a substantial psrcentage of its
loan portfolio in the highest loan gize (24.7 per cent) whereas the
J0B has none.

A final note of imporw.ance here is the large number of small
loans in ths commercial banks agricultural loan portfolio. Over 73
per cent of ths loans are less than $5,000 and 82 per cent less than
$20,000. Eyen admitting the likelihood of farmers having more than
ons loan from the bank, this still suggests a substantial amount of
small loan activities to many individuals within the agricultural
portfolio of this bank. While it is true that the relative amount of
the total value of loans outstanding only reaches nine per cent for
this smallest loan size (under $5,000), this still represents a
gubstantial amount of credit in absolute termgs. For example, in the
case of this particular bank, the amount of credit in absolute terms
for the numerous small borrouwers borrowing less than $5,000 cams to
a value roughly equal to the entire annual net incraase.in the
public sector Agriculturai Credit Board - PC Bank line of credit
for 1977. Thus the amount and range of small loan activity for
agriculture by the commercial banks is clearly not inconsequential,
and should be kept in mind in judging the role of commercial banks in

servicing agricultura.



Finally, Table IV.5 portrays the arrears profile for thia
tparticular bank.- In diacuesing arrears we ahuuld bear in mind that
commercial bankera deal with and ineasure arrears differently than
public sector banks or agencies. Public sector developmeni banks,
for example, keep tabs on the term structure of arrears for specified
periods of time su;h as 0-30, 30-60, 60-90 days and so forth. 1In this
way they can focus on those arrears that have been in delinquency for
larger psriods of time and devise appropriate actions. Commercial
bankers in Jamaica, however, do not use any term structure format in
determining their classified (i.e. bad) debts. A branch manager may
classify a debt as potentially bad even if the borrower is only a
few weeks late in his payment or perhaps not in formal arrears at all.
‘ For example, this could hapben say if the bqrrower has suddenly died
and thus have left a difficult estate problem to contend with; or
perhaps the borrower has suddenly just sold off most of his assets
in an unexpected move that might imply sudden emigration. For these
or other similar reasons the branch manager is frequently forced to
use considerable subjective judgement in order to protect his and
the banks interests. This aubjectite element is largely absent in
public sector credit agencies where more formal (and.perhaps less.
effective) accounting measures are relied upon to measure arrears.

Table IV.5 indicates that the classified debts in the agricul-
tural loan portfolio are quite low in comparison to those for many
other sectors such as manufacturing, rommerce, construction, tourism,
entertainment, professional and peraonal loans. This speaks well for
‘the performance .of agriculture and illustrates once aéain that

. agriculture has been less affected by the current economic



Table IV.5

‘Ratio of Classified Debts to Total Loans
Outstanding by Sector for Commercial Bank X
(End of September 1978)

Sector or Enterprise Type ’ Ratio
1, Agriculture : 4.4
Production Loans .
(a) Sugar Cane 3.0
(b) Banana 7.7
(c) Citrus 0
(d) Other Domestic Food Crops 4,9
(e) Livestock and Poultry 4.3
(f) Fishing 0.2
(g) Other 29.4
Marketing Loans
(a) Export Crops 0
(b) Other Crops 31.1
Land Acquisition Loans .0.5
2. Manufacturing 8.7
3. Construction and Land Dev. :_39;4,/
4, Financial Institutions 54
5. Transport, Storage and Commun. , 0;3;
6. Electricity and Gas . _ O,Q
7. Government - L ob«v;

8. Distributive Trades (éommefcé)'

9. Tourism | o
'10. Entertainment

11. Preferential and 0thef3S§f§i§ég;-‘
12, Personal e

13. Ove:seaa Residenﬁs -

| ' Source: Files of Comercial Bamk X =~
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recession in comparieon to other sectors. Another finding here is

that within the agricultural sector, the arrears rate for the residualA
"other" category is considerably higher than for other agricultural

loan areas. This is yet again another reason to break out this category
into a more disaggregated format to pinpoint the specific activitiee
with the highest bad debt ratios. The arrears rate for domestic
agricultural activities are jin general higher than that for export
activitiss. Such a finding ils not surprising in the light of the
current domestic recession. Ceteris paribus the income prospects for
agricultural exports appear stronger and more stable than for domestic
crops. Yet, with the exception of the residual category (which may be
subject to some special and unusual circuﬁatances), domestic agricultural
arrears are clearly well below those for other sectors outside of
agriculture.

Finally, we should emphasize that, in contrast to public sector
development institutions, commercial banks can write off their really
bad dsbts that are beyond recovery. They absorb this in their profit
and loss statements and thus it is no longer carried on their books as
a classified debt as long term defaults may be in a public credit agency.
Even bearing this in ﬁind, the low level of classified debts for
agricultural loans in our répresentative commercial bank is strikingly
louw in comparisaon to the arraars rates of public sector credit agencies

which we will discuss in the following chapters.



+ 80,

CONCLUSION

Commercial banke ars the single most important source of
agricultural credit for the agricultural gsector in Jamaica accounting
for more than half the volume of total loans outstanding to agriculture
in recent years. In the mid-1970s commercial lending has declined
relative to the increases in public sector credit to agriculture. This
has been, in part, a reflection of the rise in public sector and
international institutional support for official credit programs and,
in part, due to the slower grouwth of demand for commercial bank credit
in the face of the current recession.

Commercial banks maintain a strong interest in financing agricul-
tural exports and thus complements the domestic agricultural focus of
public sector lending. Short term credit predominates in the term .
structure of the commercial banks' portfolio. While there are rlearly
large loans--and an important large farmer component in the commercial
bank sectors' portfolio, there is also a large small loan component.
Whether these small loans represent small to medium sized farmers or
also consists substantially cf small loans to large farmers is impossible
to determine, given the nature of the data. This clearly merits
further analysis since the volume of credit issued in loans of $5,000
or less is clearly substantial in comparison to that issued by several
official small farmer credit programs. Finally the arrears record for
commercial bank agriculturcl loans is surprisingly low, given the current
economic climate. This is true whether in comparison to that of other
sectors in the commercial banks portfolio or in comparison to public

sector credit agencies ae will become apparent in ths next two chapters.
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CHAPTER V

JAMAICA DEVELOPMENT BANK COMMERCIAL WINDOUW
CREDIT TO AGRICULTURE

INTRODUCTION

Among the important government policy actions taken in relation
to the agricultural sector, credit is an important recurring onse.
Others include guarantesd prices, guaranteed markets, international
bargaining, budgetary subsidies and fiscal incentives, land reform,
technical assistance, and State ownership of agricultural enterprises.
These however, are not the direct concern of this study. Instead,
attention is focussed on governmental and government financed credit
facilities. The JDB commqrcial window features significantly among
these.

The Jamaica Development Bank Qae established in 1969 to aseist
in the financihg of economic development. It wae empowered to provide
financial éaaistance in the form of loans, equity participation, loan
guapantees, gnd encouragement of capital market development. The
target groups of its activities were statutorily defined to be in the
areas of "industry" moet broadly defined, tourism and agriculturot

The explicit incorporation of agriculture among the Bank's
concerns roflected an important shift in governmental policy. The
JDB'a.ﬁredeceasor, namely the Development Finance Corporation, was .
conceived purely as a financial instrument for industrial development.
Governmental credit facilities to agriculture prior to the establish-

ment of the JDB were located in the Agricultural Credit Board - a
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small scale and largely inefficient organisation catering to small
farmers primarily, though with a small number of medium sized clients,
and in sundry ad hoc, piecemeal programmes in the Ministry of
Agriculture. Provision for an agricultural credit window in the JDB
represented a conscious attempt to accelerate the development of
agricultural credit facilities and to cater to the long term invest-
ment needs of medium to large sized farmers.

A significant development in the history of the JDB was the
transfer of responsibility for the Self-Supporting Farmers Developﬁeﬁt
Programme from the Agricultural Credit Board to the JQB in 1974. This
programme is specifically designed for medium‘and small farmers. 1Its
incorporation in the JDB msant that the JDB was establishing a small
farmer credit window and thersby broadening the range of its clienfs
with the agricultural sector. It also meant that there were some
reservations about the efficiency of the ACB as the agency formerly
responsible for processing SSFDP loans.

Like the cummercial credit window, the SSFDP provides develop-
mental capital primarily. In situations of working capital insufficiency
and the non-existence of alternative credit facilities, the non-provision
of short-term credit is a major limitation. There are now signs that
the next step in the evolution of the JDB as an agricultural credit
organisation would be the assumption of some responsibility for short-
term finance.. It appears that in 1978 the SSFDP will be required to
take over the Crop Lien Programms introduced by the Ministry of
Agriculture in 1977 as a vehicle for extending short-term production

3

credit to small farmere;

S e
iy
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Such a development would also signify a further move towards a
gradual, not necessarily conscious, centralisation of governmental
agricultural credit facilities. A quiet debate is presently taking
place among agricultural and credit specialists (perhaps among
politicians as well) about the desirability of centralising the facili-
ties for agricultural credit. The analyses in this study may be helpful
in that regard. The remainder of this chapter deals with "commercial
windouw" credit in the JDB. The SSFDP is examined in the following

chapter on small farm credit.

THE 308 AND THE AVAILABILITY OF CREDIT

This section examines the flow of funds to agriculture through
the Jamaica Development Bank with the objective cof assessing the impact
of its operations on the availability of credit. Loans to agriculture
by the JDB expanded rapidly between 1970 and 1977 whether one is dealing
with the values of new approvals, the number of new approvals, or with
the value of loans outstanding. In 1970, the first full year of its
operations, the JDB made a total of 13 loans valued at $0.7 million,
as Table V.1 shows. From thioc point until 1977, approvals grew at an
annual average rate of 52.9 per cent in current values, and at a rate
of 33.7 per cent in 1970 prices. The number of loans made each year
also increased rapidly, st a rate of approximately 48 per cent per
annum., The annual rate of expansion was even mors rapid for loans
outstanding. Tablas III.2 and III.4 in Chapter III show that loans
outstanding grew from $0.5 million in 1970 to $27.0 million in nominal

terms ..~ $35.6 in real terms, i.e. 1970 dollars.
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Gross Loan ApprOVale<to Agricultute: 1970 - 1977

$000 : $000

Year (Current Values) (1970 $) Nbe;k:aa:

1970 723.4 723,44 13
1971 11644 1069.5 21
1972 | 243;;2‘.f, . 2223.2 31
1973 212 2963.9 n
1974 75675;0,5;‘15; 3524.1 : iég,
1975 . eamse . 31268 121,
1976 ggzél,;? - 4124.7 v“iééj?
1977 ‘2f6§3;;sif- 2686.3 ff?éﬁﬁi
TOTAL 66882 186419 576

GROVTH RATE e e 48
1970-76 ‘ PRl i AR

Source: JDB Annual Report.

Note : Deflation is by the Implicit GDP deflator (1970=100)



“The major spurt in JDB agricultural lending took plece after
1972. Since there have been no clear directives to the Bank, one
can only surmise about the reasons for this acceleration. Significant
explanatory factors no doubt include the increasing emphasis being
placed on agricultural development and diversification by the neuw
government which took office in 1972. The new thrust is evidenced by
the introduction of schsmes such as Project Land Lease and Operation
Grow in 1973. Anothsr indication is the commissioning of a study of
the agricultural sector by a tesm headed by the distinguished economists
Sir W. Arthur Lewis and Professor Rene Dumont. This study culminated
iﬁzbovernment policy paper which outlined the general strategy for
agricultural development. .

The Green Paper set eut the following policy objectives and
strategies. UWith regarda to objectivee, the aector should utilise
productive lands fully, produce domestic foodstuffs and raw materiale;.
maximise rural incomes and rural welfare generally, and improve rural
savings by increasing farm incomes above subsistence requiremente;

The strategy involves setting adequate agricultural product pricss,
improving efficiency of production, encouraging capital formation in
agriculture, and utilising or bringing into production underutiiieed~'e
lands. FIt also invo;vee recognising and exploiting sectoral inter-
dependencies between agriculturs, and tourism znd manufacturing where
economically justifiable. The>Green Paper recognises the importance

of marketing. Within this complex of objectives and approaches, credit
related technical aeeietance is beyond doubt an important facet.‘ - i

Another reaaen for the ;eowth in JDB credit was the increeeing

desire of international funding agenciee to finance development by ' "
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ellocetiné resources to directiy productive enterprieee ae oppoeed

to government infrastructural expenditures. Foremeet among these
agencies is the World Bank. A pronounced shift in the World Bank's
financial stratugy or orientation took place early in the 1960s (Adler
1972, 1977). Until then the Bank concentrated ite loanable funds on
infrastructural projecte in keeping with a model of develepment.finen-
cing assistance which held that aid should be‘directed to areas where‘
private domestic and foreign capital would not be forthcoming and which
were nonetheless of the specific project type. By 1960 it wae menifeetly
clear that the cee;erent growth in private direct investment was not
occurring on the warranted scale. The World Bank therefore began to
provide financial support for directly productive activities, inclusive
ofagriculture, on an increasing scale. In large measure, the World
Bank has served as a model or policy leader for other aid donors such
as the IADB and CIDA. ’

By 1970, aid institutions had become at least a 1ittle dis-
enchanted with the possibilities for, and gﬁé benefits or rapid indus-
trial development. Moreover the limiting effect of low rural incomes
and productivity on industrial development was abundantly clear to
many scholars. Simultaneously the urgency of tﬁe eecie; probleme‘peeed
by widescale rural poverty was increasing appreciably.4’Aefe,feeuit,
greater stress was pleced on rural development by multiéieterelfaed;
national fu~ding agencies. . | |

The dapendence of the JDB on foreign aanCIBB for ite leaneble
funds meant that ths sectoral preferences et theeaegenciee weuld be

reflected in its pertﬁelioiet:uctuge., The werld Benk the Inter—Amerlcan
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kngelopment Bank, and the Caribbenn Development Bank all make agriculture
J‘ééctor-apecific loans to the JDB., These sources at all times comprised

a major part of the agricultural sector funding. Table V.2 shows that
thn percentnge shares of foreign resources in loan approvals through

the commercial window averaged 44.7% between 1970 and 1977. Local
resource funde were obtained in the form of share capital subscriptions
from the Government and the Bank of Jamaica, and in the form of loane
from local commercial banks, other local financial institutions, and
govarnmental agencies such as £he Jamaica National Investment Corpora-
tion which invests the proceeds of the 1lsvy on bauxite production.

In 1977 and 1978, lending for agriculture declined significantly
in nominal terms, and even more sharply in real terms. In 1977, only 84
bcommercial window loans were made compared to 136 in the previous year.
These amounted to $8.6 million in nominal terme and to $2.7 million in
1970 prices. It ié estimatad that loané approved between January to
July 1978 have not exceeded $0.5 million in current values. The fall
off is attributable to what may be a femporary halt in disbursements by
thefgorld Bank and by the CDB caused by their dissatisfaction with the
JDB's‘inén recovery rate and their corresponding insistence on certain
organiaationaisinprovementa being effected.

The cutback from external agencies comes at a time when the
domeetlc sources from which the JDB mobilisee funds are contracting
under the general budgetary and credit squeeze aeaociated with the
econom;c ‘package agreed upon with International Monetary Fund in May,
1978, The decline in funding underscores the vulnerabilxty of national
credit programmea which are dependent on externally provided financial

resources. It also underlines the importanqé of minimising arrears on



‘Table V.2

3Local and Foreign Funds as % of Commercial
Window Agricultural Loan Approvals

Year Local Foreign

1970 33.3 66.7
1971 - -

1972 53.5 46.5
1973 J§§51; 535;3_'
1974 6.9 £
1975 6.2 8
1976 45.0 55,0
1977 58.0 42,0

Source: Computed from Data in JDB Annual Reports.




principal and interest. As will be shown later, some $3.8 million

were in arrears at December 31, 1977. This inflow if it had materialised
would have substantially moderated the depressing effect of shortfalls

in foreign funding.

The J0B through its commercial window has undeniably subatan-
tially expanded the volume of credit available to agriculture. It can
be sean from Table III.3 in Chapter III that JDB commercial window credit
has increased rapidly as a proportion of total crsdit outstanding eince
1970 when its share was 0.2% to 1977 when the share rose to 16 per cent.
To some extent, the share of the JDB is biased downwards since 1975 as
a result of a reclassification of commereiael bank loans which resulted
in an upuward shift in the latter's agricultural loans as recorded and
in the total agricultural credit series. Nonethelees, it is clear that
much of the expansion in the total credit series can be attributed to
"the JDB.

It is also useful to note that the Agricultural Credit Board
has been diminishing in importance. Its share of total agriculturegl
credit outstanding averaged 40 per cent between 1970 and 1974, but »
declined to 14 per cent between 1975 and 1977. In actuality, there
has been a modest increase in the level of the ACB's operations measured
in terms of the nominal values of loans outstanding and of loans made
each year. The former series grew at an annual average rate of 6.9
per cent, and the latter at 10.9 per cent. In real terms, both sories
declined - the farmer at 6.5 per cent per annum; tha latter at 2.9
per cent per annum. It is accurate to conclude,therefora‘that the major

vehicle for official agricultural credit is the Jamaica Development Bank.
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Yet aﬁother way of emphasizing tha'quantitétiva contribution
of the Jamaica Development Bank is to examine its share of incremental
credit outetanding. Referring once more to Table III.3, one sees that
the JDB through its commercial window was respaonsible for 10.6 per cent

of credit expansion in 1971, 36% in 1974, and 17 per cent in 1977.

HE PRICE OF CREDIT AND OTHER LOAN TERMS

Since two objectives of a develapment financial enterpriee
operating within the rural financial market are to lower the cost of
credit, and to improve the access of potential borrowers to financial
resources. It is therefore nscessary to examine the operations of the
Jamaica Development Bank in these respects to establish whether its
credit terms were any less costly and restrictive than those of private
financial institutions. Matters pertaining to costs are dealt with
first.

The borrowing costs incurred by a customer of the JDB may be
regarded as comprised of direct charges imposed by the Bank, and of
other costs incurred in negotiating and finaliaing.the loan. To the
lending institution, the latter are implicit and might be ignorsd,
but to the borrower they are often quantitatively or psychologically
’iﬁportant and are not usually ignored. There are four elements in
the direct costs of a JDB agricultural loan. The most obvious is the
coupon or quoted intqrast rate charged on thq loan. The actual magnitude
of this rate has varied with the source 8f funding. Loans from the World
Bénk carry an interest rate of 10% per annum; -those from the €DB a rate
of not more than 10%; and loane made from local resources on rate of

interest not less than slsven per cent per annum. These nominal ratés
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of interest compare favourably with those imposed by private credit
sources. For example, commercial banks prime loan rates of interest
ranged between 8 per cent and 11 per cent over the psriod under study.
Actual commercial bank loan rates are much higher. The weighted average
loan rate ranged between 13.5% and 14% between 1975 and 1977, that is,
24% to 3% higher than prime on averags. -

JDB loan rates of intersst, though a marked improvement on
commsrcial bank loan rates, are not generally cheaper than those of
other government programmes such as the SSFDP, ACB, and the Crop Lien
Programme. Until 1977, the SSFDP charged 6% for loans not including
1 year in maturity, and 4% for medium and long term loans. The SSFODP
instituted a fixed charge of 7% in 1977. The ACB charges 6% regardless
of the length of the repayment period, and thus compares less favourably
with the SSFDP, but more favourably with the commercial windou. The
Crop Lien Programme imposes an interest charge of 6%. The relatively
more expensive charges at the commercial window of the JDB are due to
the higher interest rates which it has to pay for loanable funds for
agriculture, and the abssncs of governmental subsidies. The ACB is
heavily subsidized out of the central budget, from which it also securss
its loanable funds in the form of an annual grant. The SSFDP is funded
by a 2% loan from the IADB. In contrast, the JDB commercial window
borrowa at 74 per cent from the World Bank, at Bg.per cent from the €08,
at 7 per cent from the Government of Jamaica, between 7 psr cent and 8
per cent from government financial 1natitutions, and generally at prevail-
1ng prime loan rates from commercial banks. |

Since 1973, the IDB loan rates of interest hgve béén unall§‘i

less than the rate of price inflation. Assuming that‘thq?adtUélfratéS}



of inflgt?op approximate expected rates of inflation, real rates of
intéfaét chérged by the JDB have been frequently negafive, aince the

rate of inflation has been within the range 5.8% to 27.3% over the

past seven years, as shouwn in Chapter II. Implicitly, the JDB has been
conferring a sizeable credit subsidy on the agricultural sector. JDB
loan charges havs been relatively rigid, and have not been adjusted
‘aufficiently to take account of the increasing cost of operations in

an inflationary environment. It now appears that the inflexibility of
these loan rates in the upward direction threatens to undermine the
financial viability of the institution. 1In view of the implicit sub-
sidy conferred by prevailing negative real rates of interest and in

the light of rising agricultural product pricéa there seems to be scope
for upward revision in interest rates imposed on commercial window loans.

The sncond direct cost is the evaluation fee of one-half of 1%

impossad on\?ll commercial window borrowers. Third, the JDB sometimes
charges a commitment fee of one-half of 1% on the undisbursed amounts

of loans. Together, these add 1% to the quoted interest rate on loans.
‘It is the view of at least one commentator within the Bank that the
evaluation and commitment fees sometimes prove onerous to borrowers,

and results in delays between loan application, loan approval, and
acceptance of the loan. Qf major significance is the fourth cost element,
namely the exchange rate adjustment to the principal in order to maintain
“the U.S. dollar value of loans made form World Bank resources. Though
probébiliatic in nature, the adjustment costs have been large within
‘recent years owing to lafge and frequent devaluations of the Jamaican

'dollar. Table TI.5 contains the information on exchange rate charges
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up to 1977. Between January and April 1978, the currency was devalued
by 13.9%, and by year-end is expected to have been. devalued by 50% in
total. | | |
A simple numerical e*amﬁle Qill serve toilllﬁstrata the severity

of devaluation costs. Assume @ 10 year loan made in 1 year and valued -
at U58100,d00 = J$100,000, with simple interest rete of 10 per cent

on a reducing balance basis with no grace period. The repayment
schedule would then be 15,000 per annum. Aseume a once and for &ll
devaluation of 20% at the start of the sixth year of the leoan. Tﬁe
outstanding capital value of the loan in J$% would rise’to SGO,ﬁOD (vs
pre devaluation $50,000). To fﬁlly repay the loan in ths remaining
five years, the client would nouw have to pay 817,50b (i.e. $2,000

more) per annum if the devaluation costs are spread evenly over the
remaining years. These unanticipated costs are not easily absorbed
under current conditions of weak export and domestic market perform—
ance. It is reported that loan defaults and terminations have resulted.
Furthermore, some clients have expressed a preference for CDB and

local resources which do not carry foreign exchange risk. The JDB

has attempted to ease the burden of the adjustment costs to borrouwers
by granting them an appropriate exteneion of the loan repayment period,
if they so chouse. |

The main indirect costs faced by borrowers are those associated

with waiting time (or production time lost) while the loan ie beiﬁg
negetiated. For commercial windouw credit, the number of monthe bstuween
application to Approval may range between oneAand five, with four months
seeming to be the modal time. Another indirect cost in rélation_to

commercial credit resulte from the requirement that borrowers purchass
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insurance policies on tﬁair lives with an insured value sufficient
to cover the principal of the loan. The insurance premiums are
implicit costs borne by the borrowsr. In the Jamaican situation
where farmers are quita cld (50 years on average), insurance coverage
must be expensive and difficult to obtain. It is not surprising there-
fore that the JDB has discovered that the 1life issurance requirement
is a cause for delay between approval and acceptance of loans.

The other credit terms to be discussed in this section are
collateral requirements, and counterpart requirements. The JbB for
commercial window credit requires borrowers to contribute financially
towards the costs of the project. For projects funded by the World
Bank, the borrower has to contribute 10% of the costs if the loan is
for not more than $35,000, and 20% if its value exceeds that sum. When
financing is from CDB or local funds, the borrouwer's counterpart contri-
bution is within the range of 10% to 20%. The purposs of courterpart
requirements is to ensure that the borrower has a financial stake in
the viability of the project. On occasion, counterpart requiremsnts
can be onerous, though not so much for the medium to large farmers
who borrow form the commercial window.

The JDB accepts first mortgages on lands to be developed, or
other real estate, or Bills of Sale on moveable assets where mortgage
security is insufficient, as collateral for commercial window loans.
In addition, as noted earliser, clients must purchase life insurance.
It will be shoﬁn in Chapter VI that SSFDP collateral requirements are
l1ess stringent. One or several 2f the following are acceptable as
‘lﬁén eecurity: morfgage on the land to be developed; mortgage on

‘other lsmd or real estate; legal proof of conveyancej evidence of



possession of or ability to secure Common Lauw Titla;. Bill of Sale
~or other legal charge on crops and/or moveable property; assignment
of marketable financial assets; insurance policies with adaquate
surrencer values. Several of the governmental departmental credit
echemes are much more liberal in their security conditions. The

Crop Lien Programme and Project Land Lease proﬁide unsecured loans.
There has been perhaps as a result abnormally high arrears rates,
leading to fundamental reconsideration of the operations of these
programmes. Their credit terms therefore do not serve as a standard
for comparison. The commercial window policy approximates that of
*he commercial banks. However, the latter institutions are generally
reluctant to grant investment loans, preferring fo confine themselves
to short-term credit and working capital. 0On balance, it does not
‘appear that the loan security practices of the JDB have significantly
improved the access of agriculturists to credit. It has in effect
allowed farmers with conventional collateral access to longer term
finance which was previouély obtainable from the financial market.
However, it did not draw intec the market, borrowsers who were not other-

wise serviced by commercial banks.

TERM TO MATURITY STRUCTURE

The time allowsd for full amortization of a loan is one ﬁf};hé ‘
most important conditions attached to any credit package. Tod short
a repayment period placee'a great burden on the income flow of the-
bo:rougr, and can lead to arrears and loan default. Short maturities
are‘oné:of'tha major difficultiss associated with commercial bank

credit .for developmental purposes. As a corollary, the lengthening



of the repayment pefiod ie one of the major taeks of the development
vbank; though it is possible that too ldﬁg a repayment period might .
encourage loan defaults.

The JDB is circumscribed as £o the maximum repayment period
it can permit. Nonetheless, the Bank has greatly lengthensd the
‘term to maturity of agricultural credit in Jamaica. The World Bank
sets a maximum period of 10 to 15 years inclusive of grace period.
The actual term varises with the type of activity being financed, as
does the jrace period. The CDB stipulates a maximum of 12 years.
Locel resource commercial window loans cannot exceed 15 ysars maturity.,
Further details on the maturity structure of commercial window loans
are available for 1977. Though Table V.3 gives a picture which we
hope is representative, it would have been worthwhile to trace any
gshifts through time. Be that as it may, the data for 1977 suggests
that most of the Bank's commercial window loans in numbers and values
are extended for periods in excess of five years. In terms of the
number of loans, over fifty per cent have maturity between 5 and 10 .-
years; in terms of values, forty-four per cent are in that repayment
category and fifty-two per cent in the more than 10 years category.
The JDB commercial window has therefore conaidarably lengthened the
term to maturity structure of credit for that subset of borrouwers
vmhich it serves. 4
| It should be noted that the commercial window does not provide
‘floans for wofking cépital. tlfgyloan_contracta with funding agenciaa
- explicitly forbid’mdrkiﬁg Qéﬁif@i loans. The restriction qf'fhe JoB

?ftp.inyastment finaﬁcfﬂg}fédﬁceétita scope for ahort—term’leﬁding.;;
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Table V.3

Term to Maturity Structure of JDB Com-
mercial Window Loan Approvals :1977

4
Term 0f Number of Loans

4
Of Values of Loans

1z
3¢
5 <

10 +

1 year 1.2
3 years 3.7

5 years 8.7
10 years ‘ 67.5

7

years 18.

0.1
0.9
2.9

Source: JDB Hl”



Underlying such restrictions is the notion that investment capital nseds
are the most pressing ones, and are those'which the private financial
system is least liksly to satisfy. There may also be an implicit
assumption that working capital requirements can or should be met out

of oun internal cash flows, and or private sector credit. Thsse assump-
tions are debatable. Most farmers seem to be faced by serious liquidity
problems, arising out of their crop cyclee and out of the emall scale

of their operations bhich do not generats a sufficiently large margin
between revenue and expenditures. Furthermore, private financial
institutions, notably, commerdial banke are reluctant to finance small
to medium scale farms and activities other than export crops, poultry, e igs-
pigs and cattle which have well organised marketing outlets and
reasonably stable prices. A policy against the financing of working
capital can be debilitating to agricultural development policy, since

it deprives farms of working capital when needed and may thus prevent
the successful implementation of a farm development plan. By the same
token, the non-availability of working capital might contribute to the

difficulties in repaying investment loans.

CHARACTERISTICS OF DIRECT BENEFICIARIES

Another step in assessing the performance of the JIDB is to
enquire into the socio-economic characteriatica'of the dirsect benefi-
ciaries of the loan programmes, i.e. loan recipients. Information on
- the size distribution of loans provides some insight into the question.
The .commercial window has a lower 1imit of $15,000, but has no upper

1imit. Data on the size distribution of commercial loans presented in



Table V.4

"Loan Size Distribution of Numbers of Loan Approvals
""" Through the JDB Commercial Window

L , o . Percentggg Distributions _ .
- Loan Size Category 1972 1973 1974 1975 1976 197

" Under $50,000 9 52 57 62 64 69
$50,000 - $74,999 29 27 17 18 12 12

$75,000 - $99,999 10 . 4. 10

$100,000 - $199,999 ' 19 7

$200,000 + 3.0

.5¢56df¢e: JDB Annual Reports

‘Note : The 1977 data include a single large block loan of $2.5 m for
SRR onlending to several individual farmers. This distorts the
distribution slightly.
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Tablé'ﬁ;d révealé tﬁéA hbsﬁ of the number of agriculturalaioana
épproved.in 1977 were within the under $50,000 category, the other
significant concentrations béing in the $50,000 - $74,999 and the

- $100,000 - $200,000 categories. Thie pattern differs someuhat from
those of previous years, notably by the rising share of the louwer
class interval and the diminiehing share of those loans within the
$75,000 -~ $100,000 bracket. Some further insights are possible with
rgapect to the smallest sizs category. 0On the basis of a 1877
frequency distribution not detailed herse, it is concluded that 62%
of the number of these loans were within the $20,000 - $50,000 size
category, uwhile 20% were within the $10,000 - $20,000 category. The
loans for less than $15,000 were most iikely supplementary loane.

In contrast to the frequency distributions of the numbers of
loans, the distribution of amounts is more concentrated among the
above $75,000 size categories since 1974, (See Table V.5). During
1972 and 1973 the distribution was more favourable to the lower-valued
categories. It is noticeable too that in 1976 and 1977, loans of
$200;,000 or more loomed large in the portfolio. 0One possible reason
for the trend might be impact of domestic and import price inflation
from 1974 onwards on the realistic values of expenditure plans. But
inflation would tend to shift the distributions of both numbers and
values in the sams direction, not in opposite directions. Inflation
thersfore doss not seem to be an acceptable explanation. It is more

| 1ikely that the JDB was simply increasing the average size of. loans
in the higher categories.

The sizes of loans is related to the scale of operations and
to the net worth of borrowers. The commercial window programme aims

at reaching farmers within the 40 to 200 acres size category. 7! arpEci.



Table V.5

Loan Size Distribution of Values of Loan Approvals
‘ Through the JDB Commercial Window

Percentage Distributions

Loan Size Category 1972 1973 1974 1975 1976 1977

Under $50,000 20 30 25 29 21 B
450,000 - $74,999 22 % 17 a1 10
§75,000 - $99,999 1 - I,&;jészj;y;3;5;43§ﬂff5;"'

$100,000 - $199,999 o819 26

"Sdu'rvoe and Note: Sime as Table V.4
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Information on the actual distribution of 'loans by fath gize is not
readily available for commercial windouw credit. However, a frequéncy
distribution was compiled for 1977. The details are contained in
Table V.6. It can be seen that whether in terme of numbers or of
‘values of loans, the distribution is skewed in favour of medium and
laggé sized farms. It will be shown in Chapter VI that 55% of SSFDP
loans are ta farm holdings less than 10 acres large, and a further 32
per cent to farms betweén 11 and 25 acres large. Together with the
information on the size distribution of loans, the evidence on farm
size distribution indicates that the JDB has by virtue of the two
programmes effectively achieved a distribution of credit that conforms
to the size distribution pattern of the farm population as a whole.
This is a marked change from the situation prior to the introduction
of the 1DB and even prior to its adoption of ths Sslf-Supporting
Farmers Development Programme.

The JDB lends directly to private individuals and companies
as well as to statutory bodies, for example the Banana Bosrd, which
onland to their constituents. The private.éustomers cf the Bank can
Ee classified into part-time and full-time farmers. Part-time farmers
are a eizeable proportion: 51 per cent of the 136 commercial windouw.
loans granted in 1976 wvere to part=time farmers. If these statistics
are representative of other years, it would appear that slightly more
than one=half of JDB loans are to part-time operators. Furthermore,
thirty-seven per cent of commercial window loan recipients in 1976
v wer# professionals and an equal percentage businessmen. Though no
hard information 'on the amounts extended to part-time farmers is

available, it would be surprising if at least the business and pro=-



Table V.6

. Farm Size Distribution of Commercial
Window lLoans Outstanding: 1977

Percent of
Tarn Blres SN Number Value

0 £ 5 acres 1 )
o0 acre;’: 6 3
1< 20 acres |
20 < 30 acies |
30¢< 40‘ acres
- 4o< - acres
soo < IOOOacres

AL

T D

 Sources' 0B Files



fessional clieﬁfearéieef eﬁfonglykrepreeented inIEhe higher aize
cetegoriee. i | |

The substantial proportions allocated to part-time fermere of
‘prefeeaionel and business backgrounds, imply that the Bank's resources
are not fully satisfying the objective of assisting those whose liveli-
‘hood is mainly dependent on farming. Moreover, it is possible that
global output might be lese than if the funds are deployed entirely to
full-time operators. Efficiency levels might be lower maong part~timers
if they are new and inexperienced in farmings if their levels of commit-
ment to agriculture is lowerj if thair absence from the farm results
in weaker management control and greater exposure to praedial larceny,
and to work avoidance by hired labour. The incentive to efficiency
might also be lower if losses incurred in agriculture could be written
off against tax liabilities on incomes accruing from off-farm activi-
ties. Against these negative ron jectures muot be set the positive
one that new farming recruits from tha business and professional
classes have higher educational levels than the norm for the farm
population, might be more prone to experiment with new techniques of
praoduction and new products, and can subsidize or augment their invest-
ment in agriculture by utilising funds derived from their non-
agricultural activities. A study of arrears relative to the status of
‘lfarmera in terms of part-time/full-time and occupation could help to

Judge whether the negative or positive factors. predominete._'

AGRICULTURAL DIVERSIFICATION

It was shoun in Chapter II that in 1970 the egrirulturel eector

l»wee primarily export oriented, It ie worthwhile to investigate any



tendencies towards product diveraificntion imparted by the JDB loan
activities. In this connection, one should recall the emphasis .
attached to domestic food production and higher rural incomes in thé!
Policy Paper on Agriculture referred to earlier in this chapter.

Table V.7 contains information on the distribution of loan
values to various types of agricultural snterprises on an annua} basis
since 1970. 1In the sarly years of its operations, the JDB allocated
most of ite agricultural loans for beef and dairy cattle rearing, and
for ths cultivation of citrus and coconuts. From 1973, the range of
commezcial window loans widened considerably. Small livestock, bananas,
food crops and vegetables, and other tree crops became important parts
of the portfolio. From 1975, the Bank has lent sizeable amounts for
agro-industrial purposes, which include marketing, processing, trane=-
portation of crops, and servicing facilities for agricultural vehicles
.and equipment. There is a fairly close correspondence between the
diat#ibution of numbers and that of values of loans through the commer-
c;al window. It is noticeable that the "other" category is very large.:
Preeumably this category consists essentially of mixed farming of
domestic food crops and export agricultural commodities excluding sugar.
Howsver, given ita large ahare of’ total funda, a finer claeaification %
via deairable. :

The atfucturn of enterpniae type over tims raflects ‘the source
of funding. Initielly World Bank funding dominated the resources avail—
able'fsf agriculture. The World Bank in 1ta firet loan prograime
restricted the use cf its funds to the production of beef and dairy
cattle, coconuts and citrus. The second World Bank loan finalised in

1974 was less restrictive in that it permitted the financing of the



'Table V.7

Jamsica Development Bank Loans to Agriculture

Year Bé.ef & Dairy Cattle Citrus & Coconuts Small Livestock Agro-Industry Other - a Total
Y $000 % $000 z $000 % $000 2 $000 X ..

19707 419.0 - 57.9 304.4  42.1 - - - - - - - 723.4
2971 880.2 76,9 235.1  20.5 - . - - - 29,0 2.5 11444
L1972 1068.4  43.9 7223 297 - - -

64l 26,4 2432.2
1973 1685.3 43.0 . 756.9 193 - - . = = 1479.0° 3%.7 © 392L.2

egoy .

1974 2013.0 331  1594.9  26.2 - S = . M 40.67  6079.0

1975 1388.8 2.9 1132,0 17.9 ~  1282:4 20.3  847.9° 13.4 16745 26.5  6325.6

1866.8 0 20.2 ©  617.3.°

6.7 . 18723 20.3 7487 - 8.1 - 4126.0 447 . 923L1

Source: Jamaica Development Bank Ammual Reports



'production of goats, mangoes, avocadoes, and agro-industry. The JDB
:fhas alao tried to broaden ita portfolio by utiliaing local resourcee
and CDB funds for the financing of activitiea not apecified by= *he
" agresement with the World Bank. ‘ ’
- These exieneione to other tynea of enterprises are imgg;tant in
at least five respects. First, the& brought the JDE more closely 1ﬁ,w
| confnrnity_uith the dssired output structure of agriculture aqfénunciated
in government agricultural plann and policy statements. Second, short—-
term crops ars ﬁranuenily cultivated by farmers in an attempt to smonth;
out income flows and to booet farm incomes which are tynically low in ,
the early stages of long gestation projscts such as coconufs and cattle.
fnrtharmore, since most farms are nulti-activity entérprisea, non=
provisicn of credit for the wider range of commodities would hnve ,
forced potential JDB clients to resort to lese acqéssible and more
costly alternativs sources of credit for at lsaat/part of their finan-
cial package. |
Fourth, the very fact of long production cycles and gestation
periods implies that the term structure of the ‘loans portfolio would
‘have baen longer if activities with shorter production lags wsre not
includsd. Fifth, agro-induatry has the potential for deepening the

market for farm products and for moderating seasonal fluctuations in

exqeas aqpply and prices.
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FINANCIAL VIABILITY.

The continued viability of the JDB as well as its ability to
secure further injections of foreign capital depends upon the repay-
ment performance of its clients. From Table V.8, it can be seen that
commexcial windouw arrears have been increasing rapidly over time. 1In
1974, arrears on principal and interest paymsnts by commercial
borrowers amounted to $163.1 thousand. iﬁ 1976, arrears were $1.6
million, and more than doubled to $3.8 million in 1976. No time series
information on the number of loans in arrears is currently available.
Since some of the loans might be technically in arrears, but oniy over-
due by a few days or weeks, it is desirable to examine the term struc-
ture of arrears. This was done for commercial window loans on which
data could more readily be cbtainerd. From the information presented
in 7Table V.8, it can be concluded that, except for 1976 a large propor-
tion of the loans in arrears were generally so for more than sixty days.
As many as 60 per cent of the loans in arrears were more than 3 months
overdue.

Though informative about the absolute values of payments over=-
due, ﬁhe time series on arrears hae to be related to some other variable
to’shgdkany'meaningful light on the severity of the problem. Since
data Qere not available on payments due on commercial window loans as
a mhole, arrears as a percentage of loans outstanding was used as a
rough index of the behaviour of the arrears ratio over time. This
measure of the arrears ratio will be misleading if payments due are
growiﬁg lecs rapidly than loans outstanding. The percentages so

cqmpﬁted afe Eontaineﬂ~in_fehle_v.8. These estimates indicate that



Arrears on Principal and Interest:

Table V.8

JDB Commercial Window

Number of Days

in Arrears

1974

$000 4

1975

$000 4

1976

$000 4

1977

$000

30 - 60 days
60 - 90 days
Over 90 days

Rescheduled
loans

Total

Arrears as %
of loans
outstandin

20.5 12
40.9

9.6

163.1

25
58

100 468,7

53.8 11

90.9 19

276.5 . 59

10

369.2 36
263.8 26
385.8 38

";2}29:2;.

220.2

406.1

2868.5

3846.5

6

12

82

100

14,2

Source:
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the severity of the problem has indeed been increasing greatly over

the recent past. Nonetheless, the ratio of arrears to loans outstand=-
ing seriously understates the magnitude of the bad debt problem. Data
on one of the foreign source lines of credit through the commercial
window, reveal that between December 31, 1976 and June 30, 1978 arrears
were approximately 82 per cent of payments due. In Table V.9 some
additional information on the distribution of arrears by type of
agricultural activity is presented for commsrcial window borrowers.

The categoriss local, JDB/CDB, and CDB are representative of typee of
activities not separately funded under the World Bank Programme and
identified seﬁarately in the Table. The distribution approximately
corresponds to the shares of those types of activity in the JoB's

loan portfolio. In the absence of more detailed knowledge, there is

no basis for thinking that any particular type of activity is more prone
than others to loan delinquency. The arrears problem is a generalised

phenomenon within the JDB commercial window loan agricultural loan

portfolio.

OVERALL ASSESSMENT

The JDB through its credit programme has eubstantially improved
the quantity and quality of credit provided to the agricultural sector.
The initial narrouness of the range of activities has been deliberately
relaxed as the Bank obtained funds which were not circumscribed in the
types of agricultural enterprises they could finance. Given differences
in the differential contributions of various types of agricultural
activities to farm incomes, employment, and foreign exchangs use und
earnings, the time perhaps has come for the Bank to introduce a greater

degree of selectivity in its allocation policies.
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Table V.9

Percentage Distribution of Commercial Window
Arrears by Type of Activity and Source

1974 1975 1976 . 1977

Dairy Cattle 11.6 13.3 9.9 10,3

Beef Cattle 37.1 20.1 13.5 12,6
Citrus/Coconuts 23.1 15.4 ;4;1 - 10,9
Sheep/Goats Nil 1.4 15 - 2,0
Mango/Avocado Nil 0.3 fb;ﬁf?  0.3

Agro/Industry 03 26 1.3 &6
Other ' gt TR s

PR X

JoB/CDB* M1 o1 oz . ""f‘-"id”'{‘d.sf; |
cos* N1 w1 w2 1.0
Total = 100.0 100.0 - 100.0 - < 100,07

1

Source:.JDB Files

k*Théhé.éould not be disaggregated by enterprise type, but would be
essgntihlly for activities other than thope separately identified.
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Credi£ costs to JDB customere have not been expensive in nominel
terms. In real tarmé, the JDB has been subsidizing agricultural
development through its de facto nagative- interest rate policy. The
loan pricing pﬁlicy by virtue of its rigidity in the upuward direction
is resulting in a deterioration of the Bank's net cash flow and operat-
ing margins under current situations of rapid domestic inflation. With
agricultural product prices on the upswing, a case can be made for
higher real rates of interest.

The JDB, and especially its funding agencies, nsed to reconsider
the policy of financing only fixed investment. Though its efforte in
this arsa have been directed towards an important bottleneck, some
broadening of its activities to attempt to relieve the additional bottle-
neck of insufficient working capital sesms warranted both from the
point of view of eocial development as well as from the point of vieuw
of enlightened self-interest by the Bank.

Credit rescurces have been concentrated on largsr farmers, a
large pruportion of whom are parttimsrs with primary occupations in
professional and businsss fields. This feature of its operations is
subject to the criticism that it tends to concentrate rural wealth
even further and to be contrary to the objective of improving the well-
being of full-time farmers. However, without solid svidencs on the
comparative productivities of small and large, full-time and part-time
'farmers, and on the differential effects of the structure of JDB credit
on farm incomes, net worth and employment, no overall judgement can be
made on the distribution charactsristics of the loan portfolio.
| The arrears problem has besn shown to be very serious, even when

one accounts for the massive and repeated devaluations, and drastic cut-
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backe on foreign exchange allocations all of which have seriously
affected the viability of many of the JDB's customers and might have
'pushed arrears above the norm. Ths gravity of the arrears situation
has tsturbing implications not only for the Bank's cash flows and
operating margins. Its capital structure might also be impaired since
the economic depreseion has reduced the markst values of collateral and
therefore the amounts of principal that could possibly be racoﬁared
through default procedures. In development banking, one should anticipate
some costs arising through loan delingusncy and administrative ruquire-
ments, since the credit system is being delibsrately widened to ceter
for new forms of credit, longer maturities, and producers with little
or no previous credit experisnce. An important objective of the BanKs
operation would be to inculcate the proper attitudes towards credit and
farm management and thersby improve the credit rating of small, medium
and large farmers. This ncredit-teaching” role would take time to pay
off, and is undoubtedly expensive. It is also useful to realise when
evaluating the operational efficiency of the credit hrogramme that the
benefits of this role are in part externalities to the Bank, but are
important internalities to the credit system. Nonetheleés, the arreare
ratio need not continue to be as high as it has been so far. Considerable
improvement can be ef?gﬂigﬁagﬁatﬁgﬁér Iggnjggattgtiggeﬁgegﬁtﬁptgasglizs
procedures and practices, and already seems to have started doing so.
The governmental and political system can be of some help. It
is widely believed that legal supports are required, especially in terms
of those rules which in their present form make it difficult, costly,
and cumbersome for the Bank to take legal ac£ion against defaulters. It

ies aleo widely believed that a "grants mentality®™ is fostered by the
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political system in its approach to financial assistance whether for
agriculture or industry. It neede to be emphasized that if a "grants"
attitude towards government money psrvades society, whether on the
side of government or torrower, public development baﬁking as an

instrument of policy is not viable.
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CHAPTER VI

'SMALL FARMER CREDIT PROGRAMMES IN JAMAICAs
HISTORY, PERFORMANCE AND EVALUATION

This chapter deals with the thres main sources of formal
agricultural credit for small farmers in Jamaica. These sources are
the various lines of credit channelled through the People's Co~cperative
JBanke (pcB), the Self Supporting Farmers Development Programme (SSFDP)
‘of the Joe, and the Crop Lisn Programme of the Ministry of Agriculture.*
Before examining the role and performance of these institutions in pro=-
viding credit to small farms, is ié useful to revieuw ths hietoricgl

background of the establishment of these institutions.

HISTORICAL BACKGROUND

Hlo R L
As a result of the abolition of slavery 1hiiaae; éﬁall oubéis—j
tence farmers emerged in the Jamaican agriculture scene. As timé'went
;on, the plantation system, vhich dominated the agricultural aéctor,’
began to decline. This gave rise to an increase in the numbér'of ehall
:farmera. These farms were small, uneconomical units with lou prbductivity.
. There were no ;netitutione established to provide the resources neéded
wto ingrqéeé the préﬁactiﬁify.dfthéee:fapmsi The existing commercial

f banka, which financed the large ferms, were not prepared to finance small

* The PCB's are affiliates of the Agricultural Credit Board (ACB) and are
supervised by the latter. The exact nature of the relationship between
the two will be discussed in the latter part of this chapter. The SSFDP
ie administered by the Jamaicen Development Bank whereas the Crop Lien
Programme was launched in 1977 by the Ministry of Agriculture in co-
operation with the People's Co-operative Banks.
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subsietence farms. The oniy sourcee of credit available at the time
were informal sources wihich included produce.dealere, marketing.agehte
and shopkeepers.:  As the need for small-farm financing was
severely falt, the Peopls's Co-operative Banks were established in 1905.
The PCB's uwere set up to cater to the special needs of the growing class
of eméil farmers. In 1912 the Agricultural Loan Societies Board wao
established to perform the following functions:

(1) to make loans to farmers directly, thiough People's
‘ Co-operative Banks and Approved organizationa;*

(2) to supervise and control the activities of the PCB's;

and

(3) to act as an agent for the disbureement of Government
Funds in instances of natural disastere, etc,

In 1960 a campaign was launched to promote agricultural developﬁent with
credit as the major input. The Agricultural Loan Soctetise (ALS) Board
was reconstituted into the Agricultural Credit Board (AcB), and the
Agricultural Development Programme came into being.

During the pre-independence period, the demand for credit kept
riaing éa a result of the shift in the control of land from plantation
owners to small and medium farmers. This demand for credit increased

after independence (1962), as a result of the grouing need for develop-

,* Approved Organization is any organization other than an Agricultural Loan
Society (e.n. PCBj}, carrying on, encouraging or praomoting agricultural
activities aind certified by the Minister of Agriculture. For example,
approved organizations include the Agricultural Developm:znt Corporation,
Banana Board, Coff.e Industry Board, Sugar Industry Board, All Island
Jamaica Cane Farmars' Association, Citrus Growers Association and several
Co-operative Societies - all extending credit to foster their respective

crops.
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ment credit by large scale farmers. In 1969 the Jamaica Development Bank
(JDB) was established to provide development capital for industry, tourism
and large scale farming In the same year Self Supporting Farmers develep-
ment Programme (SSFDP) was created to provide medium to long-term develop-
ment loand to smaller farmers in the ‘ive to twenty~five acre category.
With the establishment of the JDB and the SSFDP programmes, mediua
to long-term capital requirements were provided for many large and medium
sized farms. Nevertheless, one major famm group continued unserviced within
the formal credit system to Jamaica, Farms less that 5 acres genexally did
not have access to formal institutional credit eicept through the People's
. Co-operative Banks, and the PCB's did not have the.financial, technical and
administracive resources to serve these farms. According to the 1968
Agricultural census, this group of farms made up about 78 per cent of all
farms, but accounted for only 15 per:cent of all famnland, There is no
reagon to beli.ve that the number of the;e farms has decreased since then.
In fact with various government programs such as Project Land Lease, and
the Land Settlement Programme, the aumber of such farms and amount of area
in this small category is very likely higher than the figures given above.*
In 1977, against the background of the acute foreign exchange problem,
exacerbated'by the growing importation of foodstuffs, the Government announced
a short-run Emergency Production Plan to increase domestic foodstuff production.
Under the Emergency Production Plan, a Crop Lien Loan Programme was
instituted in 1977 to provide short-term credit for small farmers to increase
the production of selected food crops. These were farmers who had no loans
from traditional fommal credit sources, and vho operated with less than fivé

‘acres of lamnd.

* The 1978 Agricultural Census which is being implemented is expected to
provide up to date data with respect to the distribution of acreage land
and number of farmers by farm size groups.



‘i As will be égenvéﬁpttly, many difficulties arose in administering
this program with arraaré reachiné over 90 per cent on the seasonal loans
issued in 1977/78. This raises cerious questions about the feasibility of
servicing these very small farmers through conventional formal credit

arrangements.. This issue will be addressed later in the chapter.

PEQPLE'S CO-OPERATIVE BANKS

The PCB's were established in 1905 to encourage thrift among the
rural poor and to provide credit (agricultural or otherwise) for the needs
of the.members.

At the moment there are 115 People's Co-operative Banks scattered
thrbughout the island with about 130,000 members. These banks are owned
by the local people through small individual shareholdings. The members
are mainly small and medium sized farmers who subscribe to shares of
J$2;00 each to build up the share capital of the bank. This paid-up gshare
capital of PCB's is then utilized to provide small, generally consumption
oriented loans for the members at an interest rate of about 10 per cent. In
addition to this share capital line of credit, the PCB's also augment their
loanable funds by borrowing from the Agricultural Credit Board. The PCB's
also act as agents of the government in the disbursement 2ud collection of
funds for various govermment programmes designed to reach small farmers.
The most recent being the Crop Lien Programme designed withing the context
of the Emergeggg?gigé?n In short, three lines of credit are currently
channelled to small farmers through the PCB's each reflecting a different
loan source. They are:

1) Share—capital loans

2)  ACB Revolving Fund

3)  Crop'ﬁien:Fund
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The difference in the terms and conditions of these different lines of

credit will be discussed in the latter part of this chapter,

PCB's: ORGANIZATION AND MANAGEMENT

The membership of the 115 PCB's is approximately 130,000, Generally the

members of a PCB manage and control the operations of the bank through a
Committee of Management whose members are elected by the shareholders ofv.

~ the PCB., The committee is directly responsible to the shareholders and
evaluates all loan applications. An ACB agricultural credit officer advises

this committee and generally supervises their operations. However, about 30
of these banks are currently under the direct management of the Agricultural
Credit Board, since it has been deemed by the ACB that their management
Committees are deficient. In these instances, the banks are managed directly
by the agricultural credit officers employed by thé ACB, In these banks, an
Advisory Committee i1s chosen from among the members of the bank by the ACB
credit officer to advise him on the loan applicﬁtions. However, the loan

approval is made by the ACB credit officer.
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OPERATIONAL FEATURES AND LENDING PERFORMANCE

1) LOAN PROCEDURES

The procedures employed to apbroveVorvf;jéét;loané,fromvshare.
cupital and ACB funds are_qui;e simple. An appiicant,* completes and
presents an application form with’the necessary documents pertaining to
his land holdings or that of his guarantors, These documents are presented
at:the monthly meeting of the Management Committee for approval. For those
banks'managed by the ACB, the manager in cooperation with the Advisory
Committee, evaluates the applications and makes the decision, The‘criteria

for approval or rejéctioﬁ of a loan are the following:

~(a) - honesty and ability of borrower
(b)  financial position and progress
(c) repayment,caggéity of borrower
bkd)- ; loan éﬁrpose; ana
(e) available;aécurity

ﬁhether these criteria are used effec@ively by thg[Managéﬁent Committees

to.ev#luggé loan applications is opgn‘té{sétioﬁs queétioﬁ.j‘Past evaluation
‘fof PCB'é; the direct management of 36;ofnthe;e banks by the ACB, (Fulton went

RéporE‘UéA;D) and their high arrears performance strongly imply that these
,Acriieriéaare not applied effectively. The impression the team obtained from
visits to some PCB's 1is that the banks make loans on the basis of sympathetic
‘ understanding‘of the needs 6£ the borrower rather than the criteria 1isted
‘§590§.  Secondly,‘ﬁo implemeﬁt the above criteria, a more highly trained staff

-

':is‘needed and more ipfoiﬁétioﬁ is requifed then that provided thiéugh-the

applicéfion form and related documents. Given these human and institutional

‘*, To borrow from PCB's one haswto be a member, unless a borrower applieé for:a
. loan from funds which a PCB disburses as an agent (e.g. Crop Lien) of a
govermment program.
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limitations within the PC Banks, _only a mappraisal is made of loan

I R T TS

‘applications._; R BRI e g
' Both the PCB's: share capita1 line ef credit and the ACB revolvinp

fund can be used to make loans to members to meet their current financial

needs. These loans are used for either productive or consumption activities.

'i’he purposm of the loans includec farming, but alsq school fees, medical |

expenses and other family needs, This implies that the PCB's are not operated

primarily as agricultural credit institutions emphasizing agricultutal develop-’

ment. 'ﬂ#te is no explicit size limit on loans made out of share capital How-

: ever, the ACB 1ine of credit can only be used by the Pc Bank management comittees

or the ACB appointed manager to make loans up to the maximum loan size of J$3, 000

to the members. Beyond his ceiling, the application must be sent to the ACB w

Head Office for approval The third line- of credit (the Crop Lien Programe)

is restricted in principle to loans for domestic food crop production. The.

¥

| maximum amount of loan extended under the Crop Lien programe is J$6 000

'1

(11) vowmz OF LENDING PR R
Even though data are not available to thW the overall lending perfor—

mance of PCB's considering the three lines of credit, the following Table provides ‘
[ Ut H i i 3 7, I
o some information regarding total loans outstanding to agriculture at end of

! ‘«'\\ : . [ E

, b"f"year fran the ACB line of credit.

N fi
7 . i [ N
[ f' . ' }: o
f . L5 ci

.-,'

M As Table VI 1 indicates, the increase in. nominal terms in loans out—
, C :

‘, l g
. a w

standing to agriculture from this line of credit is not aubatantial ftonm
to’ 1977 loans outstanding'increased in current value dollara only by 4 5 per

. ‘,:A.cent per year. This is remarkably small increase. It we take inflation into
J';",account, we can see that real credit administered through this ACB channel

- .declined from $12,mi11ion in 1970 to $6.2 milliom in 1977 when measured in

RS Y]
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I?I(GBk'_é Loans Outstanding to Agriculture at Fnd of Year
in current Jamaican Dollars (ACB Line of Credit)

(J$ 000)

Year Loans Outstanding Percentage Increase
1977 15,855 5.78

1976 14,989 4.96

1975 14,281 3,60

1974 13,791 5.90

1973 13,027 0.32

1972 12,986 3.80
1971 12,506 400

1970 12,030 Lo

Source: Monetary Statistics, various;yéﬁfhéff;}



e
1970 dollars (Chapter 111, Tapl'eﬁlil;l.,"’)';w

(111) LOAN CONDITIONS

PCB's provide short, medium and long term loans from share capital
as well as from the ACB line of credit. Loans up to three years are con-
sidered to be short term; over 3 to 7 years as medium and over 7 years as
long term. Data are not readily available to shcw the distribution of
loans by the term structure (ahort{_medium and long-term). However,
evaluation of the performance of the °CB's in the late 1960's and personal
interview of the relevant officials indicate that a major portion of the
loans is short-term, All categories of loans from the ACB line of credit,
and Crop Lien Programme are charged a fixed rate of interest, which is 6
per cené. Loans made from share capital fund is charged a higher rate of
interest, 10 per cent in the case of PCB's visited by the author. The forms
of security accepted by the PCB's include land, charges on crops and/or
movable property, and personal guarantees. None of the loan conditions are
demanding, and the likelihood of foreclosing on any of the collateral
described above is slim. This might possibly explain the high rate of

arrears which is discussegd next.

v) FINANCIAL VIABILITY

S1im operating margins and high arrears both combine to suggest that
the PC Banks are barely viable, if viable at all, The lending costs of these
banks is the sum of the cost of funds and administrative expenses. The PC
Banks acquire ACB revolving funds and Crop Lien funds at 3% and are required
to onlend at 6%. The relatively minor share capital line of credit has a

larger spread, since these funds are interest free and are currently being
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loaned ou; at 10 per cent, Ihe overall spread is narrow, given the preponderant
weight of the other two lines of credit in the lending activities of the PC
Banks. It is doubtful whether this spread is sufficient to cover the‘adminis-
trative cost of the banks without the current inflationary enviroment. The
implications of the precarious financial state of the banks is that they do

not have the resources to implement effective loan appraisal and collection
procedures with a well-trained staff. This leads to inadequate loan appraisals,
insufficient monitoring and collection of outstanding loans with a consequent
high level of loan delinquencies.

Even though historical dataare not available to establish a consistent
historical arrears record for the PCB's, Table VI.2 provides the current
picture of the arrears problem. As shown in Table VI.2, the arrears rate
in the eleven parishes from the ACB line of credit. is about 40 per cent of
‘loans outstanding. In the parishes of Hanover, Portland, and St. Thomas, the
arrears rate goes as high as 76 per cent, 61 per cent and 62 per cent respectively,
The lowest arrears rate, which is 27 per cent, is in the parish of Clarendon.
However, this measure of the arrears rate understates the seriousness of the
problem since the arrear ratio is based on loans outstanding father that en
amounts due.

The previous discussion strongly suggests that the main factors con-
tributing to this high rate of arrears are the poor administratioﬂ of the
loan programmes by the PC Banks' staff, and the attitude of many borrowers
that they do not have to repay government source funds. This attitude is
encouraged by the lax administration which do not properly manage and

supervise the loans in the first place.



Table V1.2

Cumulative Loans Outstanding, Principal and Interest Arrears

.of PCB's by Parish as at March, 1978 from ACB Line of Credit

(3%)
e o Arrears _ - Arrears
. Loans outstanding Principal Interest Total Arrears (Col.4+Col.1)
R . percent
i (v (2) (3) (4) (5)
Clarendon 1,906,823 495,114 14,074 509,188 27
Manchester 2,341,939 822,534 43,967 866,501 %
St.Elizabeth 1,134,624 574,120 10,302 584,422 52
Westmoreland 893,748 195,804 6,880 202,684 S w23
Hanover 227,057 154,089 19,361 173,450 L6
St.Janes 709,343 147,530 5,175 152,705 22
8t.Mary 904,732 302,078 17,031 319,109 85
Portland 285,359 168,605 6,366 174,971 6L
§t. Thomas 367,192 222,495 3,704 226,199 62
St.Andrew 454,763 135,691 5,052 140,743 31
St.Catherine 1,763,153 492,795 16,974 509,769 29
Total 4,339,167 164,361 39

11,658,119

Source: ACB files

5,503,528

mn
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THE SELF SUPPORTING FARMERS' DEVELOPMENT
PROGRAMME

The Self Supporting Farmers' Development Programme(SSFDP) was launched
in 1969 to improve the productivity of small scale farming in Jamaica. The
programme provides a combination of short, medium, and long-term development

credit as well as extension seivices. The project has at least two major

objectives,
(1) To improve the eccnomic and social standard of living
of small farm-families (5-25 acres in size) by raising
the net income to at least US$1400 per year.
(2) To increase domestic food production (import substitution).

SOURCES OF FUNDING:

The SSFDP is a joint undertaking between the Government of Jamaica
(6G0J) and the Inter-American Development Bank (IDB). The proje;t is now
in its fourth phase, each phase representing a loan contract signed between
the GOJ and the IDB. Table VI.3 shows the proportion of resources contri-
buted by each source to the project. More recently, a new source has emerged
in the form of interest and principal repayuents., It is not at all umnusual
that foreign lending plays. such an important role as a source of funding for
SSFDP, International Agencies are specifically designed to support these
longrun development initiatives whereas domestic resources are much less
readily available for riskier longrun investments. However, this raises the
question as to whether it would not be in the longrun interest of.the SSFDP
to develop additional sources of domestic funding for the time when foreign

funds may be less available.
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Table V1.3

SSFDP Sources of Funding

conttact No. Contract Date IDB Loan .GOJ Contribution Total
Contract B0 rf 0S¢ n us$

B W (2) (3 (%) (5)

Dec.18, 1970 6.20
March 9, 1972 3.00
Sept: 1, 1973 7.90
Dec.1977 600

Source: SSTIR files
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ADMINISTRATION AND ORGANIZATION:

The SSFDP has been administered Ly thrée diffé;énf government agencies
in the last nine years. From 1969 to 1972 it was direcfed by theAMiniatry
of Rural Land Development which provided the extension gservice, and by the
ACB which ran the credit aspect of the programme., In 1974, the JDB and the
Ministry of Agriculture (which was formerly the Ministry of Rural Land Deve-
lopment) shared the responsibilities of administering the SSFDP., The former
agsumed the financial responsibilities of loan approvals, disbursements, and
collection while the latter provided the extension gervice to the farmers in
the programme. However, because of the lack of co-ordination and weakness
discovered in this two agency arrangement, the JDB took over the responsibility
of extension service in 1975, and became fully responsible for running the
programme, The JDB is paid a management fee about 1 per cent of loans
outstanding for coordinating the activities of the SSFDP,

Under the current JDB administration of the programme, the couﬁéfy
is divided into six regions which are, in turn, subdivided into 13fareaé.
Each region is headed by a Regional Project Officer (RPO) aasisted by
Agsistant Project Officers (APO), Development Officers (DO), Area Recovery
Officers(ARO), and secretarial staff, The duties of the staff at regjonal
offices include loan processing, preparation of farm plans, extention
service, loan collections, financial supervisic: of farms financed by
SSFDP, and the gathering of data required for loan approval. The regional
officers are authorized to approve loans up tq?certain amount. At present
this figure is J$5,000. The regional officers are 1linked with the SSFDP
head office (Kingston), through the Agriculture Department headed by an
Agricultural Officer (AO) who directs and supervises the activities

of the former. The SSFDP also maintains a Pechnical Support Unit, an
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1nﬁ§rﬁh1¥t:“ Audit Department, a Legal Department, a Fiﬁance Suppétti
Department, an Economics and Statistics and Administrative Department at
theHgad: Office. The overall activities of the SSFDP are directed by a
Co-ordinator who is an employee of the JDB.

Several conclusions emerge from the above description of operational
features buttressed by several field trips by this project team. First
the SSFDP is strongly decentralized into key regional areas in the interior
with considerable fldw of personnél between the field officers and the head"
office in Kingston. The 3 to 4 man teams in the area offices hold weekly
meetings on loan applications and evaluations of on-going loans. The head
men in the area offices (the Assistant Project Officers) also meet once a
week in their respective regional offices while the regional project office;i
meet innthe Kingston ‘head office once a month. At the same time officers
from the head office are also engaged in sgveral trips to regional and area
offices each ﬁeek. In short the 1l1line of é\munication and information £flos
are very fluid and up to date, |

Second, this project team on personal field‘téiés.w;s surprised by
;he refreshing candor and outspokénneés that occurred in the weekly meetings’

we attended in the field. .
. Staff personneliltqued below the Area‘Assistgnt Project Officer or
the Regional Project Officér would speak up forcefully in the round-table
discussions defending their analysis and poéition on the loan issues under
discussion. This laék of formal hierarchy and unsual collegial spirit |
charapterized the entire proceedings. .
| On the whole, the field staff within the SSFDP impressed us as

having aéquired valuable on-+the-job training.which is frequently reinforced

through field training programmes administered through the central office
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in eeeﬁ ereas as record-keeping eedbfinancial accounting.. The collegial
spirit of healthy give ane take, combined with frequent programs for
onethe-job training works to improve the operational efficiency of the -
p:ogrem.

'Finaliyzthie'ptegram'separates the extension function frpm‘thefloans
récovety’or coiieetleh tole‘with“a‘different way for each job, There is
a loan recovery officer in each area. The result here is a full time
staffman directed towards avoiding serious loan delinquency. This expli—
cit allocation of trained manpower to the function of collecting loan
repayment through frequent visits to the farmer speaks well for the
program.. As we shall see shortly this helps to explain the considerably

lower arrears rates compured to the other two small farmer programs.

PERFORMANCE OF THE SSFDP

(i Volume of Lending:

Table VI.4 summarizes the performeneeﬁetwthe SSFDP with :espect tb
number and amount of loans approved, disbutsement ahd«reeoveriee since
the inception of the project. ) |
As shown in Table VI.4‘by June 1978, the SSFDP had injected about
“$2§ million into the Jamaican agriculture (5 =« 25 acres category). The
| ﬁuﬁber of farms in the 5 to 25 acres (target population) is about 40 ,000,
t Even if we assume that each”loan is equavalent to a farm in this category,
>on1y‘21 per cent of the target group has 80 far been reached. There is
‘therefore still considerable scope for the expansion of credit facilities
for small to medium scale farmere; Yet% loans outstanding to agriculture
has increaeed at a remarkably high rate from 1970 to 1976 particularly in

; o Table VI.5.
comparison with the PCB's./ This 1ncrease is still considerable even when

SE



Table V1.4

" Cumulative Approvals, Disbursements and Recoveries

SSFDP 1969-1978

Year:

Approvals

No.

Amount (J$)

Disbursement

J$

Principal
Recoveries

@

March 1971
March 1974 S

Dec. 1974

 Dec. 1975

 Dec. 1976 . 6766

| Gme 977
| Jmedors

(1)

6

.17

2) |

19,480

5,142,013
5,729,042
14,021,422

15 .200.000

20,388,731
23,943,481

27,956,355
32,276,895

3
Nl
2,133,326

| - 10,673,872
11,200,000
13,880,296
18,713,494
21,672,039
28,852,549

2,888,215 - S

(4)

e

N-A.

949,117 .

1,410,000
2,115,715

2.923.6” »

3,453,142

N.A.

D R

| Source: SSVDP files



| Table VL5

SSFDP Loans Outstanding to Agriculture at
End of Year in Current Values 1970 - 1977

(3% 00O)

Year

Loans Out- Percentage increase
standing over previous year

1977
1976
1975
1974
1973
1972

. 1971

1970

[N @

34
T
u

** taterpolated values betwesn 1970 and 197



corrected for inflation'and: expressed'in reaI te‘rms,‘ as-ire isan earlier in
Chapter III 'i‘able III 4. _In the most recent years : the SSFDP has Haceane

one of the most important sources of agricultural credit in the country.

ELIGIBILITY CONDITIONS

" Before actual loan processing starts, borrow'_ersi‘_l_husti;neet the
following eligibility requirements: | | |
(I) The fanner must personally administer his farm and
earn. the :najor portion of his income from farming;
f,(,z)~ The farmer must be the titled owner of the land or hold
a proper lease which does not expire before repayment of
the loan;
3) Farm size should be between 5 and 25 acres though farms
| less that 5 acres of good land or up to 100 acres of poor

i

1and also qualify;

1}

| ('4") Current: gross value of assets should not exceed US$40;000
B for livestock and UD$30 000 for crop enterprises° 'k
(55 Fam must be ab1e to generate an annual net income of | at.
| 1east US$1 400 o | V
(6) The loan size must. be within ussaoo to US$24 000" and
(7\ - A co-operative society may be- eligible provided that -
;‘T(AS at ‘least 80 per cent of its members qualify individually,

(b) and at least 60 per cent of the co-ops. production comes
: from the. 80 per cent referred to in (a).¥** NSRS

Conditions (1) (3) and (4) underscore the fact that the SSFDP

is aimed at primarily full time, small to medium size famers .

* These figures are for the loan 516. Corresponding figures for loans 269 .
317 and 359 are US$6,000 to 12,000, US$600 to 12,000 and US$1100 to 16,500

respectively, '
*% The seventh requirement is added in the fourthk stage of the progreme in 1977.
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(11). Term Structure and Purposes of Loans:

SSFDP provides three types of loans - short medium, ahd long term.
‘eShort'term credit is defined as not more thanyehyear, The purpose of such’
e’loangie to finance the direct cost of predﬁetion of seasonal food crops
and/er the ﬁorking capital needs of medium to long term enterprises.
;Mediﬁm”terﬁ is difined as over a year, but less that five years, Medium
terijSEne‘ere intended to finance semi-permanent crops and livestock
) where income from these enterprises will enable the borrower to repay the
loan within a 5 year period, The long term loans are for more than 5 years.
This type of loan is used for financing investment in such areas &s farm
construction and instelldtions, purchase of machinery and equipment, plant-
ing of permanent tree crops, and for livestock development, Table VI.6
‘.‘shows the distribution of loans outstending by term structure,
‘ Asfcenzbe seen from Table VI.6, the short term loans are an insignifi-
centf’proportioh~of the‘total. Loans 2 years or less account for less tham
" one per cent of both the total value of loans outstanding and of the number
pf;ioens. Medium term loens comprise 15 per cent of the number of loans, and
iabout 15 per cent of loans outstanding. The major proportion of the loan
-portfolio of SSFDP is in the long-term category,. with 85% of the loans -and
the amount outstanding. |
From this weﬂcan coneiede~that,the SSFDP_exerefsesit energies oﬁf
thevlonger term credit heeds 05;#;°‘¢11ents.“The shortgFeTm wofking cépiFal
requirements areKless adequetely ﬁéedr | |

- pan-

(iii) Siée and Distribution~of Loans

Most of the SSFDP loans are less thau $5,000 as shown in Table VIi.7.

P

*Loans under $5 000 make up about 74 per cent of the total number of loans

.,and about 44 per cent of the value of loans outstanding. Loens'between



Table V1.6

Tem Structure of Loana Outstanding (SSFDP)

End of January, 1977

R -~

. length of Loan; . - We.’

'f'l_'éreent. " Loans ‘Outstanding

) Perceqt

Leas than Z,y‘,e',ars"" ,

,'2;1:‘0(5 yea.rs L

5 tog7 YEgré .

"7 77t 9'ye‘d.r'sf"f R

‘9 to<1l years ‘.

* 11 to< 16 years

.16 and over Ll

0.21- | 11,844
15,24 2,474,211
. "z_s.“_s;u 4,259,545
| 11'9".'71_, 3,236,246

2338 3,768,605

11.00 2,008,888
. 155 ’ 435,346

- 0.07
}*is.zi'
'525 305?
20, 50
A.lr_::f23,27;"ii,.
12,400
'7;2;651"

“ Total |

100,00 ... 16,194,685

100,00 -

Source:’

SSFDP files

gl



Table V1.7

Size Distribution of Lcz=s Outstanding — SSFDP
at End of January, 1977

A H
A ..

(J9)
- o No. of Loans Amount Loan

Loan Size o Outstanding Percent Outstanding Percent
Under 2,000 1,751 26.53 1,315,106 8.12
2,000 and Under 3,000 1,537 23.28 2,244,378 13.86

3,000 " " 5,000 1,596 o 24,18 3,562, 841 22,00
5,000 " " 8,000 935 - 14.16 3,593,911 22.19

8,000 " " 11,000 ' 527 7.98 3,159,266 19.51
11,000 " " 13,000 79 1.20 559,234 3.45
13,000 and Over 176 2.67 1,759,951 10.87

Total SRR AT 6,601 100.00 16,194,687 100.00

Source: SSFDP files
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$5.000'§nd $11,000 comprise about 22 per cent of the total number of loans
and 42 per cent of the total value of loans outstanding. Approximately
vxifper cént of the total number of loans and 14 per cent of the values are
for loans $11,000 or more, The average size of short term loans is roughly
$4,100, whereas the average size for the medium term category is $7,000.
The size distribution of loans indicated that the SSFDP makes loans of
relatively small sizes.compared to commercial bank loans or JDB loans.

This distribution is consistent with a pavtfolio for small to medium sized
farmers in the 2 to 25 acres category. To elaborate on this point further,
Table VI.8 portrays the distribution of loans by farm size for a sample of
b&rrowers About 57 per cent of loans are to farms less that 10 acres in
size, and about 43 per cent to farms over 11 acres. The conclusion to be
drawn from Tables VI,7 and VI.8 is that relatively speaking the SSFDP

caters mainly to small sized farms,

(iv) Loan Charges

Borrowers are charged a fi#ed interest rate of 7% since 1977.
Before the 7 per cent interest charge was instituted, development loans
were charged a fixed interest rate of 4%, and loanc for refinancing or for
recurrent cost were obtained at 67 charge. Borrowers are exempted from all
other fees such as commitment fees, legal fees, stamp duties, etc.; and
the government absorbs these costs as part of the SSFDP overhead covered

in bugetary allocations.

) Collateral Requirements and Arrears Record:

The borrower is expected to provide the SSFDP with acceptable
security. The types of security commonly accepted are mortgage on land;

legal proof of conveyance; evidence of possession of or of ability to secure
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 nuenJ

‘Percentage Distribution of Number of Loans Outstanding by Farm Sizé '
RN SFFDP - 1977

Farm Size Percent No. of Loans
0 to 5 acres 22.0
6 to 10 acres 34.8
11 to 15 acres _glg;?_f
16 to 25 acres ;;13;O"§
f;Oﬁe: 25 acres 3hil.41;
100.0

. Source: SSFDP Socio-Economic Evaluation Repott 1977




Commonlaw title; bill of sale (or charge) on movable aaéets; assignment of
stocks; bonds and shares, assignment of life insurance policiee, and some-
times crop lien depending on the situation. The SSFDP's requirements on
loan security are similar to that of the ACB, but probably more rigorously
enforced, They are clearly less restrictive that those imposed by the JDB
commercial window and the commercial banks.

Table V4.9 summerises the arears situation, The last two columns
provide twy different arrears rates. Column 5 pfesents an arrears rate with
total arrears as a ratio of total arrears to the sum of total repayments and
total arrears. The denominator approximates the amount due, This measure
gives arrears rate of about 39 per cent. The second arrears rate measured
by the ratio of total arrears to total loans outstanding,iis a less satis-
factory measure as explained earlier. As can be seen from the Table, the
arrears rate by tﬁe second measure ranges between 16 and 18 per cent,.a low
estimate wheﬁ compared to the ratio based on our proxy for amount in arreérs
over amount due. The arrears rate on the SSFDP compares favourably with
those for other small farmer credit programmes., This reflects a more
e ffectient loan administration than that characteristic of the other

programmes,

Operational Efficiency

The SSFDP necessarily ﬁaﬁuﬁéViﬁéﬁf'ﬁiéh bve:ﬁédd;¢ps£ sincevit is
mandatéd to develop 1long term fafm bians:fof>reiafiiély'ﬁmﬁll farmers not
usually accustomed to this exercise. The earlier detailed description of
the organizational features and operational procedures of the SSFDP under—

scores the crucial role of these overhead costs in the program. Furthermore,

* SSFDP Files.' -



Table V1.9

The Self Supporting Farmers' Development Progranmé,
Cumulative Summary of Loans Approved, Repayments,
Loans Outstanding and Arrears rates at End of Year .

.. No. Loans
Year_ Approved

Total Repayments
Principal +
Interest

Total Arrears
Interest +
Principal

Loans Out-
standing

’ Arrears Rate (percent
Col.3 + Col.243 Col.3 + Col.&

. @ (3) (%) (5) (6)

197_4»{1-’}‘ : 2 -
wis
1976 .

o eTe6

177" . 7668 . 5,404,049

4136 2,256,400
53440 3,355,904

4,607,317

1,520,000
2,096,898
2,827,816
3,250,425

N
~.

Source: SSFDP files

*'Ihe figures for 1977 ‘ayi‘:eAk,laé a;t_"SOtﬁ June,1977

9,730,000
11,764,581

15,788,025

18,218,897

40

38
'fasﬂ}f

16

18
s

-18
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the SSFDP may also face a higher risk of potential delinquency than say
commercial benks, in lending to small farmers. In the light of theae features

we can interpret the data on operational expenses and interest recoveries -
A

presented in Table VI.10. Comparing column 4 with column 3 in panel/we can

see that the annual operating expenses are not -coveredby the annual interest
collected, Therefore, the programme needs to be subsidised. Columm 5,
presents the net subsidy allocated to the program by the govermnment, (Total
opetational expenses minus interest recoveries on outstanding loans),

Panel B column 3 indicates that the subsidy component per loan approved
accounts for two-thirds to three-fourths of the total costs per loan in
recent years.

At first glance this suggests relatively low operational efficiency .
However thisi:data should be interpreted in the development context of the
program, Even if there were no arnears in the program (i.e. a larger intereat
recovery) there would still be a need for a substantial subsidy though less
than that actually shown here. In short there is a high overhead component
built into the.program to guarantee relatively successful development of new
and more expensive technology and modern farm practices. These resources
costs cannot be expected to be covered with an interest rate spread of only
4 per cent (i.e. 7% loan rate to farmers from -J0B funds which are lent to
the SSFDP at 37%). 1If this progfam were expected to break eveng this intereet
rate probably would have to be doubled, However, this would be contrary to
the develcpmentfgoals of the program., Some subsidy,element-is justified as

a.result of its development mandate (in contrast to the short term seasonal

- loans of the Crop Lien program). Furthermore, we are confident that the

SSFDP loans are not diverted into non-agricultural uses as have been some

of the:funds disbursed through the. Crop Lien program and throug. the PCB/ACB

i

loan programmes,



Table V1.10

Selected Data on Operational Expenses and

,f
Lp

-‘ k
Operational Indicators -~ SSFDP, 1974»-1977~ N
s
O
A Operational Expenses and Related Dats )
v |
F:l.nancial* No. of Loans Loans Disbursed Annual Interest Annual Operation- Net Annual
Year Approved Collected al Expense Subsidy
1) (2) 3) (%) (5)
1974/1975 388 868,882 358,626 983,796 625,170
1975/1976 483 3,547,680 399,.80 1,489,723 1,090,543
1976/1977 1,957 5,202,446 484,121 2,108,200 1,624,079 -
B. Operational Indicators
Year Total operational Net ‘Annual Subsi- Percent of Su'bsidy pet loan o :
(Financial) expense per loan dies per Loan Col. 2 + Col. 1 -
| w (2) €3)
197471975 2,535 1,611 64
; 1975/1976 3,084 2,258 73
11976/1977 1,077 830

7

Source. SSFDP files and SSFDP Annual Reports
F:I.nancial Year ends on March 31.



http:399,J.80

183,

Thégé has been a substantial increase in operational expenses in recent
years precisely to analyse, prepare and monitor a growing number of loans
whose 1n;erest recoveries are spread out into a feature stream of long term
earnings. Since the costs come first and the repayments later, we would:
expect the net subsidy element to be high in the initial stages of longp
term development programmes, as Table VI?ﬁ'shows. In any event, the data
in this Table do highlight the high overload costs involved in a developmental—
oriented supervised credit program designed to change farming practices and
agricultural production technology. In this context, if a relatively high
subsidy element is associated with a reasonable recovery rate, the program
can still be judged successful as long as the long run developmental goals

of increased farm income and changed practises and technology are achieved

for the client group of farmers.

Crop Lien Programme

The Crop Line Programme was introduced in June 1977 within the frame-
work of éﬁé 1977 Emergency Production Plan which had as one of its main
objectives a rapid expansion of domestic food production to meet shortfalls
in food supplies resulting from severe foreign exchange rationing. The
Programme was intended to : stimulate érop production by extending credit tg
farmers who could not obtain loans from traditional inrstitutional source;.

The programme was funded by a budgetary allocation to the Ministry of

Agriculture.

Adminigtration and Organization

The programme was administered by each of the three regional dtV1°1°F§t

of the Ministry of Agriculture in collaboration vith the PCB's which are
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reQgggéisiemf;f di§BﬁrQé;;;;f§ﬁdtéoiiedtiénﬁ of‘érop~£ien Programme.loans in
‘eaéﬁ region, The three regidps diéiﬁeédéa by Regibnal birectors. Each region
éonéists of several parishés;’#nd §;Eﬁ‘bafiéh ;s'tunfﬁy a Parish Manager. -
~Within each parish there are Area°Extenéion foiée:s who have direct contact”, >

with farmers. ;

t

The Crop Lien Programme, as a part of the Emergency Plan, was publi-
ciged through various means which inéluded newspapers, radio, posters, Jamaica

Agricultural Society and direct inforﬁation from the extension officers,

Loﬁn’Préceadigg

In principle, to obtain alloan, a:fgrmer w#s expected to first approach-
an extension officer and submit a loan application form, An Extension Officef
would then visit the farm, check whether the farmer met the minimum require-
ments for the loan, and gather information with respect to acreage of land
to be farmed, tenure of occupancy, previous loans, and crops to be planted,
among other matters, From this information, extension officer would estimate
the cost of production for the crops to be planted and thus the amount of loan
required by the farmer, The Extension Officer would either reject or recommend
the loaﬁjfor approval., If the loan application was recommended, it was sent
to the PCB's for evaluation of the credit worthiness of the applicant, essen-
tially whether the applicant hga been a badtiﬁi@g”within their lines of credit.
Baged on the recommendation of the extension officer and the evaluation of
the credit worthiness of the applicant, the Parish Manager would finally
approve or reject the loan, If the loan were approved, the PCB's were
authorized to make the disbursement of the first instalment. To obtain
subsequent instalments, the extension officer would later check to see if

the previous instalment had been used properly before release of subseQuent
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instalments, Even though the farmers were encouraged to payﬂthrpegh‘rhe‘

PCB's, extension officers could also recieve payments.

As will be made clear shortly, the remarkably high arrears rate in
-this programme strongly suggests that much of the detailed procedure outlined
above was rarely carried out on practice with any rigor. The immense size
- of the programme clearly overwhelmed the limited number of extension agents
and, furthermore, the pressure to approve so many loans so quiekly compromises
any possibiliry for rigorous analysis of the farmers farm plans or ability
- to repay., Two other features merit comment. Many of these farmers had
little if any loan experience with an established credit institution and
secondly, the Ministry's extension officers had never handled loan respon-
s;bilities before. This combination suggests that the farmers needed a
kind of supervision and loan monitoring that the extension officers were
ill-equiped ta offer. Finally, having the extension agent act both as
advisory (his usual role), and loan collector (his new role) compromises
his special relationship with the farmer. In summary, the probability‘of a

high rate of deliquencly was built into the program from the beginning.

‘Perfermance of Crop Lien Programme :

(1) Volume of Lending
| By March 1978 about 48, 550 applications were received of which 30 328

._were approved The total value of loans approved was J$9 488 178 80 as shown

N
in Table VI.1ll.

 Loans disbursed represent about 43 per cent of loans approved.'*A huﬁber of

I

explanations have been given for this discrepancy.* First, the farmer may '

* . These explanationa were gphtained from some Parish Managers throughyinterﬁiew


http:J$9,488,178.80
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- Table V1,11

; Ianding Operations of the Crop Lien Programme .
, As at End of March, 1978

(J9)
No. of Applications Received 48,550 |
No. of Applications Approved 30,328
Amount Approved 21,954,614.68
Amount Disbursed 9,488,178.80 .
Acreage Approved 40,593
No. of Farmers in the Programme 29,774

Source: Ministry of Agriculture, National Production/f

‘Bxtension Report 1978.




.

]have borrpwed less than he requested 1f delays in loan processing push the
': “ " ','" .
: disbursement beyond the date when farmer needed the loan to plant a certain

crop. Sbifting to alternatine crops might also have resulted in lower costs
of production than those originally estimated in the loan request. Secondly,
the extension officer may have discovered that the farmer made inproper use
of the first instalment and thus refused to disburse successive instalments
as planned in the loan approval., Third, estimated costs of production might
have been less than actual costs 1if family labor was used in place of hired
laboor or if various inputs planned for in the loan approval were unavailable,
In the latter case the farmer may not have taken any of the approved loan for
a particular crop. Finally, there may have been an overestimation of the
cost of production in the loan application. This might have resulted in the

s

farmer not applying for all his loan'instalments.

(ii) Eligibility Requirements and Other Loan Conditions

To obtain Crop Lien loan farmers had to meet the following conditions:

(1 Farmer must have no more than 5 acres ofrarable,landi

(2) Farmer must not have a bad debt with any credit institution,
"(35' ) Borrower must be a full time farmer; ' | ; |
if(4iwi ‘AxFarmer must not be an established commercial farmer,"and?ﬁ

must be willing to produce food erops. |
”'ké)l ; Borrower must provide information on land cultivated that
| ,is, whether it is owned or rented and its suitability for
specified crops,
ACrop Lien loans are all ehort term crop sesaanloans. They must be

repaid within a year or within the life of a crop. Borrowers: are charged a

4 .
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concessional rate of interest of only 6 per cent of which 3 perr cent  1is
earned by PC Banks for disbursing and collecting the loan and 3 per cent
is collected for the Ministry of Agriculture, It is unlikely given the
administrative organisation of the programme ythat the loan rate of interes£
could cover the cost of lending and the opportunity cost of the resources.
Since this programue is intended for small farmers with less that 5 acres,
who are in geneval, unable to secure loans from other financial institutions,
borrowers @re not required to provide any tangible security. Extension
Officers' assessment of the ability of the borrowers to pay is taken in
1ims of security, The upper limit of loan to any borrower is J$6,000,

The Crop Lien loan was intended for the production of specified
food crops., Crops actually produced under the Programme included corn,
peas, yams, cassava, rice, sweet potatoes, onions, peanuts, coco, dasheen,

tomatoes, beans and plantains,

(iii) Arrears:

The arrears situation of the Crop Lien Programme is strikingly worse
than that of the AC..-PCB's and the‘SSFDP. Out of J$9.5 million disbursed,
only J$335 thousand was collected'by 31 March, 1978, This gives an arrears
Vraté of 96.5 per cent, Sé&eral explanations have been offered for this
high rate of arrears,* It has been suggested that crops might have beenfailed
in some areas due to bad weather conditions, and poor varietal responges of
imported seeds. Second,‘it has been argued tha£ some fariers are strongly
reg;stant to the idea of logn repayments, particularly loans fcom government
ag;ﬁéié;; Third, some extension officers lack the ability or interest to
 anitof.the collection system, and collect repayments. Fourth, the emergency

~situation in which the programme was launched led to a large overload and

x Interview with some Parish Managers and from Parish Repdtts of the MOA,
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probably to hasty and lax loanVQpproval.‘:Fpt“cxahple, in the Parish of
Clarendon there are 47 extension officers. As many as 4703 loan applications
vere inveqtigated and 4672 were approved, This gives a ratio of 100 loan
~applications to one extension officer. The real situation is worse that
this ratio reveals if one considers the other activifies the extension
of%icefs participate in and also the distribution of loan applicants by
di}ferent areas within the parish. Some extension officers had to accommodate
more than 100 loan applications while others had to deal with less. The
gituation in Manchester was worse than that in Clarendon. The ratio of
léqn applications to the number of extension officers was 188 to 1. These
two parishes accounted for more than half of the total amount of money
disbursed under .the Crop Lien Programme. (See Table VI.12). Lastly, some
argue that the majority of crops financed by the programme are tubers and
;hese were not reaped during the period for which the above figures are
given,

This last reason implies that the arrears situgtion will improve,
However, up to date data for the Southern Region' (Table VI.12) reveals
that the anticipated improvement is not substantial, On March 31, 1978
the arrears ratio for Southern Regipn was 98.1 per cent. By August 31, 1978,
the arrears ratio decreased to 94.6 per cent, which is still very high by
any standard. There is also no evidence of unsually bad weather conditions.
In&eed last year experienced good rainfall and the output of domestic food-
stuff did increase more than it had for many years. Furthermore, if crop
failure due to bad weather were the principal reason for the high rate of
arrears for the entire programme of this size, these conditions would have
affected other agricultural credit programmes and produced rising arrears
there as well, We have no evidence of this. Thus we come to the conclusion

that the predominant factors behind the high arrears rate is due to tarmer



Table V1.12

Summary showing Loans Approved, Issued and Collected under the Crop
lien Programme in the Southern Region, April 1977 - August 1978

| Par:l.sh & R Amount Approved Amount Issued Collections up Collection Rate Arrears Rate
s to August 1978 (percent) {percent)

(¢)) 2) &) 4) €))

St. Thomas 744,055 398,229 16,143.48 4.1 95.9

St. Andrew & 430,626 251,988 6,885.00 2.7 97.3

Kingston -

St. Catherine 1,697,296 1,099,627 38,077.09 3.5 96.5

Clarendon 4,636,837 2,155,639 139,168.55 6.5 93.5

Manchester 3,343,837 2,078,019 125,168.00 6.0 94.0

Total 10,852,651 5,983,502 325,442.12 Seb 94.6 -
Source:

Ministry of Agriculture, Southern Regional Office Loan Files.

epgt
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http:16,143.48

151,

resistance to repayment, to lax and hasty loan appraisals, and ineffective
collection procedures, Before the programme is revived again, it is essential

to deal with those negative elements.

SUMMARY AND CONCLUSIONS

Table VI,13 summerizes the characteristics and the performance of
these three programmes that provide credit to-small and medium sized farmers.
The three programmes (ACB -PCB, SSFDP and Crop Lien) basically cater to small
farmers. ‘The ACB-PCB and the Crop Lien Porgraume provided mainly short temm
credit whereas the SSFDP is engaged in medium to long term financing. The
Crop Lien Programme has the widest coverage with approximately 30,000 seasonal
loans issued last year with an average loan size well below 1,000, The
SSFDP, in contrast, processed approximately 1350 new development loans last
year and services 8,600 loans outstanding with an average loan size between
$5,000 to $6,000, This higher average loan size is consistent with the more
expensive longer term development loans of the SSFDP, Comparable loan data
on numbers do not exist for the ACB revolving fund retailed through the PC
Banks, however oral impressions gf!f.reg; ACB officials place the number of

‘new loans issued in recent years around 4000 to 5000 per year with an average
loan size around $1,000,

The farm size target group for the Crop Lien Porgramme are farmers
with less that 5 arable acres while the SSFDP deals with farmers in the 5
to 25 acres category (more than half their loans are for holdings less than
10 acres). The ACB-PCB programme has no acreage limitation, but their
target group would very likely fall into both the Crop Lien and SSFDP acreage

categories,



Table V1.13

Summary Table of Similiarities and Contrasts of PCB's, SSFDP
and Crop Lien Programme by Farm and Loan Characteristics

Term Size (acre- Size of Enterprise | Source of | Lending Interest o
Structure age cate- loans financed funds costs rate Collateral jArrears Admin, Orgen-
gory) ization '
PEOPLE'S COOPERATIVE BANKS
Short, med- | Predomin- No limits | Farm and Share cap- | Relative- | Govt. fund | Land and Bad Relatively
ium and antly but pre- family ital and ly low; lent at 6% | other assets worse, in-
long term; |small to dominant- | needs in- | Government | no expen- | and share | and guaran- adequately
short term |medium ly loans cluding fund sive ad- capital at } tor staffed,
predomi- farms less than | non-pro~- through ministra- | higher rat poorly
nant (acreage $3000 ductive ACB tive (8-10%) trained
not speci- purposes staff staff
fied)
SELF-SUPPORTING FARMERS DEVELOPMENT PROGRAMME a ‘
Short, med- | 5-25 Us$ Productive | Loan from Quite 7 percent | Land, other |Relatively|Relatively g
ium and acre $800 purposes Inter-Amer. | high assets, better better
long term. | category to financed Dev't Bank, stocks & organized,
Medium to USs$ (crop and | Govt. con- bonds, life more man
long term $24,000 livestock | tribution insurance power and
predomi- enter- and loan policies better
nant prises) recovery trained
CROP LIEN PROGRAMME
Short Less than " Less Food crop | Government | Low; no 6 percent | None Remark- Not
ternm 5 acres than enter- fund expensive ably equipped
of culti- $6,000 prises adminis- high with trained
vable (produc- tration ‘ personnel tc
land tive pur- for loan evaluate and
pose only) evalua- collect
tion or loans
collec-
tion
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With respect to loan administration, the SSFDP is well organi:ed
with relatively more competent loan administration staff than that
asgociated with the other two programmes. The administrative organization
and the quality of staff have implications for the performance of any lending
institution. Comparisbn of the loan processing and monitoring practices of
the three programmes shows that the SSFDP has a much more intensive adminis-
tration and supervisory input per loan serviced than the others. Thus the
clients of SSFDP are more carefully selected and serviced, This partly
explains why the arrears problem of the SSFDP is less serious than for the
others. Even though data are not available to compute the exact amount of
lending cost per loan for the ACB-PCB and the Crop Lien Programme ensscan derive
tentative conclusions with respect to lending costs from the organizational
structure and other data in the Tables in this chapter. This evidence
suggests that the SSFDP clearly has a relatively higher admin’strative cost
per loan than the other two créci:lt facilities.

All three are highly sibsidized. The subsidies are both explicit
and implicit (intended or unintended) and consist of three elements., The
explicit element is the aliocation from the central govermment budget to
' cover most of the administrative overload in all these programmes. This
would cover part of the salary cost of the Ministry of Agriculture extension
agents in tems of their man hours spet;t: in servicing the Crop Lien Programme,
and most of the administrative cost within the ACB and SSFDP, The implicit
subsidy element contains two parts:

1) the negative rate of interest (i.e. the difference

between the concessional rate of interest of 6 to 7

per cent in these programmes and the rate of inflation
in the economy); and ‘ '
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(2) arrears and outright defaults., With respect to this latter
element the SSFDP entails a much smaller subsidy cost to
society than the other two programmes in that it has a
much smaller arrears.rate.

The long run viability of any financial institution extending credit
depends crucially on its ability to collect on its loans. The arrears problem
is serious in the small farm credit system. A simple arrears rate (measured
as the ratio of total arrears to total loans outstanding) shows that arrears
for the PCB's, Crop Lien and the SSFDP programmes are 40 per cent, 95 per
cent and'18 per cent respectively, A more‘rigorous and precise measure
- the ratio of total arrears to total amount due - gives an arrears rate
of 38 per cent for the SSFDP. If a similarly rigorous arrears measure
could be computed for ACB-PCB's programme, it would clearly be considerably
greater than the 40 per cent shown with the arrears/loan outstanding index.
Regardless of the measure used, the SSFDP has a considerably lower arrears
rate, However, the arrears rate of this programme should not be taken

lightly in that more and more of its outstanding portfolio will become due

in the future as its term structure of loans age to maturity,
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CHAPTER VII

".PUBLIC FINANCIAL POLICY AND THE RURAL
FINANCIAL MARKET )

'1'his chapter attempts to describe and to assess the nature of .
public sector financial policies which impinge” upon the rural
financial market within the current decade. These policies can

be divided into three main categories, namely subsidies which were
intended to improve the net income of agriculture an;i thus its
ability to absorb and repay credit; direct governmental loans; and
central banking regulations and schemes aimed at improving the flow

of credit extended by private financial institutions to the

agricultural sector.

. SUBSIDIES AND DIRECT GOVT. LOANS

The agricultural sector has been the beneficiary of subsidies and
other budgetary gra:'xts throughout the period under review. Subsidy
’ .programmes have been typically based on inputs. For instance, at
various times since 1967, the government has subsidized the cost of
livestock and poultry feeds, fertilizers for cane farmers, and
transportation equipment. Subsidies on imported inputs have
occasionally been achieved through waiver on import duties. Thoﬁgh
these forms of input subsidieé must have increased the net incomes
of farmers} it appears on the basis of the continuing difficulties
experienced by the recipients that the financial viability of
farming has not been achieved in the long rum. ‘on the contrary, the

insistcnce of these farm enterprises on the continuation of subsidy
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'schemes and/br sutstantially higher product prices indicates that
the subsidy programme has failed to transform the recipients ‘
farming practices and technology sufficiently to enable them

viable and creditworthy enterprises.

Some subsidies have also been aimed at improving the capital position
of agriculture. The government in December, 1971, enacted
legislation retroactive to April, 1968 which conferred a 40 per cent
investment allowance on capital expenditure for the sugar industry.
Permissible types of capital expenditures included buildings,
structures, machinery and plant for upgrading and increasing the
capacity for sugar production. The discussion of agricultural |
investment expenditures in Chapter II revealed that these subsidies
did not result in accelerated capital formation in agriculture.
Current information makes it clear that, despite the lack of success
so far, the government intends to persist with its subsidy/grant
assistance to the sugar industry. The Ministry of Agriculture has
stated on 27th September, 1978 that a grant of §§ million per ton of
milied cane will be paid to sugar manufacturers in an effort to
improve productivity‘and efficiency. Cane growers are to receive a
grant of $10.5 million, $3.5 million of which was first extended as

'a loan in 1977.

The governnent has periodically extended direct credit to farmers.
Among the loan facilities provided are production loans to cane

farmers, replanting loans also to cane farmers and to sugar estates,



- 157 =

and what can oniy be described as solvency loansto particular

sugar estates inhtimes of crisis. Loan cond:l.tj.olns have been quii:e
generous. For instance, the replanting loans in 1972 have had a
maturity of 10 years, inclusive of 2 years grace, and bear interest
rates of 6%. In general the total amounts provided for replanting
have bean small relative to the number of cane farmers and estates.
But the absolute values are not insignificant. Between 1970 and 1972,
a total of $7.8 million was lent. This compares well with the volume
of commercial bank loans outstanding to agriculture during those three
years, and is probably more tha:l}::m farmers received from any other
credit source. Recently the government has been financing its loan
facilities by borrowing from the commercial banking system. Between
1975 and 1976, $20 million was bor;:owed from the banks for relending

| to agriculture, maihly to the sugar co~operatives established by the
government in 1974. The government has also guaranteed loans to
particular enterprises, usually in the sugar industry; and has

occasionally acquired equity in the sugar industry as a means of

capital infusion.

BANK OF JAMAICA POLICIES

The main objective of policies adopted by the central bank towards
the rural financial market has been to induce and encourage the
commercial banking system into allocating a greater proportion of

 its loans portfolio to agriculture.
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Apai:t from mm;:aly :‘n‘uavsl:l‘.’("m’,‘ the ‘inétrm‘n‘eht‘s:- aéopted have been selective
credit controls. Since ‘Octqybér, 1969, the Bank of Jamaica has
maintained céilings on the proportion of the loans portfolio that
fiﬁghf be alloéated to the distributive trades, personal borrowers,
and non-resident corporation. It was hoped that the supply of credit
would be diverted from those areas into more productive and national
ones. However, it -is clear that the central bank was not explicitly
concerned with the agricultural sector. Direct quotas on agriculture
were not specifically utilized. The rediscounting facilities
introducgd in 1970 as a further step in encouraging bank credit aleng
desirable lines applied only to construction activities, public
utilities, and exporting enterprises. No scheme explicitly geared to

agricultural borrowers was introduced until 1973.

In 1973, the central bank established a séheme by which agricultural
loans of not less than 5 years maturity could be treated as part of
the statutory liquididy of the écumercial banks. A maximum of 2%% |
of commercial bank deposit liabilities was set, but was increased to
5% in 1974. The facility could also include industry, tourism and

. land development, and therefore was not specifically intended for
agriculture alone. The scheme was deéigned on the principle that

the banks could obtain a potentially greater return by substituting
the higher interest, longer maturity agricultural loans for relatively
lpw interest rata, shértmaturity assets in their asset portfolios

,ﬁhile gtill éatisfying the . legal reserve requirements.
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on ﬁh:l.s ba_sis,. it vas expected that the banks woulé extend relativé;y |
| more loans to agriculture'. This expectation was not borne 6ut by
experience. Agricultural loans as a proportion of total loans
increased from 4.4% in 1973 to 4.6% in 1974, or in absolute terms by
only $4.1 million compared to increases of $20.5 million for
construction, $8.5 million for government services, $10.9 million .fo;r.'~f'

professional and other services, and $15.5 million for personal loans.

Another central banking measure adopted was the provision in 1974 of
a redircounting facility whereby commercial banks could rediscount
with the Bank of Jamaica loans extended ‘'for the fimancing of
industrial and agricultural projects which provide significant
employment' (Bank of Jamaica Annual Report, 1974). A maxirum limit
of $6 million was set on such rediscounting. The scheme was shortlived.
within a year, the Bank of Jamaica had conver:'ted the facility into a
central bank line of credit provided directly to productive sector
borrowers through the Jamaica Development Bank and the Small Business=
mens' Loan Board. The central bank has also experimented with a
credit guarantee scheme for agricultural loans. The Bank of‘Jamaica-:
undertakes to guarantee 50 per cent of any commercial bank loan
extended to agriculture. By so doing, the Bank reduced the risk and
‘potential loss on agricultural loans. It was hoped that the reduced
riskiness of such loans would result in a greater willingness by the
commercial banks to lend to agriéhiture.. The scheme has been

unsuccessful.



=160 =

'The procedures for recovering the guaranteed portiqn‘of thevloah‘érg
protracted and involve'long, expensive legal proceeéings‘ﬁglﬁﬁéfki .
commercial banks prior to the submission of a claim for indemhify.
COnsequentLg, the bank regard the loan guarantee as of littie sﬁbs;ance,

de facto , and behave accordingly.

CONCLUSION

Three main conclusions can be drawn from the preceding discussipn,bf‘,
public financial policies in relation to the rural fihancial sedfoﬁ.
First, direct governmental assistance to agriculture whether in the
form of subsidies, grants, or direct loans has been irregular.
Second, only a nafrow range of industries have been the direct
beneficiaries. Of these, the sugar and small livestock industries
have been the predominant recipients of governmental financial
;ssistance. Third, central banking policies have been largely
unsuccessful in achieving a large, steady, and efficient flow of

private sector credit to agriculture.



' CHAPTER VIII

CONCLUSIONS AND RECOMMENDATIONS : L 1

In this concluding chapter, we will not repeat all the 'var:l.ous
issues dealt with and conclusions arrived at in ths earlier chaptsrs
on the current state of the rural financial marlnets :I.n Jamaica and
of the performance arnd problems of the key institutions servicing
these markets. Rather we shall concentrats on what we consider the
overriding questions and problems that need to be addressed in any

éttempt to improve the functioning of these markets to maintain the

viability of tha.credit facilities servicing the agricultural sector.
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' FINANCIAL MARKET DISTORTIONS AND INEQUITIES

One of the most important economic parameters to keep in mind at the
outset is the current state of the economy. In large part this
conditions the prospects for change since rural financial markets
are a part of the overall financial sector which in turn is affected
bf pélicies dealing with economic growth and inflation. The
government has recently made efforts to control the upward drift in
the rate of inflation. It is essential that this effort continues
and succeeds before many of the distortions in the financial markets

can be properly dealt with.

Fomﬁost among these are the misallocation of resources and inequities
introduced into the rural financial system through growing negative
real rates of interest. Most agricultural credit is lent at
concessional rates of interest ranging between 6 and 10 percent. NWith
inflation continuing at levels well above 20 and perhaps 30 perxcent,
this creates a credit subsidy of growing magnitudes for those fortunate
enough to gain access to the formal channels of credit. Established
borrowers gain over potential new borrowers as banks ration the supply
of exedit by non-price criteria. Larger farmers gain over smaller
farmeré and, in the end, the uncertainties introduced by this
finahcial disequilibria foster a misallocation of the use of these
‘resources into shortex pay off projects, diversion rinto;non-agricultural

“uses or capital flight.



If thg gconomié measures needed to reduce inflation will only succeed
:ln the‘ ;.ong rm;x, or if these measures introduce a strong dose of
corrective inflation to the current and future price structure (as in
the case of frequent devaluations), then interest rates on loans and
savings deposits must become more flexible to reflect the true cost
of the scarce resources used in the credit system. The present
system is currently penalizing savers (who are only receiving 6 to 7

per cent on their savings and time deposits) and benefiting those

borrowers with access to the system.

If the economy were experiencing substantial economic recovery and
recording positive rates of growth, one could recommend without
hesitation that interest rates be raised sufficiently to introdﬁce
positive rates of interest. However, given the present sluggish
state‘of economic activity, this strategy should follow a two step
stage of implementation. At the present time the important step is to
introduce flexibility by raising interest rates slowly to gradually
reduce the level of real.riegative rates of interest. However, as
economic recovery takes hold, these rates should be raised further

(if inflation remains high) until positive rates emerge. Such action
should ressurect the currently depressed rate of savings which is
currently being penalized heavily through the negative rate structure.
It should also lead to a more viable financial system in which the
financial costs of intermediation are covered. 2And for public credit
facilities it should also 1e;:i to a more efficien?:r}gquitable allocation

of public resources, greater loan recoveries and less reliance on the
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pubiic treasury for constant infusion of new funds. Any support that
ean contribute to the rapid recovery of financial equilib;'imn in the

Jamalcan economy can also make a contribution to the specific project
or institutional reforms suggested below. Without some semblance

of growth in the economy and a financial system free of debilitating
distortions of inflation, specific efforts to reform or rationalize

the various credit facilities within this system will be severely

compromised.

THE CREDIT REQUIREMENTS ISSUE

Another issue to be addressed is whether there is too much or too
little credit going to agriculture. Are the credit needs of
agriculture being satisfied? How much more credit is needed to
guarantee planned increases in agricultural output? The ratio of
agricultural credit to agricultural GDP set forth in Chapter III
indicates that, in the aggregate, there is a more than adequate amount
of agricultural credit in the system to cover the current operating
expenses of the agricultural sector. Moreover it is important to
remember that our estimate of global credit is an underestimate, in
that we were not able to include data on commodity board credit,
non-banking financial intermediaries and informal credit sources.
Now clearly this does not mean that every farmer's credit needs are
being satisfied. Whatiggsrelatively high ratio dces imply is that
there is very likely considerable misallocation of credit resources

within the system with some farmers receiving too much and others

receiving too little or none at all.



'.l'he efficiency of credit use is low and the diversion of agricultural
’ loans into satisfying pressing consumption needs or non-agricult\n:al

uses is quite likely.

A second index suggesting inefficient credit use are the ‘high arrears
rates in all thé public sector agricultural credit agencies. This
will be discussed further shortly. The high agricultural credit/
agricultural GDP ratio, in combination with high arrears rates
strongly suggests that, if anything, there is too much credit in the
system as currently structured. Put differently, if there were any
substantial increases in the present levels of agricultural credit
(particularly through public credit facilities) in the current system,
there is vno reason to believe this would lead to any significant
increase in agricultural output much beyond that which would occur
without this increase. In all liklihood a large amount would be
diverted off to non-productive or non-agricultural uses, given the
lax loan administration in many of these programs and the lack of

serious consequences for barrowers who choose not to repay.

Associated with this question of cred:.t needs and the efficient uge

of credit is the issue of the opportunity cost of the use of public

- -sector funds allocated to expand the current levels of agricultural
credit. Clearly Athese are not zero. Any attempt to increase the
vc'nrrent levei of credit comes at a high cost in terms of more

productive use of these funds in alternative uses within the agricultural
sector such as input subsidies in-kind, soil conservation, bettexr

transportation infrastructure and marketing arrangements.
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Ail 6f these efforts could presumably lead fo a more producfive

uée of the existing level of credit by increasing the economic rate
of return of agricultural activities. The important task at hand
is not to increase the current levels of agricultural credit but
rather to reform the existing operational procedures of the
ingtitutions within the credit system to more efficiently use the

regources already at their disposal.

THE LARGE FARMER ARREARS ISSUE

The most important problem contributing to the distortions and
inequities of credit use and jeapordizing the viability of the rural
financial system as a whole are the high arrears in the public

sector credit facilities servicing the agricultural sector. This

adds an additional subsidy element for borrowers above and beyond

that gained through negative real rates of interest. This problem
can be discussed in the context of arrears by large farmers associated
with the JDB commercial window agricultural loan portfolio and arrears
by small farmers associated‘with the three major small farmer credit

programs. This section addresses the JDB problems.

Evidence from our study of the JDB commercial window credit facility
indicates a serious arrears rate that is rising rapidly. The
- financial viabilityiof this institution can be in jeapordy unless

this arrears rate is lowered and there is a rise in loan recoveries.
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Otherwise international financial agencies, the major source of funds

for the JDB/will find it difficult to continue their funding of this

institution.

Arrears can grow out of economic difficulties affecting the farmers
.income stream, enerous loan conditions, lax loan appraisal procedures
granting loans to non-viable enterprises, ineffective loan colléction
procedures and outright fa.nnerp resistance to repay. All five factors
probably play a role in the case here. Economic difficulties have
affected some farmers adversely, compramomising their ability to repay.
However, it is felt that this has not been the major factor. Wwhile the
economy has suffered stagnant growth in recent years, the agricultural
sector has been the least hard hit sector. Simllarly some farmers

may complain that the new loan conditions passing through the devaluation
costs to the farmers®' US Dollar based loan has .cm\promised their ability
to repay. No doubt this has added considerably to their costs, but if
they sell their farm products close to the on-going levels of inflation
they can cover scme of their costs with the government perhaps

absorbing another part. In any event the high arrears rates in the JDB"_ ’,;_;
program substantially pre-dates the’ recent emergence of the increased

cost of foreign funds to ffarmers.‘ :

'I'he arrears rate :Ln the JDB, when expressed as a ratio of arrears to
amounts due (and not to loans outstanding) has been consistently high

from the inception of their various loan som':ce lines of credit

e T

{IBRD, CDB, etc.)-/r»"

-

. —— e e
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This fast strongly suggests that this arrears rate has very little to
do with the state of the economy and a great deal to do with their
loan administration. In particular, lax and ineffective loan
administration,/in'g&;ticﬁlér loan appraisals and loan collection
procedures have seriously undermined their loan recoveries. It

would appear that their apprailsals of their borrowers assets and
initial net worth depended too heavily on the farmers own estimates
rather than exercising a vigorous audit on their own or through
independent firms. Once approved, very little monitoring of the loan
occurred and, as a result, information on the farmers on-gocing
activity either unrecorded or out of date. Loan collections were
handled rather casually with the expectation that the farmer would
undertake the initiative to meet his payments. In effect, insufficient
pressure was brought to bear on the farmer early on in the repayment

cycle.

The current administration of the JDB is much more aware of these
shortcomings than before and they are making some progress in
improving their loan management practices. 1In this light several
suggestions come to mind. The portfolio of the JDB agricultural loans
is small enough (between SQO to 600) that extensive analysis of this
portfolio is feasible. Correlating the degree of arrears by type of
crop enterprise financed, farmer characteristics, full or part-time,
large or small, etc. can begin to pinpoint the proximate causes in

- these areas in most serio;s delinquency. .Frequent visits to selected_

farms and monitoring of the farm enterprises ongoing activitiestah z7
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esﬁabiish a presence and pressure for loan recovery whiéix fonnr
administrative methods failed to accomplish. The retraining of the
ample research staff to create a market intelligence uh:l.t is also
advisable to determine the behaviour of the prodﬁce prices and the
costs of production for those agricultural products most commonly
financed by their portfolio. In this way the justification of
economic difficulties affecting repayment can be evaluated. Finally,
government support to permit some foreclosures could put additional

teeth into the loan recovery efforts.

USAID can make a contribution by offering technical assistance to
train loan recovery officers, re-organize collection procedures and
improve internal management procedures generally. Such an effort
couid make a substantial difference. Though the numbers may be small,
the size of this loan porffolio is significant. Its role in the
agricultural sector substantial. Failure to turn around this arrears
problem in the JDB could have serious negative repercussions for the
development banking approach to agricultural dévelopment in Jamaica.
Once arrears are brought down to respectable levels, international

agencies will return with adequate new sources of funding.

THE ISSUE OF THE VIABILITY OF SMALL FARMER CREDIT PROGRAMS

The./unusually high delinquency rates associated with two of the
governmental small farmer programs also argues that measures should

be undertaken to restructure these programs to miniadize this bm:den.‘
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Lax loan administration is endemic in the ACB~PCB and Crop Lien
programs as was discussed in detail in Chapter Vi. The liklihood
of achieving significant administrative reforms in loan appraisals,
loan monitoring and loan collection procedures is very slim, given
the ill-equipped human resource base to work with. The Crop Lien
program cannot remain in its present format unless the government is
prepared to accept it as an explicit grants program. If it should
so wizh then it should make this explicit and not mislead all parties
concerned by labelling it a credit program. I£, however, the government
wishes to salvage the credit features of this program, reduce the
drain on its budgetary resources, some portion of this program should
be absorbed by the only effective small farmer credit program

functioning on the island, namely the SSFDP.

Having said this, however, we must bear in mind that the SSFDP neither
has the resources nor, very likely, the wish to inherit this program
in its entirety. Yet it could make a substantial contribution towards
improving the efficiency of this operation by absorbing the more viable
_portfolio within the program and, at the same time, the more viable
P.C. Banks curréntly administering the program.. The current decentralized
field officeé'sf'of the SSFDP off;r a base which could be extended into a
larger network of sub—~area cffices through the inclusion of some 30 to
40 of the current roster of 115 P.C. Banks. These would only consist

| .of those P.C. Banks that have established a good managerial record in
the regions in question. At the same time the goverrment should cover
the cost of increasing substantially the current staff of the SSFDP so

that this institution can effectively train and upgrade the personnel in
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. the P.c'."Ba,nks within the program to'supervise and monitar the reduced
crop ,ll:l.ve'n portfolib under their responsibility. Final responsibility

for loan appraisals and loan recoveries should be given to the SSFDP

rather than structured into any hybrid program of divided responsibility.

It should be recognised that initially this new loan component would
probably have a minimal development thrust. We are talking about
salvaging the management of a loan programme that is ; up to the present
time) short term and seasonal. Nevertheless, in time, this loan camponent
could include some medium term loans with a development focus improving
farm practices and technology. This shift would improve the quality of
this credit to the farmer and very likely induce a more responsible
repayment record in order to maintain this line of credit. If the

farmer feels he is getting meaningful technical help with his loan, he

will be less likely to default.

At the same time one should consider raising the interest rates on

loans hlanaged by 'th:l.s new hybrid program, and all other programs as well.
wWith rates of inflation reaching 20 to 30 percent a year, the implicit
subsidy element associated with the negati\n:s real rates of interest
reaches substantial proportions. The govermment, in effect, is
drastically underpricing its scarce loan resources below their true
opportunity costs. Considering the fact that there are still a
- substantial number of farmers who are unable to secure anir ’access to
”f.ormal épannels of ‘cred:l.t (and thus are left to self-financing or the

1

;’hicjh cost of money in the informal credit market), it is inequitable to

IS

,"allow those who have gained access to this system to enjoy a substantial

subsidy in their priviledged use of this credit.
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Fihally, the question remains of how to handle the current situation
of the ACB-PCB line of small farmer credit. There is serious
question as to whether this network can ever become an effective
channel to service the credit needs of agriculture. Given its weak
loan administration, high delinquency record, credit diversion to non=
agricultwral uses, limited developmental impact and the substantial
and continuous budgetary cost, the government, with oné'qualification

to be noted shortly, might consider reallocating those annual

'1416{"

subsidies into improved public services, marketing and extension
services through the Ministry of Agriculture's programs or more support
for the overhead cost of the SSFDP (or a combination of the two).
Either shift would bring more social benefits per unit of resource

cost than the current use of those funds within the ACB program. The
P.C. Banks can and should be allowed to continue managing the loan
portfolio built on their own sha;e capital, but not the line of credit

issued through the ACB.

;ngvipglsaid this‘qne iﬁportant qualification is in oﬁdé:. The new
féfmér Sa&ing Program developed between the National Savings'
Committee and the ACB-PCB network promises a new direction to this
hitherto moribund line of credit. This program, emphasizing the
mobilization of small rural savings, is designed to build up thé
farmers savings as a collatoral to gain access to future loans. Thié
initiative merits support because it has a grass roots basis and, in
time, could generate a source of funds for rural credit that does not

. rely on the government budget.
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"1‘.‘h<vus the iema:l.ning ACP-PCB operation should be directed towards
emphasizing and concentrating upon this initiative and minimize or

eliminate the loan activities that are not linked to the farmexr

savings program.

Ihc:teased support for public services, input subsidies, and extension
sewices of the Ministry of Agriculture is appropriate and called faor.
Also measures to reduce the spoilage, uncertainty and costs associated
with marketing farmer produce are essential if the efficiency of '
credit use is to increase in Jamaica. Credit alone can do very little
to help the farmer overcome these cbstacles. Only when it is combined
with relatively inexpensive and timely inputs and effective marketing
channels can credit became effective as a tool for improving
agricultural output and productivity. And these support éervices are

more lacking in the Jamaican i:ural setting than credit.

In summary USAID should consider suppm:t for technical assistance fer
vthe JDB, on the one hand, andthe SSFDP on the other. In the former
case technical assistance could make a contribution towards helping
.this institution refon-n their loan management procedures which, in the
end, could.ensure the financial viability of development banking in
agriculture. In the latter case, technical assistance support could
make a contribution to the upgrading of new staff coming into the SSEDP
expanded network of cr:edit service through the absorption of a

substantial part of tlp Crop; Lien Program.
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In addition USAID should consider a contribution of additional loan
resources to this institution to explicitly service the credit needs
in those regional settings receiving USAID infrastructure support in
the Integrated Rural Development Programs. This is the only small

farmer credit program in Jamaica with sufficient extension and loan
management skills to effectively service the developmental needs of

the small farmer clientel within the USAID programs.

Continued support for farm household surveys to determine the farmers
experience with and use of credit (both formal and informal) could
generate additional insights into the arrears issue, the impact of
credit at the farm level and the effectiveness of various sources of

finance in meeting the farmers' needs.

Finally, continued support should be given to areas servicing the
input side of farming and new support allocated towards building up
the marketing channels for farm output. Once the input and marketing
ends of the farming spectrum are functioning well, the recent levels
of credit along with an additional contribution to the SSFDP, will be

sufficient to service agriculture.
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