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THE RURAL P(X)R AND fill:i RI-Cl-NI P1IRI:ORMAN(I 
01 IORMAI. R1I RA. IINANCIAl. NARKI: IS 
IN 11 I))MINICAN RI I'UB.I( 

Jerry R. Ladman and Dale W. Adains* 

During the pial\I% decadcs. foirmal agricultural credit availible in nost Latin 
Aiicric;n countics has gvaik incrrased. in "lhlc of,\s ShliOV; I.in ILiii11 
1973 '.S. dollars. the amount of fminmal ;irictllurl credit in Ihcw counries 
jumped from 3.3 billion ill196( h) 8.8 billion ill1)73. A n1Uml1bel 01 countrics 
incluhdingBo Ira/il. I) miniciri RclUblic. Fcuidoi. Ihondluras.Ihiia, fh 

TAII. I
 

Aimiount OfII iNniI Agi kilu I 'iil Ini IN Iatiin , e.cii (oullrie'.,
 
1963, 198 and 1973 imillion 1971 I S. lidollai')
 

18 (ouiItr"tull ,282 65"o16 

Argentina 5 i6 N24
 
BolkVia 3 21 
Braid X57 214 3.73 
Chile ISO1 3111 I,7 
Colombia 127 4.1, 55') 
(ostl Rc0(ic , I17 
Dominican Republic 31) i i Ili 
Ecuador 28 os 92 
Et Salvador 57 (,2 I,"
Gualcnlala 55 is 1, 
Honduras 1I0 4N 71 
M\ilo (i7 I,19') 1.794 
Nicaragua 45 127 1.1 
PIanmia x 1.1 
Paraguay 14 .14 8' 
Peru 164 232 276
 
Uruguay 83 59 1115
 
VC/iucla 111 I!9 231
 

SoLRt(1: Various Baik Publicauioins,inI atin Amcriica. 

Nicaragua. Panam and Paraguay more than tripled the real amount of agri­
cultural credit available during thi,, pcriod. In many' countrie loans from the 
Woi bank, the Inter-Amcrican DFeveloprment IBank, and the .-\gccv for Inter­
naltional Devehlpmnn ha\ c innidc uip a Sigiuilic;anl pal Of IheC c\plInd l Supply 
of credit for agriculture. 

Arizona ;istteUttivci.iitv inHt ()lliio itmeLliii~ci i ic,,pcctivcl.. Ini il \oik tln llhi% 
paper %%as linanced by the Agencv for Inie mnalion.il IhteAgency,Devclopnni. 


v *li',in1 liii'. to - . u.t dim, i iihi d tm i'iii miiilt'mciil 'he authors 
aDie gl'lchil! lt i'' |)[llh ,and.il I I\Iltl ," t\ l l wil ' . 11,111lk.oIIlllliC1% 

un earlier draft'
of the paper.
 

tamatamI'i liianJuu i i l .t mgi ortal I omitli'%Z61 II, 197Kli i roitl 

http:mnalion.il
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In the past few %earsmost aid agencies and some [.Latin American countrics, 

Io i ,n1I0 , illllinl rcsp ic 1 M11i i c i\01jib qUC,1iuSl,of 'conme 1.h',I On and% 

);v,.IIt to direct more credit to a ralget group 'if '11al andbase attempted 
typ.icalix poor faincrs. In slimelc .ntries, Crledit Iri'glia:1l hANic VlplA'Ld 
earlii atlhIllpls Iii sisllt IAtl t'irotIkh lcih.nlIacti tic' 11d lindW 0e pool \ 

reform [41. II21. In vrually all caes coOce sional interest ri;tes has e been 

uscd Lo nmii a ,cborri, in, by rendering m\ tcchnology nmorc piolitable, 
,
encourailn fi mci ti)hift boiromiing from exploiil c Iclnders and 

marketing intctmediarics to less-e\pnsive formal credit stitnulons. Js \kell as 

sering as an income transfer mecanis1 15, pp. 101--13(1. It is Ioo Cirlv to 
-


evaluate complecly the success (if these recent credit cli iri. bul si mlc plrelirn 

inars' evidence Suggest, tIIt Very liite of this m,,,,i\ c incrcae in f(mial credit 

has filtered do\sn to the non-\scahhy 12, 3, 5, 71. 
We h.,ic e thti l e\;luatii~l of meriClltirll rcilt 0\C,, 1kctecil-\car 

period. 1965- 1974, in the Doininickn R public ij\i,, slne.c. uidce \\by 

Concesiio'na intesICt Ilics do rcsull il le c01late not mel iiosmrall 

farmers from formal credit instiuti1os. We fit,.pilt the l)inilic:1i data. 

S coIlllV \%C pies ilt mrUnIcrits M lich m might C\pla n thc Irends ,,herved. 

Fial, \c:.t forli .evCral c nclu iiis liich 1111 \ e O ittllelcs- to piilicy 

makers illother hi-icmoi1i couitric",. 

The Dominican Republic Exprience 

Since the 19 5 Rc'\iilution t0 I11)74. the lDominic;i ecioini\ \pcieinced 
tla highreasonabhlc er,,,th: real (IDP incrct'ed 115 percent and. ill,plitc 

te I Iet capita (iDP incrcaCd t02 Iiclct. V\-i cullture,populti'.n glo\,\ih raL', 

however. enl ribitLed progressi\ ', less toieconomic esl nsion oer fileperiod.
 

Its contribution to (jD)P fell fromt :ihout 28 to 20 pcrcClnt fioni I)h"5 to 1974.
 
eal anuriciiltiirillrotal real agricultural ouptit, grc'\ onl\ 53 per cet :ilid out­

put per person in fhe agricultural sector increaCsed only I pcCnit mer lhe 

ten Vears 113, p. 57]. 
T'he nomnhal vilue Of algliculltural credit orie!;iiin2 liom lnfrnial ,oiirCes 

increased subsuintiallI over the period. As shown in '"iblah inlent's2. the o\ ci 

Agricullural Bank has historicalls been the major lencer Io thc aricullural 

sector. The commercial ainking ,vsfcm, hio,\e\er, becaine iicctin!'l impor­

tant aficr 1966 \wlien the Inesitmciti Fund for Fcinomic )clopiiicimi FIDE I 
foreign aid \\hereby the Cenitrai Bank holds airust fund\sas established \\silI 

to discount comiinercill bank paper on loan:, to ;iriculturc. l*et icr Ihese 

t\wo sources have accounted for itleast 95 percent of all fomilal ;i,_icultural 

credit in the counLry over the ten-y'ear period.1 Incre,cs in aericuilUl"il credit 

ha\c more or less kept up increases in alicultulal output ..\\itlh 	 ,\s liomn in 

'rable 3 the ralio beis\ecn edit and aigriculiural GI)P has rcinaiitCd fairl\' 

constant ,ince I1960. In plevioui cars the hiulicr ritli-s ire due to thC hiCa\' 

concentr.tion of corn niercial bank lending in bingcr-tcirm loans. 

I 	The ither sources inithe fornial i ket ir three ftinniies. the Doini an
 

Development Fouiidaiion and the Co.operative Credit and Deevlopnitiil Institte.
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TAILE 2 
ntount of I orinal AgraLuturIl ( redit In the I)omiican Rcpubh:, 1N(,51974 by Source 

Nurii V.lch Oitfor SRI) ReiI \ 0'',4 tI11)) 

Agricultural (ommercial Agriut lutil ( onurrerc,.iI
Year Total Hank, Bank, Or hr." It tal Bank Banks Others 

1965 62,1 56.6 5.4 0i 94 6 S6 .1 .2 0.0
1966 70.5 58.3 12.2 (00 109 1 90 2 18.9 0.0

1967 71.7 57.8 1H3 , I06S S 7 9 20 2 0.7 
1968 72 ( 56.7 15.7 (1 Iox 4 S4 (, 22 7 1.1 
1969 71.2 57. ,, 12 7 o 7 I1'S 4 8.S)o 19.3 1.1 
1970 78 4 Id 2 155 I 7 11-,1) S9 1 22 7 2.5

1971 Xl.I, .2.7 2 7 1I14
6 16 2 	 sN I 22.,s 3 7 
1972 82 7 5+ 7 21 I 2') 1 7 7 7(,.4 " 3,8
1973 102.5 64.0 14.5 4) 11S ) 72 4 39.0 4 5
 
1974 130 o 76.6 40.9 
 iI 7(6 , 4(, 9 6 5 

a Credit figures arc ou aridirng alances at \cm Lii..
 
b Banco Agricola LieLiRc;l'U i'Ca I)on,.,icin i , It.,'11k, c 1 .LiIalRepli liLa
.",'IIUt. 1.1 
Domiricana, I /i,,.in n,':1, D)it.1971 ;(L LHii( I ),ournl'hc 197.1 

c 	 Banlco de Resersas, Banco tie (redito v ,.\hio,,K.;l Ban\ , ( ,du.id., Bank of Noa
Scoia, (ha,,cManhaan, F rst Nationa (. IAk, HAnCO I''lul I )OIILMcaiO, Bank of
Anierica. Sourcc :Ilaici (ciitiul tIe Ia RcCxiLk., I)orliiLmia, I 1 I- I I() ,bh -I)icicrirbre 
1974. 

d The other group 1 :on,, ,d of thiceFiitricicr , 1l1l )DOMIFr1,11 DchiClpn1cit I Oundation 
and The ('(opcr;li.e ( redit aid D)eclopiilcilt hrimlc I iti, I', iot rcli,,rled for laOficina de I)esarrollh Lie1A( ;rrn ilatf (01(') 1 i rn1, tllt('111).! lto,icd s,. ll allotl, rts 
to agriculture. For the pcriod 197o 197:, a Iq,i1 tit7 2 milion,.i , hoicd to th., we or h\ 
OD(.
 

c Based upon Co(inuncr I'rit:L Ihndex for Santo I )ominp .Sec le 1
 

Vit wal price ,iahilit\ reigned ill the Domlinlicin Reptblic fiuul1 1965 to 1969. 
-loHwcscr,as sho,,i t il"ible1 3. the o.tiIlt \ hcg,n Io ,\ I','itic,.,odcraic itlli ­

lion during 19711-1972, 
 but by 1973.- 1974 piiccs \'t.\rcri.il a 'he rclati\eh.
 
iigh rates of 15. 1 and 13.2 percent repectiscil s. Whcreas the nomr inail amount
 

of agricutural credit in the formalintket iietCascl 1i0 Icteclc over the
 
1965-1974 period lie real \alie incrased ouri 
 37 percciti.. Ahsi t illTable 
2 the A ilctiiural Bank c\+,cricnCCd a decklinC ill the ical \allo ol its, portfolio
and thus the ittercase in the rcal valie of agriCulhUral credit came largely from 
the commercial banks. 

The Domlinican g,.\crnment ha,. trc,sd the importance of making more 
credit available to stuall fatners, espeeiall\ those who are the beneficiaries of 
land reformi. Foreign assistnee prograt, in recent \cr, have also been de­
signed to direct credit to the stuall faicr. Itappears. ho\c\cr, that the small­
farmer larget group did nt gain increased access to formal agricultural credit 
over thu 1965-1974 period. Althought records are nt available, the com­
mercial barkeis stale they loaned \c,-% littleto this target group and that they
directed virtually all their funds to relativel\ large comnmercial farmers. The 
burden of lending to the snill farmer thus fell largelh on the Agricultural
Bank. Yet, since 1966 the proportion of the Bank's portfolio directed to small 

http:onurrerc,.iI


TABLE 3 
Ratio of Agricultural Crcdit to Gross Domestic Product In Agriculture, Annual Percentage Change of Consumer Price Index. Live-,teck andAgricultural Loans as a Percentage of Commercial banks' Total Loans To Prisate Sector and Small-Farner Loans as a Percentage of

Agricultural $ank Loans to Farmers'
 

Dominican Republic Percentage of Small
Agriculture 

Farmer Loans (up to 
Ptrcntage S2,(00 in 107 4 U.S.G.D.P. *Annual Pcrcentage Change of Commercial Dollars)' of Arpprosed(Million SRDI) Ag.CreditGDP Consumer Price Index Bank, Total Loans Loan Voume ofYear (Current Prices) (Ratio), City of San Domingod to Agricultural Sector, Agricultural Bank 

1965 252 .246 -0 9 7.8 411966 265 
 .2(6 - 1.4 16.5 
 44
1967 
 253 .283 
 1.9 15.0 18

1968 269 
 27o 1,7 
 12.8 3o1969 321 .222 -1.9 S.6 321971) 345 
 3. .9 7
1971 371 
 .--2() 4 A 7.7 4)1972 409) .202 7.8 7.7 411973 46W" 
 .219 15 I 
 9.3 31
1974 584" .223 
 13.2 8.4 39
 

a Sources-Banco Central de la Repciblica Dominicana and Banco Agricola de la Repihl;ca Dominicana. 
b Preliminary estimates
 
c Column I of Table 2 diided by Column I of this table.

d Computed from index compiled by th,: (c:'ral Bank. 
 The hank c'.msidcrd 19)9 as hasc %Lar. \\ hen 190)9 i% the base sar, the index values for 

196) and 1974 are 95.0 and 152.1. 
t Based on end-of-year outtandiig balance. 
f Figured on basis of exchange rate in 1974. 
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harnivrs ha%K-en quilt: cinstant.- Therefore. givcn fthe decline in the rcai value 
,of lhe Bank's portfolio, the real value of credit lhming to this group declined 
coa1idcr.h'y since 197(0 in spiltc of go\'crnrncnt poli. and ston,. hor.ign 
,1%is,,ItiCc Cforls I diCc!I ior10 credit to sallill lriirr o%'cI this pci rd. 

Anali sis of Performante 

A major limitation to the Agricultural Bank's incresing it, real voltime of loans 
was that it depended entirely upon its earnings and forcign aid as sources of 
additional loanablc capital. Unfortnately the Bank cxperiencedL 'ieniticant 
delinquency prohlcms. In 1974 about ten percent of its portfolio Niis con­
silerCd Ls ncollcetible md another 210 Fercent as questionablc. Ihus. delin­
qucncy in combination \with high irperating expenses ndlrelatisCls I0, interest 
rates have foied the Bank to rely cxtensively on cx tcrmll inatncin iror new 
capital. hi con last the colincrcial banks have not cxpeCricnecCd stu..h 'c .re 
dclinquerincN itl have had access to considerablc limicing ilnndei the I-IDE 
redi,Connt program. Since thyc m|iitained S.4 l of1969 have about t cnt 
thwir rpidly incrcaiug prtfolio in ;wrienlltiral loans. 

During tlie pCirid ,Under stud. l)onminican motclar, inuthioriics hrll \ved a 
polic , prescribed hy lam. of imlo,,ing nr:rxinruln intt",t r"res on Illii,. I Tnder 
this systemll collccss,inaI ratc, \%Cic csiAblished for aericuilnrC. ( )\or the 972­
1974 pcriod the nlasiinnni rate connliercial h loana butIr bank , 12 pceirt:. 
nlia\iiinm ralcs of nine ;iiid cichl percent were esililled or ommicrcial 
bank llI)l loans arid A.-riCnlii ill akil, loans respectl cl1\ 

Reccnt thorC-Clical contributiots II. 6, 71 hlae secsied lHIM coii,,,ional 
intccst rates, partictilirlm in combination \%ith inllbiiij.. '1e' ai imalior laclor 
which directs credit amas fronm ,tmall farmers. [he ;ihLmcnits. h.,'tl ,tt how 
conces,,sional intercst r:tCs alfci hth lender and! horio,.r belh, il . irc su- ­
ma ri/ed helos,,s, 

On the lender side imiv co inirecial banks slii airicnltnriil leinim-h' oecause 
of the rl'tki'C r hilh Ior;n traw, ctmions costs illIc I i ikingII kmil, inl rural 

area,,, bcalUsc of 'ilhsta hiiil ind h.', lendersloal dcf;lIh risks. CCiiOi'cnlmnc.itl 
prefer to make' bo;ns for shorter ierms than fahlrrs often require. \\ heln the 
banks must charge atlower iconcessional interest itc [or agrictiltnial loms the 
problem is \sirsed hecanse the proit margii is icdICCd. 'o soni1C L'\ienlt a 
prograin such as FIE)l call (cacoC the bank re,,istmcc to lend to itcultlure 
because it reduces the loan commitment front the coinmercial lendcr's own 
resources, feattLirCs loan guarantees and pro\sids lor N\idcr inlere, ,prcads. 

,"Ihese featurs pLIt slrolg encomilgcelt frtm the Central Baiik ere 
apparently sucessful in incrca,,ing the flow, of cr,.dit to( aigricultire in the 
l)Doniuicatn Rcpblic Ilml these instilutions.lierh coI\ \soilld psltilite. how­
ever, that the commercial banks had little incentive to direct this Additional 
2 	thr e a number of Aays to dtcline a,small farmer, none of \%hicn tills.misf. all 

ot'je'iies. For put poCs of this paiper ssc accepted the ,-\griCutiral Bank's detinition as 
a farmer \kilh a loan of $2.000 U.S. dollars or less. Note this procedure does nol 
c .ctl lt' he posihilit\ of a single tir ncr hrving niilliplIc tom ts,f less th;in ,i2,ii0 caklh. 
bill shrich sium to more than thil o ui. I hi, ,t.c'\lst imthe t)ormiican
Republic. To the extent it exists. the figz.res in Table 3 oerstatc the pereentage of 
ho.1n, ho %mnall fail nlll . 
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credit to smill farmers, because the banks could reduce their aerace loan 
transaction cost and associated risks by working with larger farmers who have 
previous experience with formal loans. For reasons elucidated belo. here was 
an ample demand - perhaps esen an excess demand - for credit b these larger 
farmers at the prevailing concc.sional intere,t rates. 

Although the Agricultural Hank is technically a develpment halak. its 
internal operating criteria are similar to those of commercial banks, i.e. it is 
expected to earn sufficient income to cover operating costs and provide a 
return on capital in order to expand its lending capacity. Therefore, following 
the above line of reasoning, one would expect the Agricultural Bank to have 
responded adversely to the higher transactions costs and uncertainty associated 
with lending to small farmers. Another factor is that some loans are made on 
a political basis. Delinquency is often a problem for these loans which leads 
to an even greater concern by the Agricultural Bank for cost-reducing measures 
such as lending to larger farmers, The fact that the Bank continued the tendency 
to direct its loans mainly to larger farmers, in spite of an increase ingowernment 
emphasis on lending to the rural poor, suggests that the institution hchaved in 
this manner. 

On the side of borrosvers concessional interest rates for griciltural loans 
encour;age ndividuals sho have access to credit from fomal institutions to 
borrow more than tile social opportunity cost of the credit ssould justify. I lhcss 
an effective non-pmice rationing technique is eniployed this results in an inter­
sectoral and interpersonal misallocation of re,,.:irccs in the ccoilmv as some 
fortunat: borro%%,cs take advantage of the inherent interest rate subsidv [6. 9j. 
Moreover, because credit is fungible, it is only reasonable to expect that some 
credit which is ostensibl) directed to agriculture is actually employed in other 
activities. Where inflation is present, the real rate of interest is bclov, the 
nominal rate and the implied subsidy is increased. When the ratc of inflation 
exceeds the nominal int,'rest rate, as in 1973 and 1974 in the Dominican 
Republic, the born. zr 1Il receive an implied income transfer. The large 
farmer is in a better position to taike advantage of such a subsid, than the 
small farmer because of his greater access to credit as well as his kinosledge 
about and access to alternate investment and consumption opportunities. 

Thus it is argued that when coneessional interest rates are employed in agri­
culture, a combination , lender and borrower behavior will work against 
lending to small farmers and that inflation exacerbates this tendency. In the 
Dominican case it appears that under a policy of concessional interest rates 
for agricaltmre the small farmers have not benefited from larger real amounts 
of credit nor from larger portions of the total agricultural credit portfolios of 
formal credit institutions. It is our contention that perhaps the !ow-interest 
policy is an important explanation of this result. 

Policy Implications 

Substantial increases in the real flows of agricultural credit in less-developed 
countries have been observed oser the last two decades. Mo..t of the country 
credit programs featured e-ncessional interest rates for agriculture. There is 
little evidence, however, that the increases in credit have gone to the poor, 
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small farmer, in spite of I!,,: fact that nlmnuv countries have dev' loped policies 
Uch as raitioning, adinisti atie fiats aid loan guaranics, in addilion to the 
,upply cintcases, to diicl more tina'acil rcsources to the imal poor 15. pp. 
92-1(81. 1lie dat a from the Dominican Republic also show Ihat sia ll farmers 
hav not rcCi, ed nhOl. Ciedit under a 10LonCesiotal interest late pofic. We 
suggest that the Dominican experience provides additional e\ideuce that the 
Coneess,',nal liohcv shouIld he reexamined \iti a Vie\\ to\,aIds devClcpilng 
alternative polic mean, for directing more credit to the small farmer. 

lncon',istertt w.ilhl the coieuntional wsdoi as it may appear, a policy of 
higher and more llcxiblh interesi rates ma"\ ntot only tesult in directing more 

' credit to small farmers, but maN also inpros\e the oe\.rall functioning of rural 
financial matket,,. Flie higher intere, ratcs \, old eliminate oi reduce the 
iMnlikd sub,,ids and thus reduce the quii titc,, of credit demanded by large 
farmers 19I. Siiiltllaleosl,,, blks \,vould be more cilling to lend to small 
farmers since the,.e institutitins would lie i,,eising larger recnues to cover 
the higher costs ofl alniinitering small-farmcr loatns. Thus. the reduction in the 
quantit) of credit demanded 6y large farmers could be channeled through the 
banking s, stcm to cotnsiderably lhrger numbers of ,mll I;iirsThe large 
numbers of farmer,, Msho borrom from itlfoiial tmiket Icndult ;it high interest 
rates .,iess that the relcsant range of the cre:dit demlnl',.nd ". hIChle for small 
fariers is relatisclv inelalstic ind thercfore the quatlii\ of cldit dematnuded 
by indi, dual ,imill farmers woul11d 1ot decline sibsatliallv if lK' ieulccet rates 
were hiihter 101. Thus both lender and borro\\'r beha\ ior .hould interact to 
cause more cIdit to flo\\ to siall I farmers if tlec interest I;ltes ,\cre aised. 

If the" hvcl of itterest rate, ss\cre raised aro,,-thc-board. ,Io itLer rural 
savings iohili,'ition programs amg the poor \ould he possible. Lsidence 
from Tai\anI IIII and Korea 18]. suggest that e\en poor fat in.ts are willing 
to sasC if thie' h'asc the financial incenti\e and accssibilil to -si ings institu­
tiolls. Inltit-ios, such as the l)orninican .\griCtlltural Ihnk. \%hich now 
depend cnli¢v Upon earnings, collection of had dcbls and infusions from ex­
telnal sources could approptiatcls, look to this itMs ; , a soiti.c of aiginment­
ing their loanable funds. Fhe.rC is a good efal (If C\ idelce that tie l)ominicans 
ha\c a higuh m, lgittal prlpensity to save. The t'al i1tiounts ol Iisitts ill com­
meicial banks m'undsa\ings and loan illtimtitls,. itotlh il urlatl areas. 
increased six-fold over the 1905-1974 period. 

If itnhteltt rates \ee flexible., iiOtetar\ authotiCs could mniikc aljtletlllcllts 
in the intcrest rate for hiflation and thereb\ eliminate the implie.d subsidy due 
to the lif Tricec bet\ecii real ,ard nominal interest rates. Such aic ion should 
prosihl .fr ;i mori rationtal alloction oit ' irU , as \%Cll a, h.nd it direct 
rimiile credit to siall farmrs. 

\V do lot ,gest, htowe\cr, that hi.iOlr and flexible interest rate policies 
\ill lie a panacea for the financial ncd,, oi the rural poor in the Dominican 
Republic or iii other less-de\Cloped countries. Additional measures designed 

.uced, ho ime.r and h.'lder risk, to iinica'c lender and borrower manage­
irinl ahility, antid to reduce lender a,, \.'I as borro\er cost are also needed. 
PL'-rnls, to obtain these objctives in comhination with a mote flexible inter­
est rate polic) should, howver, provide anotlti policy alternative for increas­
ing the flow of credit to the small farnr and creating conditions for a more 
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rapid and broad-based economic development in low inconic countries. Un­
doubtedly such a policy would be politically unpopular and moreover goes 
against the current of the coii'citional %% coniccssional inter­idolni ,irrounding 
est rates. Wc bclievc, however, that it oifers sufficient potentil to \%arrant con­
siderablc study. Our cxamination of the Dominican P.epublic provides some 
evidence that is consistent with the emerging lheory upoii \hich such a policy 
is founded. 
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