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INTRODUCTION

Many attempts, theoretic and empirical, have been made %o
demonstrate the importance of financial ingtitutions in gsneral,
and of commercial banks in pariicular, to the structure and growth
of contemporary economies, 3tudies based on developing esconomies
have with few exceptions centred on the credit-mobilizing role of
finencial institutions, Yet the sectoral compesition of loan
advances portfolios should command no less attention,

The magnitude of credit is not the only means bj which finance
affects the economy: distribution effects of sectoral credit flows
are also important., The . scctoril, pattern of credit partly
determines the pattern of expendiiure which in turn influences the
pattern of resource use. Sectors differ in importancs and some
activities are more directly productive than othereg. And, perhaps
overriding all other congiderations, policy-makers regard some
seotors as more strategic 1o the implementation of a2 national
development programme., Worthy of gpecial menfion in this context
is the concept of innovation finance, This concept refers 4o the
provision of long-term credit or 'risk! capital to innovating
sectors. The latter are of paramount importance =ssentially for
two reasons:

i) fThey generally have substantially lower incrementel
capital output ratios (ICOR) and therefore caen lower the
national average,

ii} They are frequently relied upon to eliminate stratasgic

bottlenecks,



However, innovating sectors alse typically face s striﬁgent
ingufficiency of capital., Contributing factors include the low
volume of internal funds and voteniially reinvestible surplus,

and the loan preferences of commercial banks (the najor institu-
tional lenders) for short-term finance and traditional enterprises,
Thusg the digtribution of credit between the tradiitional and the
innovating sectors (or industries) is of some importance to the
question of aoptimal allocation of resource in the context af
economic growth,.

Perhaps, enough hag been said by now, to constitute a prima
facie case for examining the patiern of and changes in commercial
bank loan portfolics. The intention is two-£fold. PFirst, this
gtudy will attempt to explain the evolving pattern of bhank credit
in terms of the nature and trend of sector activity. An sssegsment
of the role and importance of bank finance as a determinant of
gector activity consiitutes the seébnd objective,

It is convenient, however, 10 first clarify a few theoretical

concepis and ithe methodology underlying our later analysis.



A THEORY_ "AND _CONCEPTS

An observed loan magnitude at any point in time i3 an equili-
brium velue. It reflects a short-period or long-period balance
between the demand for and the supply of loanable funds., This
study wtilizes data on vank credit outstanding over the years
1960~68., This time series necessarily traces ocut the patiern of
demand and supply responses over the 9 years, An analysis of the
credit pattern would congequently be incomplete without some
discussion of bank credit supply and demand functions.
CREDIT SUPPLY FUNCTFIOXS

A bank supply function refers to the terms at which a2 commer-
cial bank ig willing to extend credit to specified borrowers.
Facitors entering into the supply funcition would include:

i) the risk of voluntary or involuniary default by the
borrower i.e., risk of capital loss,

gize of the loan demanded.

[

ii) Th

48]

1ii) The composition and maturity structure of the existing
loan portfolio.
iv) The loan repayment period,
v) The markei structure of the financial system.
A full discuggion of thase facitors can be found in a number of
banking studies. Here, it suffices to gay thait the amount offered
varies inversely with risk and directly with returns. Furtherxn,
the sum offered would very inversely with the loan repayment period,
The abundant literature on loan preferences of commercial banks
also indicates that banks have a marked preference for short-term

and self-liquidating loans. Optimal assets for profit-maximising,
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rigk-minimising bank are (a) high shiftability, (b) low risk of
capital loss and (c) self-liquidating.

In underdeveloped capital markets, such as Jamaica, shiftabil-
ity is limited., Conseguently, the other two gqualitiss rise in
importaence., We may, therefore esxpect the nattern of loans in
Jancica fto reflect a combination of instituiional developments
and asset preferences.

The relationghin between the gize of the loan ofifered and the

composivion of existing portfoligs is lesgs obvious. A ypriori,
the more diversified ig the portfolio, and the shorter is its

maturity structure, and inso

]

axn

m
o

diversification reduces risk,
the greater i1g the new gredit offered. The overall earning
potential of the existing poritfeclio is also important, To the
e;tent that diversification and shorter maturity structure implies
lower ecarning potential, new bank credit may again vary directly
with portfolic composition,

With reapeci to the market structure of the vanking industry,
both theorefical and 5istorical reasons suggest that a greater
degree of competitiveness is associated with larger loan offers,
and a reduction of competitiveness with ei‘her smaller lcan offers
or with a greater degree of discrimination between borrowers.

S0 far ithe discussion hag been conducted in terms of micro-
supply functiong, The transformation into mecro-functions poses
no great difficulties: the macro-functions are essentially similar
to the micro ones, That is, vhe same variables on an azggregatie

hasis explain the level of credit offered by the commercial banking

system in toto. However, some variables, +though similar in nane,



enter into the aggregate function differently. Credit risk end
profitability evidently cannot be assessed by examination of
individual units, It is necesgary to resort to global indicators,
Ugseful proxy variables for credis risk could be the asset: liabili-
ties (A4:L) ratios for the various ssctors; +time seriss and other
detailg about corporate bankrupicies in the economy; and indices
of the trend of sector acitiviiy and predictions for the future.

Ceteris paribus, a higher A:L ratio is a greater sign of solvency,

oy

=ty

than iz a lower A:L. A lower level and diminishing rate o
bankruptcies is more reazssuring about financial viability than is
the converse. A healthy upwerd trend in product demand gignifies
a lower probability of inveluntary defaults than does a downward
trend, Likewisge, a bouyant nproduct market is more indicative of
profitsg than is a stagnant oxr sagging one,

A n important difference in the aggregate function arises too
with respect to marke:i structure, It is a noticeavle feature of
the Jamaican banking system that the local banks are branches of
foreign banks, Granted the unrestricied freedom to transfer funds
overseas, the market was fundamentally international, Therefors,
the volume of local loans was partly detezmined by the strength of
international loan demand, and as a resgult by the international

nature of +the banking system.
CREDIT DEMAND FUNCTIONS -

Major elements in a demand function for bhank credit would be

interest charges and the nature and strength of credit needs. In

Jamaica, the rates of interest denmanded by large instituiional

lenders are remarkably uniform. There is, as a result, no scope



for intverest-induced switches of loan demands from the banka to

2]

other lenders. Changes in interest charges therefore have only

incentive or disincentive effects on the size of loan demanded.,

-

That is, the choice confronting a borrower ig esither to borrow

from the banks at the rate specifiied or not to borrow at all,
especilally since the commercial panks dominate the suppliersa' side

of the loanable funds market., Whether 2 loan request is still

placed depends of course on the strengih and nature of credit
needs. A 3 a

eneral »yle, ithe amounti requested will vary inversely

14]

ot

with the loan rate.

H

Crediv is either desired for short- or long~%erm purgoses,
For private individuals the object is the acquigition of non-
durable or durable consumer gocds. DBusiness units may require
either short-term ioan finance of stock accunulation and/or sales,
or irnvesgstment finance, Kvidently, the naiture of a sector's need

would correspond with the nature of that sector's aciivity. Further,

<t

i

[4:]

1 reasonabls to presume that the sirength of need would be

ot

i

exr fo

]

grea short-term projects than for long-term anes, since the

latter arxe mcre posiponable,
In addition, the size of the loan derand would vary directly
with the intensity of need, The strength would depsnd greatly on

g

the potentia .l for alternative finance and would in general vary

inversely with the veolume of {inance available from non-bank

=
a

gources, 1t foilows that the magnitude of the loan requested will
vary inversgely with the volume of alternative finance, Consequent-

ly the latier provides a useful proxy for "credit needs®,



METHODOLOGICAL XNOTE

It was pointed out earlier, that this study will utiliée vank
credit outstanding (& stock variable) to explain the pattern and
growth of sector activity. Sector activity refers to the econcmic
life of the sector. A s such it can be represented (siangly or in
combination) by several variables: by the value of sector trans-
actiongs by the Grogs Domestic Product of the gector; and by the
value of capital formation in the sector. In a very mesanirgful
sense any oi these variagbles can bs initerpreted as an index of
secter sctivity. Since data on each asre given for end of yeaxr by
the National Accounts, each of them approximates a gtock variable,
It is methodologically sound to correlate two stock variables,
Thus our avtempt +to relate bank credit outsitanding to secior

activity (variously represented) is conceptually adegquate,



B,  BAIK CREDIT iND SECTOR_ACTIVITY

remr s — g s e

In this section, we attempt to do two things: (1) To describe
the pattern of bankeredit, (2) To assess the importance of bank
ecredit tec the activiity of selected sectors.‘ The pattern of bank
loang is get cut in Tables 1 and 2, pps. 9 cnd 10, and is dig-
cussed item for item in connection with the analyses of econonic
activity for the various sectora. This arrangement is dictated
hy nothing more than canvenience,

Financiel wvarizbles may impings upon & secior's activisy in
geveral waye, Firsily, financisl resources may be required to
bridge the gap between expenditurea and receipts.
enterprises, cuxrrent recelpts gemexally do not fall short of
current expenditures. Yet non-synchronization of receipts and
-expenditures anecessitates short-term adjustment finance, Bvidently,
the income~lag will vary Gtebween sectors and industries, depending
upcn the nature cf the activity and upon ﬁhe marketing arrangements.
Thus some enterprises will recuire more bridging finance and for

longer periods than wiil others. Secondly, some financing of

¥}

inventory accunulation may be necessary. Thirdly, there is the
necessity of financing fized invesiment,

Tc ve sure, a secitor's activity may be financed internelly or
externally., Further, external finence may be gecured from a

wnich commercial banks are

I

variety of financial institutions o

o]

cnly one, ard/or by resor:t to share issue, Commercial bank credit
influences a sector's acitivity only when (a) the sector is
significently dependent on external finance, and (b) the banks are

the main supplier c¢f credit. Therefore in what follows we shall
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'TABLE T

BANK CREDIT OUTSTANDING AT 3lst DECEMBER £m.

19611 1962 | 1963 | 196k | 1965| 19661 1967 | 1968
Credit & Financial
Institubions .9 .9 G lo}-'- 1-8 2-5 1.7 3.1
Personal & Professional 8.0 5.6 5.y 7.1 9.0 12,6 16,3 | 20.0
Bistribution 2.4} 12,1 | 10.6 | 13.0| 16.7] 17.L| 16,8 | 18.L
Entertairment A .3 .6 .8 .9 11| 1.2 | 1.0
Agriculture . & Fishing 2.8 3.2 2.1 3.7 b9 3.7 3.1 ]
Minming L.O| L.O 2,0 2,0 2,0 2.0] 3.0 | 3.0
Industry (Manufacturing) 6.5 5.7 6.3 | 10.6 14,0 15,0) 15.7 | 18.7
i) Sugar, Rum, Molasses 2.2 | 1.5 1.6 | 2.7 L.3| 53| 5.0 3.8
ii) Food, Drink, Tobacco 9 .8 1. | 2.0 1,6! 2.1, 2.0 l 3.0
iii) Textile, Leather & | | - | |
FOOtWeaI' '9 .8 '7 -0? l|0 l 08 06 9?
iv) Other 2.6 | 2.6 2.6 | 5.2 | 7| 65| 8.2 | 11,2
Building & Construction 1.8 | 1.7 L5 | 2.6 | 3.7 3.0 3.5 | 5.3
Hotels 2.0 2,0 2.2 1.7 | 1.7 1.8 | 1.7 1.9
Covernment & Other Public - :

Bodies 1.6 | 1.1 .7 1.3 0 1,3 1.5 L.0 | 1.7
Land Development 1.7 | 1.4 2,0 | 3.9 | L5 | 2.0 b | 3.9
Public Utilities (includd .5 1.1 . 2 ST 1.5 2.2 2.7

ed in ] i
othur) _ ! i
Other 2.6 |2 2.2 12.9 | 2.1 ] 3.6 2.5] 3 4
! | - T | !
| I .
Rotal | 42,8 '140.:7 37.6 51,1 63,2 167 61 72.9 186-.9
] I | i

Source: Bank of Jamaica 1961, Annual Report 1962, Quarterly Bulletjéns March,
1962,
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TABLE 2

BANK CREDIT - % OF TOTAL &S AT 3ist DECEIBER

) . o P R P
L | asce | 1,55 56| 1D | 1966 | 1967
i |
Credit & Other Financial
Institutions 2.2 2.1 2.5 2.8 2.8 3.6 2.3
Personal and Professional 14,00 13,9 | ih.3| 13.8! ik.2 | 18.7 ] 22.4
Distribution 29.,0] 29,7, 28.3| 25.h ) 26.3] 2Ll | 23.0
Entertairment 1.0 0,8 1.7 1.5 1.1 1.7 1.6
Lgricuwlture & Fishing 6.51 1.8 5.60 7.1 7.6 5.5 ka3
Mining 9,4 9.9 53 4,0 3.2 3.0 L1
Manufacturing Industry 15,3] k.0l 16.8| 20.7| 22.27 21.8| 21.
i) Sugar, Rum, Molasses 5.0 3.7 L3 5.3 6.9 7.8] 6.8
i -
ii) Food, Drink, Tobacco 21| 2.¢; 3.6 b0 2.,6| 3.0 2.8
{ii) Textile, Leather, 1
Footwesr - 2.1 2.0 1.9 i.kl 1,0 1.2 .8
iv) Other 6.0 6.3] 690 101 1L2| 9.7) 1L.2
H | i
Building & Construction ho2| W2 k.0l 5.0] 59, b5 L8
Hotels }.!.58 ;I_|.9 5:8 333 2-:8 2.7 203
Public Utilities 1,20 2.8 ¢.,5| 1.1 2.3 3,0
Govermment & Qther Public
Bodies 3.6 2.8 1,8 2.l 2.1 2,3 1.h
Land Development 3.9 3.4 3.3 7.6 7.1 3.0] 5.7
Other 6.2 5.3 6.0 5.6 3.3 5.3 3.k
I !

Source: Bank of Jamaice Annual Reports 150k, ......
Monetary Statistics, Jamaica Department of Scatistics, 1960.

1968



ke attempting not only %o relate bank loans o the indices of
gector activity, but alse to esiimate the relative contribuition
6f bank credit to the entire financial resources cof the sector,
It is convenient at this stage. to drew atﬁéntion to a
problenm encountered tharoughout this section: namely, the

problem of reconciling loan categories with the national accounts

categories, In some instances there ig no counterpart o & bank

0]
-
h
o

loan category in the Nationmal Accounts tables r GDP and capital
formation. In othexr cases, the categories can be reconcilsd only
imperfecily. For instance,; +the Hailonal Accounts list the cate-
gory Recreation and Entertainment, Ia this correctly identified
tertainmeni in the Banking +tables? (Tables 1 and 2 pps, 9

O

5l
cl-

n
and 10). And is loan category Hotels, a sirict countervaxri
Hetels, Restauraensa, zand Clups., Perfect reconciliation, even any
kind of reconcilistion where it is necessary, fequires noxre
detailed informaticn and mors time itharn was available. Wonethe-
lass we proceed on the premise that teniative ceorclusions drawn

than no

1w}
(5]
0
o
1]
=3
ot
i)
31

from imperfect date, if properly qualified,

conclusions at sil.

Tahles 1 and 2 cshow thait the commergial hanks lent substantial

Qexr

]

amounts in both abscluie and entage serms to the agricultural

e}

ot

ggctor. We may note however dhat, though asbsolute magniitudes were
increasing throughout the period, the percentage share of agri-~
culture was diminiahing. Expressed as & percentage of sector GDP,

bank advances was also gsignificantly laxrge througnout the perioed,

though the same diminishing trend was noticeable particularly in



1966 and 1967. (See Table %, pp. 13.) Thus the statistics

e

bank credixt to the activity of

h

[

indicats a2 general importance o
the sector. This is consistent with qualitative informaiion on
the operations of the agriculiural sector.

Lergthy lags of receipts behind expendiiures are a marked

feature of Jamaican agriculture., This is true of export agricul-
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ne-farming in particular, where the

crop is reaped zfter about six months and, except in the case of
peasant crcops; doss not constisute the final product. Largs
estates nct oniy nave to finance their own cropns but also the

£
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milling of their ¢wn and peasant crops. Though ths level of

A

ture was fairly sizeable in

—

retained profiis in export agricu
absalute terms, it was small comgarad tc GDP. (GDP daita is givenin
Table 4,pp8.14,15&16 and Retained Profists in Table 5,pps: 17 &13;) Thus

the volume of surplus funds availabvle for financing production
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have been placed or vank finance, This aspect 0f export agricul-

tureg oporaticra i no mors than a continueticn of traditional

(=

tehaviour, 1% is generally held that co.mercial banks nrovide

short and medium term funds to the largs sgtates engaged vrimar-

. . o . p ) 1 . -
ily in the farming of sugar-cane and oananasg ) Arthur Irown

(1) See for instance 4.G. Brown: "The Private Sector and Eccnomic
Development" Sociel and Beconomic Studies, ISER, Jamaic
Vol. 7 Jo. 3, 1958 popn. 109,

Dennisg Jc¢Fariane: "The Futurs of the 3Banana Industry in the
Weat Indica" Sccial and Economie Studies, Yol, 13, No. 1, 1964,
C.3. Morwrig: "Small Farmipg in Jamaica" Social and Bcononic

tudieS, ?Ol‘ 63 N01 37 1957‘

C
ay



TABLE

2
2

-

BAMK ADVANCES OUTSTANDING 4S & % OF SECTOR GDP 1961 ~ 1967
SECTORS ! 1951 1962 1 1943 1964 1565 1966 1967
Agriculture & Fishiug 10.07 10.97 6.13 10,67 1h.0L 9.86 8,18
Miming, Quarrving, Refining 18.17 17.35 8.88 7.76 7.00 8,50 9.38
Manufacturing 20,02 23.83 15.91 25,18 31.33 29.71 31.02
Food, -Drinz, Tobacco 8.82 7.1h 10.29 13.46 10. 5L 12,00 11,51
. Sugar, fum, Molasses 31.70 Lé.72 19.5L 39.00 66.6L 72.77 87.63
Textile, Leather, Footwear 30,78 28.62 18.89 17.62 21.69 17.37 .27
Other Industry 20,18 26.81 18.20 32.19 38.65 32.00 36.57
Buildinz arnd Comstruction &.88 7.38 5.7% 8.85 11,67 8.76 9.55
Distributive Trades 32.h6 32.56 27.64 32.h3 38,88 38.15 36.08
Hotels 10,1k 35.09 13.16 30.9L 25,01 22,75 19,72
Enterteimment 1k.12 13.59 17.33 21.69 21.22 23.99 23.52
Public Ttilikies A H.A 33.39 6,81 16.95 £0.70 46.16
Goverrment 10.37 10.L8 3.59 6.08 5.8L 6.12 3.88
Credit & Financi.l Institutions 9.19 6.57 9.92 13.k7 13.53 18.74 10.65




(ROSS DCMESTIC PRODUCT:.

4BLE

~ 1l -

LT FACTOR COST 1960 - 1967

1980 1981 T1gEY TI983 198L 1965~ 1986 1967 g
INDUSTRY BY SUB-3.CTORS (Prov. ) (Pre/im)

AGRTCULTURE, FORESTRY, AND FISHING 25,97L 27,735 28,709 34,216 34,231 3b,5l1 37,560 38,230
EXPORT AGRICULTURE 11,163 11,971 12,h37 17,330 16,293  1L,196 15,050  1k,999
Sugar Cane 7,333 7,999 8,392 12,81k 11,569 9,670 10,225 10,315
Other Main Bxpors 3,830 3,972 h,0L5 1,516 li,62L 4,520 L, 825 b,680
DCHMESTIC ACRIGULTURE 8,1L6 8,225 8,607 9,171 9,753  11,2h3 12,658 12,7L8
Root Crops 3,087 2,851 3,136 3,048 3,304 b,533 5,378 L,92h
Cther Primary Product 5,059 5537h 5,Lk71 6,123 6,Lh9 6,710 7,281 7,82k
Livestock and Humbing L, 226 600  h,63  L,983 5,241 5,812 6,2k 6,7L3
FISH NG ” 1,22 1,675 1,808 1,50k 1,685 2,006 2,2h7 2,317
FORESTRY LMD LOGGING .. ... 1,197 1,263 1,22 1,228 1,259 1,290 1,355 1,k23
MINTIG, QUARRYING, 4MD EIFTNTNG 20,781 22,081 23,102 22,753 26,085 28,868 30,5900 32,318
Bawdte and Alumina ' 15,657 20,758 21,747 21,246 23,958 26,095 27,512 28,825
Quarrying and Refining (including Gypsum) 1,12k 1,323 1,355 1,507 2,127 2,773 3,388 3,L93
UANUFACTURI NG 29,367 32,695 32,872 39,369  L2,152  4LhL,636  L9,501 50,46l
Food {excl. Sugar) 6,6L8 6,542 6,831 7,848 8,815 9,h80 10,550  10,7kL8
Sugar, Molasses and Ruu 5,360 6,802 5,847 8,391 6,926 6,51k 7,291 5,6L9
Alcoholic Beversges (excl, Rum) 1,548 1,751 1,938 2,186 2,11 2,6l3 2,874 3,1h0
Non-flcoholic Beversges 731 795 851 sh3  1,0LL 1,106 1,224 1,308
Tobacco and Tobeeco Products 1,125 1,303 1,583 2,19 2,801 2,221 2,Lh20 2,55,
Textiles, made-up Textile Goods 1,833 2,119 2,420 2,822 3,242 3,487 3,785 b, Cht
Footwear 690 611 ALy 635 72h 70L 729 653

Wood and wood products (exclg.
Furniture) 82l 88l 921 937 1,057 1,128 1,200 1,302
g o Titurne (adie. L3 1,578 LS9 L6 1,730 L8k 3 g9p 2,27



TABIE L {continued) - 15 -
|
TINDISTRY BY SUR-oE~TORS 1960 1961 1962 1563 196l 1965 1966 1967
‘ {(Prov.) (Pre/im)
Printing, Publishing, Advertising ' '
and other Proeir Preducts 1,818 1,985 1,988 2,397 2,73h 2,960 3,328 3,692
Leather and Leather Products{exclg.
faotwear) 182 178 164 186 168 225 231 271
Chamicals snd themicel Products 1,370 1,L93 1,566 1,750 1,9L2 2,276 2,511 3,1h2
Cement and (lay Preducts 2,067 2,293 2,169 2,186 2,908 3,432 3,796 3,951
Yetal Products ani hepair 3,0h9 3,65U 3,680 L, 1hh L,682 5,608 6,13 6,787
Miscellaneous lianufrctures and
Repairs 50 667 7°L 882 951 1,0L7 1,129 1,199
CONSTRUCTION AND I¥STATATION 25,56 25,879 26,009 26,061 29,050 31,820 3k,620 36,5kl
RIECTRICITY, Gad wND VATER 2,259 2,69k 2,912 3,166 3,567 L, 1 L, 501 b, 734
Electric iifht, Power, and Gas 1,747 2,056 2,202 2,360 2,713 3,006 3,380 3,563
Water and Sardtation Services 512 638 710 806 854 1,005 1,121 1,171
TRANSPORTATION, STCRAGE AND COMMUNICAT-
ION | : 16,712 18,517 19,150 18,81  20,2L3 21,958 2l,2L0 2h,98L
DISTRIBUTIVL TRAUES(Wholssale &
Retail) 38,912 38,178 38,458 38,521 40,100 12,870 h5,595 7,908
FINANCTAL I?STITUTONS 8,091 10,03k 10,966 9,432 10,h33 13,165 14,657 16,138
Barlkes 2,078 2,605 2,807 2,758 3,118 L, 061 L, 8L8 5,712
Insurancei.ife anu Generel) L, L13 L3 h,831 1,926 5,178 6,281 6é,h08 7,16L
Rezl Estates & other Financial
Institutions 1,600 3,005 3,268 1,748 2,137 2,823 3L 3,262
OWNERSHYP OF UWELLT TGS 6,753 7,485 7,972 8,605 9,4L3 10,227 10,955 11,192
PUELTC ADMINISTLTIC™ 13,316 15,023 17,199 18,587 20,555 22,311 2k, 979 26,670




TABLE ) (continued) - 16 -

TNDUSTRY BY SUR-3SECTCTS 1960 1961 1962 1963 1961, 1965 1966 1967
MISCELLANEOTL SERVICLS 28,147 30,433 33,139 36,232 38,087 42,733 Lk, 908 17,109
Bducation (Private) 3,01 3,588 3,811 b, 52 L, 760 5, 0hh 5,232 5,50
Medical and Health 1,536 1,633 1,842 1,883 1,916 1,916 1,917 1,966
Legal Services 1,187 1,222 1,196 1,340 1,3h0 1,357 1,357 1,436
Other Professiecnel Lervices 1,782 1,589 2,510 2,736 2,877 2,986 3,042 3,290
Recreation :ni Lmberbsimernt 2,724 2,917 3,65L 3,694 3,892 I, 020 1,676 L,971
Hotels, Restaurants, Clubs 5,08L 5,095 5,019 5,072 5,514 6,960 8,036 8,42l
Laundries and other Yersonal
Services 3,829 b,2L9 h,521 4,719 . L,705 5,129 5,222 5,588

Undertakers nnd dmbaimzrs 21l 215 223 230 237 250 253 253

@ROSS DOMES. L C PRODTCT 215,876 230,752 2Lo,Le8  255,783-1 273,947 297,140 322,456 336,L92




TARLE 5 -17 -
UNDISTRIBUTED CORPORATE PROFIT BY INDUSTRIAL ORIGIN
SLCICES L ND SUB-SECTORS 1960 - 1966
{Currert Values) £ 41000
Sesters ard Sub-Sectors 1960 1951 1562 1963 156 .. . 1965 1966
{Prov)
AGRICULTURE, FC.C3TAY AND FISHING (1) 575 70, 8cl 980 1,385 1,220 1,579
" Export Teicoltre 280 336 365 T3 A 500 :
Sugar Cene 120 i 1h3 245 377 25l 328
Other Mein Exports 18l; 192 222 293 26l 2hé 320
Domestic igrieuliure &9 1L 143 181 336 275 355
Baot Ceops - - - - - - -
Othes Primary Products 89 11h 1h3 182 336 275 355
Iivestack and Fonting 202 25 296 256 LOB LL5 576
Fishing - - - - - -
Forestry and Logidng - - - - - - -

MININC, JUARRYINT AND REFTNENG (2) - - - - -

Bardte =i Almina - - - - -
Quarrying (incl. Cypsum) . -

MANUPLJTURINC (3) : b,6% 5,071 L6 5,595 8,377 7,103 5,000
Tood (excl. Sugsr) _ ~ 826 T LOB .87 513 762 o07 1,021
Sugar, Molasses & Rum Distilling : 727 1,294 832 913 622 hn 839
Mooholic Beverages (incl, Rum Blending) 602 587 533 L90 778 889 1,002
Non-Alcoholic Bewerazges 7h 78 79 74 72 82
Tobacco and Tobacco Products 211 207 255 232 295 195 220
Textiles & hale-up Textile Goods 233 211 172 160 2,8 272 306
Footwear 52 Lo b1 29 35 3k 38
Wood and Worsd Products 76 79 135 1L 142 1h0 157
Furrituré and Mixtures (incl. Upholstering) 97 83 107 119 133 136 153
Printing, Puvliching, idvertising and other

Papsr Prolucts 233 227 179 292 336 351 395
Leather anl Leather Products 18 15 8 i0 16 11 13
Chemicald and Chemicel Products 391 3156 295 iyl L31 160 c18
Cement and Clzy Freducts 105 99 89 66 £10 98 787
Metal froducts and Repairs 1,155 1,374 1,185 1,h487 1,787 2,066 2,326
Migcellansous Mznufacture and Repair 59 S3 55 92 11 128 1h3

— -




TABLE 5 {continued) - 18 -

UNDISTURBED CORPORATE PROFIT BY INDUSTRTAL ORIGIN
SECTORS AND SUB-SECTORS 1960 - 1966

{(Zurcant Values) 231000

Sectors and Sub-Sectors 1960 1961 1962 1963 196l 1965 1966

' {Frov)

CONSTRUCIION ANC INETALLATION (L) 770 868 843 762 1,236 1,277 1,365

GAS, FIDCTRICITY AMD WATER (5) - - - - - - -

— — —_— — —r

TRANSPCRTATION, STOUAGE AND

COMITONLCATTCY (6) 1,088 prak) s 837 1,09 8% 233
DISLaIBMIVe TWNES (7) 3,228 2,831 2,665 Iy, 208 3,936 4,090 3,957

OHNERSHTE OF DWELIINGS (9)

FINANCIAL INSITTUTIONS (8) 58 766 628 Lh2 667 1,218 1,Lk)

PUBLIC [DMFNIOTRATION (10)

'
1
1
i
k
]

MISURILAK:OUS SERVICES (11) Tie- 53k 556 581 923 1,090 1,237
Education (Frivate) ‘ - - - = - - -
Medieel and Jealth o - - - - - - -
1ocal Carvices - - - - - - -
Tlecraatioa and Frntertaiment 201 121 105 190 321 383 L3k
Hotels, Restaurrnts and Clubs o1l bi3 51 391 602 707 803

TCTAL : 12,475 12,622 11,623 1h,215 16,5492 11,787 19,365

Source: Ammmal Abstract of Statistics, 1968,
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expregses an authoritative view when, with reference %0 sugar, he

stated: "the banks lend the shorf-iterm money which 1Ls necessary to
4

provide for cultivation and harvesiing expenses and get back their

money when the harvest comes in, a1 )
The dependence of domestic agriculture on outside finance wasg

g consgitituted an even mors

i
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rofi
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Ll‘

Gine
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even more marked. R

i

imictadly, the pro-~
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glender proportion o
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duction process 1s on average shorter I domestic agricultur

than for expori crops. 3But the bulk of domestic agriculiure!s GIP

1 -

is provided for by ncn-root c¢rops, and by livestock and hunting

-

which have fairly lengthy vproduction processes, Therefore, there

must have still been considerable need for shors-term finance.

Availaple evidence suggests that the commercial banks satisfied

4

g&¢e
gsome of these needs, G. 5. ¥cMorris in a siudy conducied during

w

¥

the 19508 established +that bank loans to small farmers wexe

mainly "short-iterm; i.¢. repayable within a year and (normaliy

[ix)
m

covering) such operations as land preparation, lLabour and market-

D)

q 2) . ; . R s
1ng.“( / It is known that demestic agriculture has the haaviess

o '

concentration of small farmers, But the iunf

o
H
I
b
0
o
o
o
o
o
=
w
i —
)
o
=
5]

were important to domestic agriculturs in general must be quali
For lMciorris' gtudy revealed thati even among small Farmers bank
loans were concentrated orn export crops, such as bananas and coffee.

Moreover, greater recourse was made 30 gpecialized loan

agencies, such as the Agricultural Credit Board and the Peopnle!

(1) A, Brown, cp. cit.

(2) <. 8. McHorris, op. cit.
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Cooperavive Bank.

Credit get out below,

Jome information on loans by the Agriculiural

TABLE 6
A, LCANS BY THE %G‘IC“LTURAL CREDIT BOARD T0
DIRECT 3BORROJERS 1561-1968 £J,
1961 1962 1963 1964 41965 1966 1967 1968
QHGRW TERY 14,990 26,846 12,663 300 NA A 11,569 6,431
MEDIUM TERM  €1,734 17,105 15,837 695 Ma NA 21,354 30,442
LONG-TERH 61,229 9,700 1,5%4 - MA N4 9,900 37,230
TOTAL 137,953 53,651 30,651 995 42,863 74,103
W.A,: Not Available, Total lcans 50 Direct Borrowers and

isations (including PCBs were

approved organ

1965: £975,044;

250,5753 33,125; 1986 £592,865; 1868,175; and 27,228.
B. TO PEQPLE!'S COOPERATIVE 3ANKS AND APPROVED
ORGANISAYIONS 1961-68 £J,

1661 1962 1963 1964 1965 1966 1967 1668
SEORT~TERM 383,798 329,600 336,658 9,600 ¥A NA 532,280 519,087
MEDIVM-TERM 619,969 471,654 224,126 5,33C WA NA 342,81C 436,927
LONG~TERM 152,475 19,850 10,325 1,450 ¥A  NA 579 22,016
Short-term are Zor up to 2 years, Hedium~tzrm from 2 to 7 years
Long-~tcrm for over 7 years,.
Sdurce: Monetary Statistica.
The dsta indicates that a2 relatively large amount was locnsd on a

short-term basis either directly by
cr via the People's Ccop Banks, since the

atantial relending to small

augnented by thoss ccentribuied by the Peogple'ls

their own shars
and 1966, and for Farnurg!
LoV

and Devilopnent Proegranne nc

reduction Progronae

Thesgse funds were

and Loriculture

Trockdown On



maturity dimensicns of loansg by these instvitutions. In total they

S

are evidently large. For those two years the breakdown is as

followsg: + 1965: £1,075,551; £251,0545 £11,42335 1966+ £642,834;

£150,690: £4,990 in increasing crder of maturity. Altogether then,

-

the evidence indicates that though bank credit was important to
the short-term finance of economic activity in the agriculiural
gector, this was more the case with respucy to export agriculiture
than to domestic~market criented agriculiure,

Let us turn to the gquestion of capital formation. In Table 8

(pp. 24) we present data on fixed capiial formation in the econony.

ok
[N
ok
w0

ultural sector was a

UQ

In 1964, capital formation in the a

[+

highest, and in 1963 at its lowest for the period under raview,
The statistics on retained profits =nd depreciation allowances show
clearly that in no year could have fixed capital formation been
financed sntirely from internal sources. In 1963, when fixed
investment wag at its lowest, the two internal souxrces accounted

perd ~ (2) . . . oA
for 66% at the nmcat. (Details are given in Tables 9 and 10, pps.

25 and 26.) The sector therefore must have resorted to external

gources,

(1) Total loans outsitanding and shere capital at 31st December were:
1960 1961 1962 1963
Loans 2,010,916 3,029,482 3,274,637 3,452,256
Paid-up Share 365,146 388,565 405,190 419,230
Capital
1964 1965 1966 1967
Loans 4,199,228 3,389,112 4,626,231 5,892,351
Paid-up S, Cap. 441,174 468, 464 471,294 N

In 1965 and 1966, share capital loans were £115,950 and
£162,451 respectively.

(2) The gqualification is necessary since undigtribuied profits
need not have been entirsly expended {(and ouxr earlier discus-
gion suggests this) on capital projecis in any given year.



T4BLE 7 22 -
CAPITAL CONSIMPTION ALLOWANCE BY TNDUSTRTAT ORIGIN 19460 - 1966
(Current Vainmes) £31000
SkNTORS 196G 1961 1962 1963 196l 1965 1966
AGRYCULPURE, FORESTRY AND FISHTNG (1) 1,204 1,277 1,273 1,785 1,578 1,456 1,496
Fxpor® Lgrioniture ] e 776 1,283 1,055 897 85L
Sugar- Cane 500 553 583 1,078 825 6973 671
Other Mzin Txmorts 209 201 183 205 230 20k 210
Domestic 4dgricultwre 290 295 266 256 261 28k 323
Reot Zrops 3L 31 34 33 37 50 59
Other Primary Products 255 284 232 223 22) 234 26l
Idvestock and Hurting 184 203 206 222 237 21,8 262
Fishing 8 11 11 10 11 13 15
Forestry and Lopreing 13 14 1l 1k 1L 14 15
MINING, QUARLEING LWD REFENING (2) 3,385 3,488 3,878 L, ol L,5685 5,160 5,400
Baixrite and Alumina 3,298 3,376 3,‘;55 3,852 I, 35L 1,739 I;,952
Quarrying (inct, Gypsum) and Petroleum
Refining 87 112 118 149 a3l he1 4h8
MANUFACTIRING (3) 2,683 2,896 2,927 L, 063 3,910 L, 06 L, 63h
Food {excl. Sugar) . TR 513 519 507 579 114 The
Sugar, Molpases ond Rum Distillin 820 880 378 1,767 1,242 1,098 1,436
Beverages (Alcoholic and Nen-Alcoholic) 269 338 371 LoL W7 L76 523
Tobaceo and Tobacco Products 38 L7 38 67 107 109 120
Textile and Mrde-wp Textile Goods 131 150 165 180 25 230 246
Footwaar ' 5h L8 ] 50 57 55 57
Wood ana Weod rroduds 12 L5 Lo _ i 53 55 57
Fornituré ondé Fixturas L3 ol 51 gl 57 &L )
Printing, Publishing, Advertising and ’
Other Papur “roducts 107 119 116 152 172 186 206
Leather ard Leather Products 15 13 10 11 11 12 13
Chemical and Chenleal Products 79 81 83 - 1o 118 138 156
Cement and (lay Products 328 372 351 362 k30 507 56k
Metal Pioducts =nd Repairs 179 20l 07 236 269 321 376
Miscellancous Manufacture and Repair 31 38 L2 - LhE 53 60 72




TABIE 7 (continued) -23 -

CAPITAL. CONSUMPTION ALILWANCE BY INDUSTRIAL ORIGEN 1960 - 1964

(Curvant Talues) ‘ £J1000
Seciurs 1960 1961 1962 1963 196L 1965 1966
CONSTRUCTINY AND TWSTAILATION (L) 1,179 1,217 1,2h7 1,229 1,251 1,L67 1,762
GiS, ELoCTPTCITY .M WETER (5) 258 30 226 4u3 L56 70 6L
TRANSPORATTO, STORAGE LND COMMUNT CATTON)
Y] ) 2,21, 2,763 2,856 3,053 3,190 3,Lh6 3,828
DISTRIBUTI™T TRADN(Wholesale and
Retail) {(7) 1,9LL 1,996 2,008 2,19k 1,805 1,916 2,082
FINANGILT, INSTIVJTICHS (6) 80 113 130 112 115 137 15k
OWNERSHI™ OF IMBLIINGS (S5) 1,513 2,152 2,292 2,47h 2,715 2,901 3,150
PUBEIC LLJTHISIIICH (10) - - - - - - -
MISCELLLNEOUS SkRVICIS (J1) - . 1,112 1,278 1,287 1,3h9 1,417 1,621 1,816 |
Privete mducation 7 e &0 7L 73 oy e !
Medical and Tealth 75 79 ga 91 93 93 93 |
Legzl Services 36 39 38 39 39 39 39
Other Professional Services 31 36 L& 51 L6 57 60
Recreation and Entertaimment 216 2L9 253 251 258 24g 305 !
Hobels, Tasteusants and Qlubs L3 L75 bl L66 517 689 820

Domesic farvices
Laundries znd Othar Personal

Services 18h 313 338 347 353 373 &

Religious, Trade, Welfare and Qther

Non~-Frofit Orgarisations 17 17 17 19 23 36 27

Undertekers and Embalmers 13 1 1L 1 15 16 16
TOTAL 15,972 17,48k 18,22h 20,743 21,126 22,871 25,060 |

Source: Annual ibstract of Stetistics, 1968.



FOYED CAPITAL FOIMATION

TARIE &

BY TMDUSTRIAL SECTORS 1960 - 1947

-2l -

Current Values im.
CROUPS 1960 1961 1962 19463 j 196l 1965 1566 1967 (Prov)

Agriculture, Forestry zrd Fishing 6.1 5.5 5.1 L.2 7.2 5.9 6.5 5.5

Mining, Quarrying and Refining 1.5 1.3 6.8 1C.5 3.2 5.7 10,5 2h.1

Manufacturing 7.6 9.0 6.9 5.1 8.9 7.7 8.7 10.2

(a) Sugar, Molasses and Rum 1.0 1.L .9 1.1 1.9 2.0 2.5 2.1

(b) Other Manufacture 8.5 7.5 5.9 4.0 7.0 5.7 6.2 8.1

Construction and Installction 2.2 2.2 2.2 2,1 3.2 L.6 5.1 3.8

Electricity, CGas, andi Water 1.7 2.2 1.6 .8 1.0 1.1 1.7 5.2
Transportation, Storage and‘ ' ‘

Commuriecation - v - 6.0 5.9 6.0 5.0 7.1 8.5 8.7 6.5
Wholesale and Retzil Distribution 8.5 7.1 5.9 b2 6.1 5.0 5.3 5.1
Barking and Insurance 5 4 .7 .7 1.0 1.0 1.1 1.7
Ownership of Dwellings 8.5 740 6.9 6.2 8.? 9.8 10.1 7.6
Public Adninistration 5.3 5.5 5.0 5.1 7.0 9.6 11.6 13.7
Miscellaneous Services 1.9 1.9 2.0 2.0 2.6 3.3 3.6 2.7

TOTAL 9.6 L:8.9 Lg.1 Ls.8 55.9 62,1 73.0 86.1

Source:

innual, Abstract of Statistics 1968



TABLE § -~ 25 w
UNDISTRIBUTED CORPORATE PROFITS AS QF CAPITAL FORMATION BY  INDISTRIAL
SECTORS 1960 - 1966
CURRENT VaiUkd .

T POTPS 1960 1961 1962 1963 156l 1965 1966
hericulture 2.5 12.69 15.67 23.37 19.20 20,81 2h.25
Mining N& 178 N NA NA NA N
Manufacturing £1.68 54,560 61,69 110.07 73,78 92.27 91.5h

Sugar 70,38 91.13 88,70 8l 62 32,98 36.56 o 33.95
Other 60,29 50,10 fn, 80 3h.92 dz.2l 112,29 11lh.9k
Construction and '
Installation 35.53 39.53 38.69 36.10 38,78 27.65 26,61
Gas, Electricity,
and Water ML Na N& MA iy A N
Transport, Stora.,z and
Comuiwri cation 18,16 15,55 18,23 16,74 15.4 10.50 10.72
Distributives Trades 38.09 39.60 bl .96 102.89 éli. 36 81L.47 75.30L
Financial Institutions 116.20 88,25 89.71 83,1k 6£8.70 121.80 131.27




TABLE 10 - 26 -

DEPRECTIATION ALIOWANCES 45 # OF FIXED CAPTTAL FORMATION

CURRENT VALUES
RO IPS 1960 1961 1962 1963 196l 1965 1564
ACRTCULTTRE 19.78 23.02 2L.81 12,57 21.87 2h.87 22.97
MINING 226.88 26h.8L 56,70 38.31 146.91 90,93 22.4i
MANUFACTURL s 35.51 32,32 L2.59 79.93 Whoon L6.27 Ls.25
Svgar 79.38 61.97 93.60 163.76 65.85 53.56 58.11
Other 28.56 26,74 3h.52 57.3k 38.13 51,70 39.29
CONSTRUCTTON Sh.la 55.42 57.23 ~ 58.22 39.25 31.77 3k.39
ELECTRICITY 15.17 13.82 20,37 55.37 L5.60 63.72 Lh.76
DISTRIBUTIVE TRATT 22.9% 27.92 33.87  53.6h 29.51 38.17 39.26
TRANSPORT, STORAGE, |
COMMUNLCLALLON 36.90 L6.83 L7.60 61.06 L. 98 4G.5h L. co
FINANCIAL TNSTIZ JTIONS 1560.00 .12 18.57 16.00 11,50 13.70 13.72
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However, the exteut of the bauksg' partic cipation must be ascertained,

ck loarable funds came from non-bank sources, The i Agricultural Pevelop-

©
(41}

rent. Corporaticn, the Commonweaith Development Cormvoration, and Barclays
Overgeas Development Corporation were major gsunpvliers of long-term funds
to the sugar industry. Likewise for ithe barana indugsry. Thus
Callender writes: '"There are no stvatistics available on the financing
of investment, but it is quite probable taat the greater poriion of the

capital for inveszment in the larger banana and sugar estates came from

uncistriouted profits, issues of debentures, stocks and from privates

SOUrCESE aawnws ' HeFarlane was more rprecise. He lizbed for the
banans industry threemain scuvces of capital funds:

1)  British Overseas Development Ccrvoration, ard Colonial (now
Commonwealth) Developmen$ and Welfare Fundss;

2) Iocal loan zgencise such as banks and lnsurance companies on
& short-term basig;

3) Iocal groviera! associations for working capital,.

On the cther hand, equity finance ig comparatively rars for old

enterprises in Jamaica; and, export farming is among the oldest. Of thae

£14,7 m. snare capltal authorized betwsen 1957 end 1964, only £523,000
. q (2) I IR T H n ooy RN
acerued to agriculture. Tvidently, ths proportion of fixed capital
formation fivanced by share capital is swall,
For an evalu of the role of the specialized losn agencies we
refer back to Table 6, pp. 20. Thare again we uncte the subsiantial

anounts 21lotted 28 medium and long-term loans by the igriculiural

Credit Hoard, These loan categories refer o expenditures for asuch

(1) ¢. ¥. Callerdar, op. cit., pege 81.

(2) o, B, Girvan, op. cit.



purposes as repalrs to 'and construction of farm buildings, and other
capital expenditures such s drainage and irrigaticu.

- Cther evidence suggests bthat rselative to other exterral Tinancial sources,
the benk hssg played a rather minor role in investmant finance, The maturity

gtructure of bhank loans and the iraditional nreference for short-term loans

;]

stggest that muoh credit was not of the fixed iuvestment nature. The ratio
of leoans repayable I less thaa 12 months to thoss repayabls in more than

12 months varied between 1.6 w0 3,3 for the veriod 1961-1968£1) However, siuce
wve recognise that the exvenamee practice cfrrenewing loans is one me tnod of
extending the payment period, the ratics may well understate ihe proporticn
of loang with an zZctual maturity i1n excess of 12 morths, and thus understate
the extent %o whilck bank finance was used for lounger iterm luvesimeant purdoses.
For small-gscale agriculture, banks loans, as lcilorris has noted, vere
esgentially shnort-term. Funds for the enitire range of medium and long-ternm
capital projects on small farms hed come almoat éolely out of farmers!

savings and from gifvs and grants from friends and reiatiwvea,

:ranted its importance to the activiiy of the gector in gensral, hank
credit has not heexn widely diffused and has consequently had an uneven impack.
Advances nave been concentrated om 2 few larze-scale enzefprises and those
rroducing particular crops. Traditionally the =smphasis hag been on cene-
farming, Arthur 3rown wrote: "I think outside of the field of suUZAT «verss

there are a ¢ ther crops that one would find to nawve had any assissance

fD

®Q
from the banks ”( Brown's statement, thougn sweeping, 1s substantizlly

=

(1) Hatios are:
1961 1962 1963 1964 1965 1966 1967 1968
2.8 2.2 2.3 3.3 3.1 RES 2.2 1.6

(2) A. G, Brown, op. cit., Page 109, .



valid; the ovanks nave concentrated cn expori crops. .icFarlane has noted the
D

/‘\

low of credit fc banana growers. '
Given the large volume of btank credit %c agriculture in general, and’
the predeminantly smz2ll farm nature of domestic agriculture, negligible
flove to domestic agriculture indicate thas loans are concentraved on large
and medium-sized estates. Though no data for 1940 Ho0 1566 is available, a
. I . {2}
guess based on nickorris! 1957 study, ’ can e hazarded. t of loans

toetalling £5,892, the lender category "Other" which included commercial

barks and excluded most other lenders accounted for only £342, of which

gy

143 was for rics.

iyl ragicel chang n occurred sit vhern, 1% can b2 infery
Unless racicel changes have occurred since thern, 1% can be inferred
that bank loaws hawe not beeu directly nrominent in the transaction of small
armers generally, and those producing for the domgstic market in particular.
f 11y, and th Trod e th t ke particular
BANK CR=EDIT AFXD MANUFACTUBRIEG ACTIVITY

The manufacturing sector has been one of the largest recipients of
banks loans. iioreover, the trend has vesn for shis sector So account for
an increasing oprovortion of bank loana,

- ~ . ozt . = 1

Its percentage share grew from 15.3%s in 1961 to 21.5% in 1968, In-

there a slacking of its growth

=

n abgsolute as well

-

only one year (1962) was
as percerntaze terms.
Despite the maznituds of these loans, there are some indications that
benk finance did not feature lmportantly la the capital budgeting of the
manufacturing sector. Gross intermal finance rose rapldly throughout the
period and accourted for much of the sector's capital transactions. Fer 1941,

o -

a year of very large fixed capital formetion, ftotal interral finance

(1) D. ilcFarlane, op. cit.

{2) C. S, ilcHorris, op. cit,
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. . . s A - 4 . -
{éepreciation allowances plus retained profite) aporoximated 8% of fixed

cepital investment., Ratios were generally higher, (See Tables 9 and 10 for

details.) These high percentages are stronzly suggestive of not too zreat 2

reliance con external finance, Other evidence isads to the same conclusion.
Mratly, much of Jemaica'ls mannfactuﬁing enterprises, Ly virtuwe oF

foreign-ovwnershin, finances its cepiial formaticn bty direct for

@
‘_l
Juf
g
|—l .
:'5
5|
t
<t
!

ment, n 1962, foreigw investment in manufacturiag industry totalled

I
1
£25.8 mg') lipst wag concentrated in sugar, chemicals and textiles, though

Fal

tietal Producis and Eeverages accountad Ior considerabls amcunts, Iriher,
foreisn~-gvmed enterprises produce a iarye pert of the domestic outout of
their grcoups. Of the 18 large sugar mamufacturing enterprises in 1962,
eight were foreign~ovwned and produced 6CH of total suger 1946-1962. Of 59
large textile firma, 16 were U/S. owned. Their output, waich by law, is
mainly exported, in 1962 amounted To a little less than ore~fifth of iotal
sales. Two out cf the 12 large units in Poodwear industry were Ioreign-
owned and four had siznificant external liesvilities, The chemical industry
is dominated by foreign firmg which own £1.4m. out of total asssets of £2,3m.
Thus a tremendous amount of manufacturing business is financed from owutside
R. Palmer's recent gampla surve?(z) algo suggests that bank finance hae
not been generally very important for manufacturing industry. Gnestiomnzires
were sent to three large manufacturinz corporations. Ze found that one firm,
a long-established monopoly producer cf beer, regarded bank finance as a rare

practice; another, a monopcly vroducer of cement and cement products used

bark sdvances of £.9m. for & project valued at £1.5m., the remainder being

(1) A1l daie in this paragravh were obtained from Girven, op. cit.

{(2) Palmer, cp. cit,
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met by retained profits; and the lagt firm, 2 near-moncopolist, wag guaranteed
bark loans of £170,000 and bank purcnases of Tirgt iortzazes Pounds valued at
£3C0,000. On this basis, he concluded that the degree of dependence on bhank
loans for capital projects was irrezsular.

However, one should be careful in drawing inferences from this survey,

for meveral reascouns, Iirstly, it

ci

covered & small number of firms, though over
a wiae range.of activities and_ itherefore cannos yield acy firm general results.
Secondly, the enterprises were ronopolists and therefore capable of heving
excertionally large retained earnings. iloregver, one was a family firm and
therefcre able %c pay out 'a very small nrovortion of (its) nrofits and

. o : W1}
(keeP) by far the greatest proporiicn ....s. 1o the businsssh)

Hig findings seem more relizble fcr eguity {inancing. Foreign-ownershin,
thé family-nature of business, reluctance to dilubte owmershiyp a2nd conirel and,
until recently, the abseuce of a siguificant domesvic capital market militated
against debt finance - particularly so for sugar manfacturing,

Resort to share issue has beern more marked for aew firms., Between 1957-
6i, £3,568 nad been authoriged for 295 new Tirms. However, even nere as is
evident from the gmall volume of share capital in relation to the large number
of firms; equity finance has net been varticularly siguificant,

Ancther major source of finence hag been the Jamsica Indusirial DJevelogp-
ment Corporation. This unit was established for the explicit purnose o
providing agsistance by lcans, constructicn znd lease of factories, and
lease of land vo new and nreviously existing enterprises. FPisk capital

provided by the Corporation at December 1963 amounted to 946,000, Total

fixed assets amwounted to £1.6m. in Decenmber 1961.

(1) letter from Chairman of Desnoes & Geddes Itd., the beer
rroducer, cited in Palmer, o»n. cit.



Nonetheless, the ratlo of bank advences to the sector!s GDP sugzesis that
bank credit has featured prominently in the seactor's activity =29 a whole, The
rlanation then is that the role of the banks. was esgertially ag troviders of
short~tern production funds.
Since the sector covers a wide range of activities and performance varied
widely within the sectors, it ie worthwhiles to examing the inter-sectoral dis-
tribution of vank credit. Details ars presented in Tables 1 and 2, pps. 9

and 10,

The prominence of the stgar-rum combins is noticeable. Ho devails of-

~

the sharesg of individual indusitries within the "™ood" zroup is available.

However 1t is iikely what, since rum-blending is ar offshoot of the sugar-rum
Glstilling operaticns arnd assumiong that traditicnal bank links are extended

to rum-blonding, a cousiderable amount of the zroup's finance went towards

the meaufacture of rum. Similarly, the commercial banks traditionel preference
for large-scale export crops could indicats that a substantial proportion wes
lent to the tcbacco industry. Thage two factors imply that the food industry
may have received a very small ghare of bank credis,

"Other Manufacturing" covers many enterpriges; bui There ig mo reason
for supposiung that credit was everl“ digtribused. among them, Xor insiance,
in 1962, advances amounted to £2.6m, Palmsr's evidence reveals thai in the
same year, CaribbeagVCement Qompany Ltd. received overdrafta of £,5m., and
Caribtear. Steel Co., was sssured overdraists of £170,000 - a total of
approximately £.7m. In effect over one-fourth of loans to 'Other Indugtries”
was to two large firms.

This concentration of bank loans on 2 few larze enbtesrprises within 2
widely ranging sub-sector, populated extergively by smzll-seale operators
glves rise %o the hypothesis that the banks by and large nsglected small-

geale manufacturers., Two other features of the pattern of credit also asuvggest



the same posgsibility., Tirstly, there is the large uroportion of
accounted for by the '‘Buger, Fum' and '‘Tood, Drink, and Tcobacco!
are meinly comprised by lafge-scale evterprises. ¥Finally, there
proportion of loans To the 'Textiles! group waere a large number
egtaplishments is knaﬁn vo be located, _dmﬂuted+d, without mors

information, the hypothesis must remain untested,

bapk finance
sroups, wnich
iz the low

of small

detailed

On much firmer ground is the conclusgion that the criterion of credii-

worthiness adopted by the banks has resulied in & situaiion wherein those

enterprises which can finance themseives get bark assistance while those

which cannot finance themselves do not receive help. Irom the data

agsembled so far, it 1s clear that bank loans were generally concenirated on

those gzroups with the nighest level of internal funds end greaber ascess to

non-bank external and quasi-internal sources of capital,

BANK CREDIT AMD THE DISTRISUTION SECTOR

The Digtribution sector pregents the clearest example of how

importans

a permissive or constraining factor bank credit can te to the growth of

X

economic activity. The capital requirements of eunterprises engaged in

retailing or vwholesaling are gignifi

oe)

e
T

icantly different to those of

ture and manufacturing enterprisss, 3y the nature of 1ts outout,

agriculs.

the

distribution gector has a higher raiio of vorking to fixed capital, Conse~

o

guently 1ts major needs would be for snori-term capital., Insofar as fasgiser

turnover lead to shorter repayment mperiods, leen demands harmonise with the

commercial banks! trediticual prefereance for short-term loans and algo

represent s higher level of crediv-worthiness frcm the banks'! standpoint.

Further, for firme engaged in the wholesaling of imporied commodities, the

need for short-term adjugtment finance is strong. According to the Bank of

Jamaica Annual Report 1961, trade credit granted by foreign exporters

normally exceed 9 months, while wholegalers extend trade credit to retailers
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for longer periods. ¥holesalers therefore require longem

3,

¢ty foreign suppliers; this, the

fm?]

term credit ihan is grante

g
commercial banks supply. In =2ffect, the loczl banks finance the
novwement of working stock throughout the whola chain of disztribu-
tion., Consequently, loans can be expecied To te large. Tables 1
and 2, pps. 9 and 10, show that The Distridbuition sector was the
largest single recipient of bvank advences. Even though its
percentage share declined over the years, in absolute term such
loans continued to rise, The data on bank advances ag a per-
centege of GDP reinforcesg the conclusion that bank loans were
esgential to thes sector!s cperations., For 1961-1967, the per-
centage averaged about 34%,

It is useful nowever to attempt an assessment of the contri-
bution of bank finanece to the long-term growth of activity,
Since fixed capital formation movements are an important indicator
of the basic trend ¢f activity, we now discugs their financing.

Fixed capital formation remeined at a consigstently high level
throughout the pericd. 8o did the v&lume-gf internal finance
available, In 1960, the high point of fixed capital formation,
retained profiis plus depreciation allowances accounted for 51%
of capital investment., In no year did the percentage fall below
51%; instead itrwas consistently in excessgq) Congequently, it
wag hardly necegsary for existing firms to resort to external

financial sources.

(1) The high level of capital consumption allowances is one of
the extremely puzzling features of Jamaican 3iax laws. Since
capital stock is mainly liguid and fixed, capital is mainly
in the form of buildings, with a low natural rate of
physical depreciation.
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New {irms appear to have placed major reliance on shaxe
iggues, Altogether, thelDistribution gsector accounted for
almost one-half of the total new share capital aunthorized between
September 1957 and March 1964 -~ a iotal of £6m, approximately for
571 new Companies, Thus neither the 01d nor new firms found it
necessary as a4 rule to rescrt to substantial bank finance of

inance though crucial to short-term

-y

caplital programmes, Benk
activity, was (directly) marginal to its long-term srowth. Its
riﬁdirect contridbution we discuss in a more general context, at a
leter stage.

CEEDIT AWD CONSTRUCTION ACTIVITY

By 1967, bank advances to the Conatruction and Building sector
had doubled ita 1961 level;rbut 2g a proportion of total loans
had not increased markedly. The data in Table 3 suggests that,
if we tvake the ratio of Bank Advances to GDP as indicative of the
influence of bhank credit, the importance of bvank finance has not
heen very sreat, though considerable and increasing over tine,
perticularly during 1964-1967.

Though it is difficult to evalunate the precise role of bank
credit, it is likely that much o0f it waz ccnfined to financing
ligquid capital requirements of ‘puilders, Three factors -~
suggest thls ccncliusion. Firstly, the banks! lcan portfolios are
weighted heavily in favour of short-term loans., Secondly, circu-
lating capitel (in the form of lumber, stsel, cement, labour)
comprises a large proportion of the total cost of =2 project.
Thirdly, the time interval between contractual payments (to the
builder) and his actual project expenditure may stretch into

months,



empt to esgtablish what

4 4

It remains necessary, however, %o at
fixed capital financing role (if any) +the banks played., It is
evident that internal finance could have cccecounted for practi-
cally all of the sectorts fixed capital formation in the earlier

years. From 1960 to 1964, the two sources jointly represented

1=y

not less than 78% of fixed capital formation, and for the firsi
3 yeoars not less than 90%., Thus in these years, boibh equity
capital and bank finance was almost irrelsvant, Hew authorized
share capital 1997-1964, amcunted to only £487,000.

Aftexr 1964, the situsation seems to have changed somewhat.
Internal Tinance formed smeller, +though still absolutely large,
percentages of fixed capital formation., The ratio of advances to
GDP as we have already noted rose from that time. Sevesral factors
seem to have contributed to the change., GIDP and ¥Fixed Capitsl
Formation both rose rapidly in 1964 and remained at a permanently

higher level. On the other hand, though undistridbuted profits

e

rose substantially from 1964, capital consumption allowances

recorded only =small increases. Thu

4]

the change in potential

internal Tinance was not sufficisnt to accomodats the hiéher level
of current and long-term activity., Uniocstunaitely, we have no
information on share issues over those years. Ve know, howevaexn,
that bank loans also rose substantially to & permanently highex
level from 1964, As a result, and in the absence of evidence to
the contrary, we conclude that the higher level of bank advances
waas in respenge to the increased demand for finance from the
congtruction and building industries. Bank credit therefore
increased its imporiance 28 a permissive agent in the activity of

this sector from 1964 onwards.



BAND FINANCE AND MINING

Benk lcans to the mining sector have been practically constant
in megnitude, for long periods of time though percentage-wise they
have declined drastically and continuously. HNonetheless they bulk
very large in the portfolio of bank loans. The ratio of loans to
GDP for ithe aining sector auggests a fair degree of importance
ghould be attached to bank loans as a determinant of sgector

activiiy, particularly in the sarlier years when GDP was lower

B

and credits larger in magnitude, Yet this inference must be
gtrongly gualified. .

Though the expansion of mining has been considerable, bvank

iy

loana were nsver c¢rucial because of the continuing heavy flow o
direct foreign investment, Bank advances represent small and
extremely short-~termn accommodation, &8 the Treasurer of Alcan
gtated: "Except for relatively small term loans from commefeial
benks {the company) has relied on (its) pa¥ent company for debt
and equity financing (including retained earnings)“(1).

Thus commercial bank loans are incidental to the operaetions
of the mining industry and ftheir discontinuation would cause no
difficulties.‘

BANK PINANCE A¥D THE HOTELS A¥ND ENTERTAINMENT SECTORS

Bank advances %o Hoteis have been large though declining in
absolute ag well as percsentage terms. Loans to 'Entertainment!
enterprises have not been large though rising. In 1961, they

fal

totalled £0.4, and rose to £1m. by 1968. Percentage-wise, no

(1) Cited in R. W. Puluewm, op. cit.
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digtinct trend is discernible. The data in Table 3 pp. 13, is
indicative of a considerable though rapidly declining importance
of bank credit to the hotal trades. The level of importance is
understandable in view of the structure of the production process
in the hotelling business. The $rend is explained by the rapidly
growing share of foreign investment in the hotcl business, Here
again, there is need for bridging finance, The Entertainment
group reveals an oppesite trend, Thexrg bank finance grew from a
positicn of lesser to a position of greater importance. The level,
however, remained permanenfiy lower %han the counterpart for “'Hotels",
Other information suggests that bank loans ranked high in
relation to other financial sources. Retained profits and capital
consumption allowances wewre small, particularly in relazsion to GDP,;
Though no data on equity capitel is available, it seems reasonable
to aggume that share igsue would not be 2 regular method of raising
capital, Moreover, Girvan claims thas 30% of total hotel capacity
in Jamaica is U.5. owned, and therefore foreign-financed,
Thus the overall impression is that bank credit was an
important determinant of activiiy in these two sectors.
OTHERS |

These sre other loan categories ligted in Tables 1 and 2 pps.

}_l

9 and 10, Bank advances to the Government sector were gencrally
small, though important as Table 3 pp.13, indicates. However, the
major positive contribution of the banks lie more in their hold-
ings of Government stock.

The absence of any detailed information on the category Land

Developmenti foregtalls any diseussion,
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Non-bank financial institutions account for laxrge absclute
ampounts of %the banks' loanable funds. These loans appear to be

of considerable influence on the sectorl!g activity, as Table 3,

pp. 13, suggests.

The Yational Acgcounts date ig not sufficiently detailed to
permit an evaluation of the type of activiiy financed by bank
loans, However, it has been reporited that loans to Credit and
Financial Institutions have been mainly for construction and
exteﬁsion gf bﬁildings. It appears therefore that the investment
by banks in the loan capital of other financial intermediaries
neived in the U.X. and U.3.A, has not occurred so far in Jamaicsa,
THE INDIRECT CONTRIBUTION OF BANK CREDIT TO SECTOR ACTIVITY

Bank credit uhdoubtedly hag influenced sector activisy to a

<+

greater degree than is measured by a study of direct loans %o
sectors, A complete treatment should include indirect effects
such as the muliiplier effects diciated by intexr-sectoral trans—r
actionsa, and the effects of loans to the Personal and Professional
Category. This loan category was the second largest single
recipient of loans. Moreover, advances grew rapidly from 1961
onwards, Borrowed funds are used largely for the purchase of
consumer goods, of a greater or less durable naiure,. Theiefore,
though no details on expenditures are available, it is possible
for instence that these loans contributed to the massive rise

in imports of consumer durables and thoreby 1o the increased
activity of the distribution sector. Further, the Building

industry, Manufacturing, and Agriculiure %to0c must have received

stimulus from expenditures by this category of loan recipients,
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SUMMARY

The volume of bank credit is very large and affects a wide
range of activities. However, several disgtinct features of the
pattern of c¢redit emerge. Bank advances are concentrated on =2
few sectors, Wiihin theée, there has heen an emphasis on a few
types of enterprises, Major flows have often been to those
groups of enterprises that have had access to large amounts of
internal finance, either hecause of monopoly conditions,
generous capital consumpiion allowances, or access $0 financial
regottrces of overseas-based parent companies, BSome of these

enterprises have also had greatsr access to authorized ghare

capital.
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C. EXPLAMATIONS OF THE CREDIT PATTERN
Our explanations cf the sectoral composition of credit are based on
inadequate data. However, existing information suggesis sirongly that
aggset-portfolios reflect zreat concern with the criteris of self-
liguidation, short-maturity structure, and credit-werthiness. Our
rremige ig that iun an unregulajed loazn market (i.e. 2 markei that is notb

1

ne size of loans to & szpecifi

|_.|

under legsl restrictions) t ed loan caiegory
is explained by the exteni to which the loan demand meets any or 211 o
thege criteria, Iet us tharefore analyse the pattern o loans in ihis
conkext.

It can ve seen that loans to tne export indusiries for the finance
of producticn and sale of zoods are self-liguidating ir that the produc-
tion process 1liseli geuerates the means Tor llauidasing the debt. Like-
wigse ars loans to firms engage in the wholesaling and retailing of zoods.
Thus we hcid That it is reasonable to explain the largs nagnitude of loans
b0 Agriculture and Hanufacturing by the concentraticn of export-oriented

production in those sectors. Sugar, 3anznas, Footwear, Thenicals, and

Textiles are cases in peint, Ioans te the Tistribution ssctor are not only

iy

exrlained by the impert conten

ta]

of i%s transactions, out the engagement o
the sector ir intensive cresdii-finsancing of the sale: a procesg that is
easentially self-terminating,

Howaver, not everything must ve atiributed to the nature of the ro-
duction process. There ls an importert nistorical feature of the banking
gyster which must not be overlooked. WNamely, the banks were establizned
primarily tc service the foreign trade secteor and its extension, and has

continued to do sc,.



Farther, 1t is noteworthy thet many large borrowers within the areas
of concentration have credii nseds tnat are short-term., The chain of
credit financed by a wholesaler dealing in imports exceeds 9 months, but
is nardly likely 5o exceed 1 year. On the other hand, the foreign
exporter normally grants credits of urp %o aboui 9 mounths. Thus it is
unlikely that, in the awverage case, loers 4o the Jistribution sector
would have a maturity in excess of % meonths., dgricultural credit is also
generally short-term, The annual cr biennuel vhagsing of harvesiing ser¥eg
ag a built—iﬁ vime regulator. ilorecver, as far as the Janufacturing sector
is concernad, Talmer's survey wmrovides some evidence that medium- or lonz-
term finance by iarge manufacturing cornorations is rare, thougn large

relative to the toval loaps within that sector., Thus the bulk of loans to

Fty

Mamifacturing is short-term. Personel overdrafts (again of short-term

character) ﬁould cotprise a large percéntaze of loagns to the Persomal ard
Profesgional category. Finally, the gzlobal data on the maturity atructure
gtrenghtnens the contention. Thus the hizh degree of harmonigation of bank
preferences and credit needs was 2 major countributory factor to the
sectoral pattern cof credit.

Very often, optimal asset qualities comblne to rproduce a2 givan loan
pattern. This was wery much the case ln Jamaica, It appears thet the
banks avbached lower risk-coefficients to loans extended to the sectors

o

of highest concentration. Iow credit risks mizht have been the strongest

factor for the PYersonal and Professioral grouv, loang to this grou

'

frequently falling witkin the mediur term bracket and are not self-
liquidating, Insofar as loan recipiernts are gensrally perscns uith
assured incomes, other marketahle assets (a house, life insurance policy,
ete.) and with accounts at the lending bank, these borrowers have high

credit-rating on the score of voluntary or involunisary default, An added
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factor, of course, is that 'versonzl' loans are aigher sarning assets,
since the loan rate i1s frequently sbove the averase, and citen above
those on business loans.

further, it is possitle that several institutional features of the
economy - old femily firms (often monopolists), foreizn ownership or con-
nections, and sometimes foreign maragexment - have cociributed to the
observed credit pattern by instilling the belief (i) that the risk of
voluntary default is less and (ii) that mensgemert techniques ars similar o
those abroad and therefore customary loan appraisel techniques can be applied,

Pinally, some global statistics on bankruptcies, 1955-64, and by
inference on credit risks also nelr %o explain the concentraiion of loans
on large Tirmg, and therefore in those loan categories wnere larzz firms
predominate. The data indicates that the mumber of bankruptcies was
higher =anong smaller sized firms, with fewer failures among eniterprises
with liabilities in excess of £3,000, Credit risk is therefore espparently
minimiged a2t the upper end of the 1isbility scale. This inference however
st be tempered bty the presence of 2 domward trend in nuobers at the

lower end of whe scale, and an upward treud for snterprises at the other
extreme. Je sketch the situation dlagrematically in Figurse I.

Cur final conclusicn therefore is that the pattern of bank credit
—-d.escribedi above is explained largely in terms of ther extent o vhich parti-
cular grcups of berrowers located in particular seciteors of the econony
satlisfied the traditional loan criteria of the expatriate commercial
banking system. Subsidiary factors were the historical origins of
commercial banking in Jamaics and vhe organisation of cwnership finance,
and menagement of some enterprises. hether this sectoral distribution of

cradis, and its intersectorsl composition was optimal from the national

standpoint is an issue, I hope thre conferance will pursue,
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