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§ratem, thoredby cossrraining Zrewth in bank loans, wnd (i1) 2 teoducting
io povermaenr advanees to the sgricultural Develcpment’ Bank (A:D.B.7,
“hieh mlends te fapmers ae sbsidized rates. Pucgible finendal prrbluns

ava Lhelr o be Telited to the guantum of Fnancial Tesouries mads

Cenmeal. B o2 TRUGRAD & Tonraa
fecesrcn Tepeamoany, ot

[.\:; - P

xrallable tz the spatsop against shat whish iz deganded.  Osher rroblems
Trlate to changes i the t2tm gtruitute and darersec rats 2liarges on
1nans and tha reaction of the azrlcultural saater ta such eharres.

- Tad, "‘ﬁﬂ"?r\l"% a—,o,,--,:vmv?-nr-;rp.r,-l" il N T AN AR ..M-,-.-.a-.-,.u- ST A Ao o LY

T e kv..r...-.:.-.z,m‘-_g R X DAY LR nu.‘-u.&“&."\h')u..vA e ua_r.w\.ma.l\-\.?_ea it e el Tl i “-—“

—_ - -~ 285 =
R L B e e G R . T e e - e B e A Ty
T B T TR T e T —— oy — Tt T—— - TR Lo . . ) - i PP d
f—' ——— W —. V . . e M
" e mam e ad] R
- e S — i e R

- ——

" a— T - R T "_---

e e Tl




To raise these Issues 1z nor to suggest that the Hnanclag of
agriculeure ls the critical probles which ‘fa:g! the sector., Cercalnly,
it i3 not the only oor, for lssuss such a5 land rafers, a puaranzeed
labsur supply and the seczor’s role in overall scoadulic developuwent do

tneed urgent attention.

Incerviews cooducted indicate that torroving from formal
financial inszitutions s an luportant fora of flnaucing for  the
agricultural sector, perhaps the wmals form. Byc this i3 a9t the only
weaus, for faroers tap inforwal sources such as relarives aod also drav
on vhatever personal savings are available, Indewd, represeptatives of
the small fooderop faraers, unlike those of the large eszaze awners,
clalz that own savings account for wore than half of their total
fipancial icvestaent in sgriculrure.

dpare frowm the slgnificance of Formal Hnanstzl fastituzions in
the agricultural credic market, it i3 only with TRAPRCT T3 Chese
inuir.u:tnnl- that ascoe  yalisble data are available. It muat b
euphuiz:d that throu:h dillugue and co—vpenr_iuu auong Testarchers, :I.ean
and other 1:|sd.t.u:iens and the faroers apd other users of a;rlcultural

credit themselves, that the data base can be built.l

This paper actteaprs to descride, analyre and evalusee the warket
for agricultural eredfr i1n Trinidad and Tobago, In Secrion II the
supply side of the varket 13 examiued, The lostituzions involved and
thelr role in floancing the sector ig exp).nnd "'h!.l section ldentifies
xnd discusses the patiarn of diltribucian of agriculture credir over the
Past elght years and- the coostralnts vhich -shape the iascitusions?®
porzfolios.  Seerlom III tocuses ou the demand side of che warket.
Despilre rhe lack of dats, It arrempts o discuss che hmus'nluioushlp
vith the loan ia:titutious, highligh:in; the nature of their cradie
needs.  Secrion IV of the PIPer atreopts to draw together the pre-ious
tvo sections ln a dlgcussion and evaluation of the findings, Secrion ¥
concludes the paper with some pertinent cowmencs,

The agricultuzal sector i usuzlly vieved z3 that secror vhich
1% cencerned with the praduction acd diseribution of, primary qriculnuul,-.
cocaadities ineluding fooderops, pomn—food =2t d lvestock. This view
does wot lncorporate activircies such asx fareillzer production or the
Pracassing stages of the above eounddities. These latter activiries

night be cansidued 3o exzension of the agricultural sactor- more brnadly

defined to 1nr.:1ude primry or mu-proctsung -;ricull:ura.l produc:iuu a: ‘

vell s processing Stages. The paper will deal with the financing . of

both aspeces.




JIl.  TIE SUPPLY OF CREDIT T0 TME ACRICULTURAL SECTOR

A (1)  The Commercial Ranks

The commercial banks have been and still are the ma jor fi.r;an:hl
internediaries in thip economy.  Yet, out of 2 total of eighr bank:, Two
large ooes account for the treater part of total agriculrural leas
balances. At the ead of 19B2, these tuo banks  accounted tor
arproximarely $155 mlllion or 75 per cent of toral cutstanding loans cof
$206.% oillfon. 1In 1%7% hovever, these same tuo barks scecunted for 42
per cent of total loan baleneer. This trend sy be & yeflsction of an

ipability or unvillingaess oo the part of the smaller bapks 1o engape in

agricultural lepding coupled with a reversed positios with respeer to the

larger baoks.

In the past, commerclsl bamks have pot extended mote than sbout
2-4 per cent (depending on how broadly ooe definer the agricultural
sector) of thelr otal lcan, portiolle to the spricultural gector. The

transfer of majerity ownership spd contrel ‘of these -Intcmgdiarias from

forelgners 1o nationals has mot changed this particular patrern of loan .

distribution. Such a patterz of distribution of the Joam porttolie wight
be explained by :-
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H tha fact that comnereial banki have historfically been associstesd
wirh the profitable distributive trades sector and therefore
have not developmy the expertise or the interest in agriculrural

. lending;

(1) the agrienltural sector irself, as i whole, has not been able
over the years, to develop the kind of resilience such as 2 Hirs
aspet Dbase for instaoce, thar would wmigoificantly 1ift dus

cverall standard of credit-vorthiness. -

The stacdard of creditverthipess applied by cowmercial bapks has
been a2 source of wuch cowment apd eritieisn from time to rime., The basic
argument 15 that banks in developing counrries ‘“hich are either branches

of setrepolitas bamks or even those vhich heve been localised, waintsin

. standarde of.loac .appraisel wmich are wore in line with the tconoic and

sociel .charatteristics of werropelitan tountries. While ne back can be
expected to make wneconomie loans, in the cast ol Trinidad and Tobago the
appointment of 2 speclalised agricelrursl eyedit officer for lastance way
assist in eosuriog a profiu_ble:- ag:_-_i:ultu_n} ::r_r.dit_ptir_v_:fplio. -Dni)_“ one
bak har a3 officer so  desigmarsd. Ri:'ix;féx:m;tion"' and  gemeral
unfaniliariry with the agricultural sectbr sppear o be .sexiocus dravbachs

to increased agricultural lending ou the part of-rhe bauks,
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While loaps to the entire agricultural sector, relative o thar
for other sectors, represent a scall poréian of cowserclal banks® toca)
loan porrfollo, 1r is arguable that the abscluctk amount s sizably,
fudeed, tomsereial bamks' loans oucstandlog to the agricultural sectar
increased from awsund $46.0 =illlon in 1973 o approsimately $251.0

ailllon im 1980. This fizure deelined to $195 ellllon in 1982 [Table

1). Ivea in resl rteraz, the iocreasa berween 1373 and 1980 s
signlficant. Real loan balances more than doubled over the period ta

abour $95 willion at the 2od of L38O,

. ——————
—— - a  m——

Qutstauding loans are- uoevealy distributed amony the various
sub-sectors, Ovar “tht Iur.v-éle:‘years. bhetveen 30 and U per cent of
toral cutstandlag- lomos— hawbesn extended to the category Food and
Kon-Aleoholic Zeverage. .11-.:!.\:.6'.1';;; Food Procassiag, At the end of 1982,
this sector had a loans Flgere of $93 millien or 47.4% of the towal

agricultural loan povtfolin. The sesctor recelving the second largest

share of rotkl loans over the last cthree ysars Ls Sugar and Holssses

including Sugar Estates, W58 share ac the end of 1982 wvas 17.7 per
ceat, The Poultry laduscey has recelved an average of 4.2 per cent of

total agricultural loans over the lase four yesrs, with tes 1982

allocation ssouncing to $26 willionm, makipg. this fnduscry the rhivd

cost signillernc reclplent ol sgriculeural: loane, "Laaay extapdad eo the

Cocon, Caffse, Citrus and Cacouut lndustries variad batween k4.3 nillisa
and 36,3 million over the last four years which represents a relatively

winor portlon of total outstandlng loaus (Table I).

COMMERCIAL BANXS®

TABLE

LDANS CUTSTANDING YO THE AGRICULTURAL SECTOR

{sK}
1373 T 1974 1575 [ 1978 | 1877 | 1578 1979 | 1880 1381} 1982
i * 1
Flugar tane 3 1.2 1.8 3. 2.5 1] 15.5 §.4 | 26,5 2.7 §
“Fnztog tl e {anleol anlann| walas] on| o
" Hwgar & Holasses 1%.0 | 10.6 3.4 8.2 | 41,5 | ¥9.0 L 60
dtudting sugar (@308 128080 | io s sl et | i s RN
fsraces
s 33| A9 f s | 28] 50 7.0 a8l 84| %
% !-trui,ta\‘.onnts (7.2)(110.8) |{33.8) ) ¢5.3)) ¢€.3)| (3.2} ¢3.2)F te.8) ¢2.31 fg:gl
Rl Expore 17.6 | 16,7 | 1.3 [1%.5 ]| 49,0 [ 706 | 20.81 o3.2] 38.5 ] %5.9
Sl icuiture {38,281 |¢37.20 |¢25.7) {r27.3) | (42,80 |(51.¢) | (16.5)] (3575)| (88.9)] (28.2)
'_: itry 2,1 3.8 5.3 5.4 8.2 0 Ve 15,3 ) 3.6 36.58 6.0 J
= £4.8) | 6.0 | ra.5) |rro.2)| e7o23| 12,87 22,90 t25.7)] €27.5) rz.!..ur
% ivestock Ralsing 1.7 2.0 5.8 3.5 3.3 4.9 4.7 4.5 5.8 6.6
2 Breeding (3.7} te.¢) [{10.9)) (6.8} (2.1 (3.8)] ({(3.&){ 2.8} (2.3)| i3.3)
LEMhing 5 N Ly oLe ] 3.y .2 .00 6.6 187 1.2
s} (120 4203) ) (2,80 ) (3.82) [3.2))- 12,30 (2.58) (2.8} - (9. 0| {5.7)
5
S & Non- 15,0 ] 150 | 8.0 [ 17.7 | 34.7{ 33.2 | 6B.0|78.5 56.8 | 830
weilicohol e Beverage | (32,09} [638.4) | 188.7) {65552 30, 30| 120.7)) £82.70k31.2) | (32.0) | (47.4)
e luding Food
“iRlwesting
=R
e !cultural Cred!t 1.6 .9 0.4 1.2 0.2 0.3 0.9} 12.4 3.5 by
FAicty and toopera~| (3.3)) (2.0) | .f 90| (2.3} [ .2)|~C .2)| - (2.7} {5.9) 1.7yl r2.1)
ke Seclatles : R .
E= 7.3 ) 6.0 | 5.9 ] B9 154|148 | 163 192 | 19a | 0.0
-2 i )
E] domeseic 28.31 1 28.2 | 32.6 | 38.6 ) B5.3 | 67.8 | 10B.8 |I58.0 { 150.3 | 151.)
el rure (61.77 [(52.8) | (T4 3 WTe. TIL (ST. 21| (535 Tde.oMff8e,3) | 7E.0) | oo
= W Loans hE.9 | A&.3 | 43,9 § 53.% JV14.5 J139.4 | 129.5 RS1.2 | 209.0 | 206.8
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Compercizl bank loans for export agriculture (suvgar cane
planting; supar and wolasses including supar estates; cocoa, coffee,
tltrus and coconuts) as a proportion of total loans, have decliced Trom a
four-year average cof 33 per cent over 1474-1917 eo 27 per ewnt weer the
perivd 1B79-1981, Lloans to the sugar-tene industry hae alvays docipates
the porticlio of loans exrended to export  apriculture, !.nurinb}}-
accounting fer 75 per cemt, 1In contrast, the proportion of :ou;
commezical bank loass allocated to domestic agriculture increased from an
sversge of 67 per cent over the four year period 1BT4-197T o ap averape
of 73 per cenr over 197§-1581 (Jable 1). Loanr to 'Other Agriculrure’,
wveraged $12 willion over the ten-year perled )1573-1SEX and renresent
several miscellaneous dtems which available dats do not  dloentify,
Hovever, leans for machinery apd tqulpsent .Zre thousht to be a siwtantial

itex in the toral,

Loans dor processing indusrries have aceounted for wore thag S0
per tent of the toral agrienltural loan porticlis over the pas: gix TRATE
{Table 2), The patters was penerzlly the same in the early sevaoties,
Iz elfect, this meaps that st the end of 1882 for exazple, our bf a pptsl
agricultural loan portfollo of $206 willios, eokmerelal banks leansd
approximately $68 willion for privary agricultural producrien or to

“pon-procesking™ enterprises.

TABLE 2

e

Lo h s ‘:
o3 gy i
o A -

TOHMERC1AL BANKS LOAMS DUTSTAHDING IO THE AGR) CULTURAL SECTOR:~

ACTIVITY DISTRIBUTION [SH)

-3 1973 |37 {sys (1996|1377 [evs iszs lisso |asey
=y
43 Sugar and Folasses N
I Tnetuding Sugac .
1
¥ Esvaces 1,0 w6 | 3.k B2 | L5 %90 s8] 60,3 4o,
feod and Ken-Alcoholle .
e .-!e\-erag: Including
EFood Processing V5.0 5.0 6. | 177 {3k, 7 | 33.2 1 BE.D | T7B.5 | BE.
Total Precessino 22V 257 8.5 | 25.8 | vE.2 ) Ba.: | 77.6 | 13B.B [ 116
EX.9| 572 | 44,4 | #5.8 | Ba.6 ] 5.0 | 55.9 | 55.2 | ss.
Totel Priegrs .8 19.2 | 2. | 27.2 | 38.3 | 572 | 52.0 [112.4 | 5a.
T {38681 (2.8 (55.5)| (EX,2)| (33.4)| (£2,0)] 140.3))f22.8) | (a¢-
.:J_ELAL PROCESTING AND
e [ 5.9 1 .9 ] 433 | 53.1 |nih.s {135, [128.5 2512 {z209..
™o L
; SOURZE: Central Bank of Trinidad and Tobaga.
-%," : \. Flgures In italics are percentages.
- _ 7u% . -



This paterers of loan distribuclon can ba explained by i,
supposedly higher standard of credirvorthlness of the established L ELY ]
and beverage processing flrms, vhich arz in wmany instances brinches of
conglomerates and sugar factories and estates. These Industries are
usually wvell establishad, have significant collateral and thelr owners
are well koown to the banking coumunity, The same cannot be said for the
prizmary producing firas in the sector ., On the dewand side the fHinancing
requiresents of those {wolved In nmon—processing activitles my not have
been as large as that of processing induscries. This propositisn needs

to be empirically examined.

The bulk of total loaus supplied by cowmerclal danks is shorr to
vediuz ters i,e, one to five years, [n arder to ensure 2 taxsonabls
degren of msturicy eyntchrawizatlan, banks ¢annot sxtund larga amounts of

long tarm loama to the agriculrutal mector aor TS any other sectsr for
LY . N v . -

that watter. Hovever, ome of the largest comnercial banks Indicated that .

the greatest portlon of lts agricultural loans is fsr a petind of hetveen
1-5 years. 3ridglog flnaote foras a sigumificanc pare of toral shorz-term

lending, with the A.D.B. the ultisars lender In several luttances.

Apart irow the quantity and term structure of loaas supplled o

the agriculrural sector the landing cost of funds to this SeCtOr must
also be considered. Commercial banks bave no special rates for the
agriculrural sector. Bankers arrive at actual rates of lnterest after
due considerstlon of adalolstrative costs as vell as rigk aad raturn

factors as they percelve thea. Basks houzver, have certaln rarios wvhleh

YLy s,
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L
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reflect thelr appralsal of potential lending in those sectors
(Ramkissoon, 19B2). The apricultural sector ranks lov, reflecting lov
proflt zarning potentlal. At the end of 1982, the velghted average loan
raze s:ood at 12.7 per cent - a 2,4 percentage point inecease froa 10.256

per ¢cent in 1973,

The agticultural sector ls not howogenecus with respect ko risk
or returns, The lmplicatiocn therefore is that within thils sector rates
of Interest vary, such that lending <costs to an  established food
processing firm may be lover tham to a fooderop farmer, 1f ooly because

of the llkaly size of the loan ln questlon.

{2) The Agriecultuyal Develovcent EBank (A.D.}.)

‘The Agriculrural Development Bank (&,D.R.) wvas establizshed in
1958 and replaced the Agricultural Credic Baok. Its ptinlf‘)’ function ix
to encourage asd foster the developmeat of agriculturs, flsaing and
related Yodustries ‘.as well as t;: u;:bill:e .fnndn f.ur. .mch' purp—cut.

Inlfke the commerclal banks, ths majer source of iundipg for this,

1hl11t\.lt10h‘ lh:u‘ h:.‘ﬁ.t.hl Ga;nmmt and with incsreasing Goverpoent

tevenuas sloce 1974, advences have increasad substzntially, averaglog

around 75 per cent of the institucion's total source of funds.
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- Apart from poveroment advances, other sources of funds for the
A.D.B. have been govetmuent Share purchases, borrowers' sharuz the
Inter Aperican Davelopwent Bank and cthe Caribbean D...lopozent Jank,
Tarmers coaplals, that not osnly do they recelve thelir loan minus five per
ceat for sharm purchases but they =must pay lncerest on the entirz loahn.
Futther, they are nat paid any dividends oo thelr shares 1o the A.D.B.
The effect of these copdlclons is to {ncrzase the effeccive incersst rage

of loans granted by the A.D.B.

The value of loans actually disburssd by thls: instltutlon has
ipereasad tresendously since lts establishoen: Iros €0.5 nillion in 1969
o $%8.9 willion im 1982 (Tabla 3). laah approvals are evea larger,
ranging E:auhﬁ.l willioa o 1359 ra £98,5 willion ia 1962, Outstanding
loans to the agricultural sector by the agrizultural Development Mank
also shou a dnmd:c inereass from 320.7 wllliso im 1975 %o $221.8

million ip 1982 or an alcost ten-iold Inerease {Table a‘.‘).

Such lucvreazes are largely explained by the ctransier of
financial vesoutces from the petroleum sector to the sgricultural tectar
bF the government via the A.D.3.  Thus wnile governaent advances la 1574

anounted to §9.5 ulllicm, by 19'{9_ advances amounted i SBSI willica.

Uplike the tommerelal banks, the Agricultural Develoupoent Bank
appears to have a much wore eves dlstributicn of loans, over 3 uvide range

of acrlvities . Over the last three years & siguificanc proporzion of

e KT TR

Il ,l_;"l'

»
TABLE 3
LOANS APPROVED AND DISBURSED a\(r‘;r"j]is AGRICULTURAL DEVELOPMENT BANK
?

‘7 END OF LOANS LOANS
YEAR APPROVED D1SBURSED
1969 2.1 .5
1970 2.4 1.0
197 5.1 .4
9n 9.6 k.5
1973 7.2 5.4
1974 7.1 i.8
1975 8.8 9.3
1976 ) 22,1 h.4
1377 0.4 18.0
1378 0.4 k2.5
1978 ‘Bh.S. . k2.5
1580 . 87.7 8.6
1381 77.4 hB.1
1982 8.5 58.3

SOURCE: Agricultural Development Bank.
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TABLE &

A.D.B's LDART DUTSTRNDING [SH)

END  OF

YEAR 1 AMDUNT
1582 R
158) 177.8
1380 LT
157e® 87,3
1978¢ 65.2
1877° : 36.7
1976 | HN
1875 i 20.7

SDURCE: Agricultural Development Bank,

e - Estimatge,

o

~ o6

toral loans though has baan disbursed for Fish, Dalry and Mezt production
(Tabla 53, Disbutraements to thia sector yoas to $15,3 willlon in 1952 or
31.1 par cent of total disbursecents wille broiler preduction received

$12 willion or 20.4 per cent of the total.

4 wuch broader tlassification of loabs approved by the
Agricultural Development Baok over the years indicates that betueen 1373
and 1982, leane for land Purchase, Agro-Industry, Tracter and Hachinery
as a proup shot up fres abour $155,000 at the beginning of the period o
$47.1 million ipn 1982 representing abour 4B per cenr of total loanms
approved in 1982 (Table 6). This dramatic Incrzase oo doubt reflecrt
some movement tovards farz wmethanization ay well as higher inflarien, O
the other hand, over the same period, leans .;pprovtd for the Agritnlt\;n.‘.
Crediv Societles (ACS') have declined from $3.4 wmillion in 1973 to £23.3

Eillion io 1982 afrer peaking at $5.5 =millicn in 15793,

The¢ A.D.B. a2lloextes the greater part of its loam portlolie for
prizary producticn., Thais propositicn 1s based largely on ap esrimarion
by the A,D.E. irself, is vhich it is elaimed thar less fthan tventy-five
per cent of total lozps -extended is -for px‘-nctssing activizies, Avallable
data de vot allow a wore precise tonoclusion. Oa this bazis therefore ir
Tabtle 7, rotal loao balapces.at .the eod of-aach yeer is brokss up' inkeo-e
25 to 75 ratic, to ra:fle:t- the ma‘l-l:r ;‘r;pnr‘:ieu of ‘loan‘s for pro:u.s'int

activities.
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TABLE 7 The loan rate of interest charged by the ADB hasg not  be-

uniforu but has varied at nowinal rates of betueen 3 and per cen

, AGRICULTURAL DEVELDPHENT BANK!S LDANS QUTSTANDING
t JD THE AGRICULTURAL SECTOS:ACTIVITY DISTRINUTION

Sowe lpans to the Agricultural Credd: Socletles for on~lending to the

(54) 4 ] pesbers hive been lover than 3 per cent, Several adjustzents have be:
" wade to the interest rate structure over the years, but all within ¢
FURPDSE 1370 | 1978 | 1n7¢ 1877 1978 1578 1580 | 14 E above ranpe.

Processing industries| 4.3 5.z 6.7 9.2 16.3 2%.3 35,8 by oy 18 Over rhe lazr three {3) years, by far the preaver part of tt

b

) \ ;
Na:-—Process!ng 12.5 | 15,5 20,1 7.5 4.0 7.0 L or2 | s I(,gf': A.D.3.'s lending has takes place at a 7Tate of 6 12 per cent. Betue:
Industries ol 1850 and 1982, over B0 per cemt of total cash dicburxements vas made 2t
Total Loans 17.2 | 20.9 26.8 36.7 b s7.2 | s | s 22]-;_ per cent (Table B). It &5 isteresting o observe alss that vhita !

proportien of disbursecents ar 3 per cent has gradually declined rp o

AN

per cent in 1982, the proportion exteoded at & 1/2 per ceot has increase

SOURCE: Aorieuitural Development Bank over the last three years to 90 per cenr at the end of the same yra:
One can expecr this trend to continue in coming years, with ay inereas
ir opominal lendinp rates vhich wight perhaps reducr the currently hig

3 vepative rezl rates of interes:.

One of the underlying reasons for the establishwenr of th

A.D.E., waz the recopnition thzt the developwment of agriculture requite

-
]
I
LT el

significant asounts of medium to long-terz *fioance. The A.D.E, define
short-term loaas to bte under 1% wonths to taturity, sediuc tere losns ar
betveen 18 months to 10 yeirs aod long term loans, over 10 yeark, Zefor

1977 wedium terz loans represented betweeb fiity and sevenry-five pt

cent of rotal loans approved. Indeed, at the end of 1576 zh

[ 1

proportional diszzributien ol shorz, wadius and loop tera loan approvals

vaz 7.4 per tent, 73,7 per ceat and 1B.9 per cent, respectively (Table )

- g0 - | 1 S - 303 -




- TABLE 9

A.D.B's LOANS APPROVED 8Y. TYPE (%)

TAME S
A.D.3's CASH DISEBURSEMENT BY RATES OF IWTEREST 13
TEAR TOTAL SMORT-TERM | MEDIUM-TERM | LONG- ‘n-:mj
1971 100 1.5 §4.2 333
- ot0 o 982 1 1972 190 4.1 5.5 0.4
. 1973 100 5.7 72.8 1.4
i . 15.7 12.3 . 10.0 1974 100 18.4 70.0 1.5
838 83.5 87.7 30.0 1975 100 14,2 Bh. 4 1.4
Wt TR N 0.7 - - 1976 100 - 7.4 13.7 18.9
TOTAL 100 oo, 100 77 e 2.3 k5.2 52.%
SOURCE: Agricultural Development Bank. i e *e 0 .58‘2
{-] - Indlcate negllglbla amounts. o ' >3 S 7
‘ o 1380 100 0.5 - 25.8 N
- 1981 100 0.4 §1.8 57.8

SGURCE: Agrieultural Bevelopment Bank.




Blncs 1977 however, leng terg  loans  have predocinares,
Tepressnting wore than half of toral loaps approved, In 1951, lonp ters
loans approved amounted to 57,6 per cent [$31.6 million) and 0.6 per ecent

($0.4 =lllon) for medium ane short tera loans, respectively.

If the use of loan 3prrovals are scoevhat questionabie, actual
cash disburseaents by the ADB over the last three years alse confire that
the wajor properticn of loan: have Leen long rerw. Thus over the last
three year: our of 2 total disbursesent flpure of $345.5 eilljon, $%1.1
wiilicn {62.f per cent) represented lovg-term lending, compared to $%53.p
eilllon (35.1 per cent) and $1.5 willfon (1.2 per cent) for pedive apgd

short—terz leading, respectively {Table 10},

{3)  Drher lending Institutione

1f che agricultural sector iz broadly defined te include food
processing lodustries, them the Developzent Finance Company and other
nen=banl f;imnchl instiwvrions de provide some &sslstance tc  the
secror.  While the aoount of funde supplied 15 relztively seall, it 1a
lmportant o pate the faer, for iz wight te the case that thess

iastitutions are not being adequately tapped at the Fresent time.

Derailed data are available only lor the DLecelopment Finance

Conpany (D.F.C,). loanc are extended for food and weat processing and
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TABLE 1D
A.D.B's DBISBURSEIMENT 7T AGRILULTURE BY TEEM YTYPES
1))
YEAR TOTAL LONG-TERM | MEDIUM-TERM | SHORT-TERM
1850 2.0 26.8 14,6 N3
1881 4y 7 28.7 15 & -5
1962 £B.9 35.6 22.5 .8
1980 - 1382 145.6 9.0 52.6 1.9
SOUKCE: Agricultural Development Banh.
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tighing, Loans outstanding to these activities reached $18.7 willlon in f
1981 from $2.2 milliea In 1975 {Table 11). Ourstanding loans by the 2
Finance Companies to the agricultural sector stood at $7.56 million at the :' TAELE 1)
981. The D.F.C. i5 primarily lovolved in ther medlun to long end ) .
end of I ¢ i y B e DEVELOPMENT FINANCE COHPANY'S LDANS OUTSTANDING
of the loan market (5-8 years) vith approximately 90 per tent of lts loan : JO THE AGRICULTURAL SECTOR  {5H)
porzfolio so structured. At the end of 1982 the loan rate of loteresc
stood at 12 per czut. LN .
PURPOSE 1975 1977 1979 1981
(4)  Subsidies Food & Beverage I " o o
Flshing .7 .7 5 3
d EL :
Coverpment subsidles paid to the faroers aad [lshersen also Meat Processing . _ A 2
’ - epresant financial flows to the agricultural secior. Such tlovs
. -
ToTAL 2.2 b 7.6 18.7
inereased by $17,1 =miilien frem $1.9 millien la 1973 o an estioated - _— - —t

Scurce: Development Flpance Cempany's Anncval Report,

$29.0 wmillion La 1982, wich sigaificant amwounts lojecred Into land
Varfous lssues.

preparation, fercilizer and wachinery and equipment {Table 1a).

B. AGGREGATION OF THE SUPPLY SIDE

Ve have looked at the Zorcsl Mlnatitutious which have Eipanced

the agricultural sector over the years. Essentially we have analyzed the .
quagtity, term structure and interest rates of credit supplied o the
agricuoltural sector, An atteapt will wvovw be made to aggregateé acrods

institutions. ‘This exerclse, it must be polnted out, L& severely

“Hpf

. e
N o ] - .
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In order therefore to conduct the exercise it was necenarry pp

wahe astimates and approxivations, VWhersver this VAL necessary, it i,
1 indlcated, One therefore needs tc treat the datz and the relateq

i
N tonclusions with a fair aoount of caution. el

Hot unexpectedly, vutstznding leans te the entire agricultural e TABLE 12

secter  1.e. procetsingp  and non—processing activities by all major LOANS DUTSTANDING 70 THE AERIZULTURAL EECTOR (SH)‘

finanelzl insriturions increased drazatically ro $436.2 wmillien in 198>

from $84.1 nillion 4n 1974, a2 $394.1 mlllien increase which represents g

28 per cent aonual average Erovth vate {Table 12). An exauination of the

INSTITUTION 197h | 1975 | 18976 | 1977 1975 1978 1380 198

data indicates thar vaile the inerease ever the 1974-1982 period wvas

& hho9 | &32TITEICTIVIRGS poaz9.k {92906 | 251,2 }209.0
- Telatively swaller ($162.% wnillfon), up o 1981 thess inrermediaries Comrerctal Banks 0.1 |ses | res s its 53 g S1s,
appeal o have outstripped the Agricultural Developwent Bank [(&.D.5.) as A DB o 17.2 7 oE b 36.7 85.2 7.3 142.8 \72-5
: o 265 | st |ans | zse | oan | s | sss | ens
the wajor supplier of losus to the agricultural seeror. This tact is i
boF.CO 2.0 {2000 30 [ &3 | a6} 75 | 10 | 187
interesting in viev of the exiticiszs oftes levelled agalnst the banks . F. . )
i 1 M. H.aaol Heal ) - Haal | Noa. H.a, s R.a.
vith respeer to thelr agricultural levding, In 1982 however, the A.D.B. = Finance House & ‘
: o TOTAL B4.1 |£6.7 | B2.% 1555 |208.k {2384 |hOk.1 |hot.5
dominated, with lcas balances figure 'of $221.5 millisp (4B, 4 per cent) ZF | TOTAL U1 | BE.7 | BB

]
¥

tbupirl{ to the cozoerelsl banks' figure of §206.8 million (45.1 per

Source: Table 15 Table 14} The Development Finance Company, Annual Reports.
cent), %

- ' While nominal ioan balacces to the agriculturzl sector defined

* Percentages are fn italles.
1. End of year data.

s i, Totals for 1377 = 1979 are approximate.
to imclude prizmary and processing activities, is slzable - $458.2 eillion

1ar

1582 Figure .is estlmated.

in 1982 = such balances to prizary or von-processing  agriculrural

4. R.a, Ret avallable.
activities alone 1& reduced by approximately 50 Per cent to $73i.%
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wlllion in the saoe year. Over the lzst eight years, there appears
have been a generally even distributlon of rotal loan balances frag

foreal insritutions, towards processing and non—processing actilvirleg

(Table 11).

T This patterz of distribucion of financial resources ralsas
cercain ilszsues wvith respeet to agricultural polley. Flrstly, it is f:o:
cerraln that an eves dlstriducisn of financial f£lovs to the agricultural
sector as a whole 1l.e. procesting and primary sctivicles iz 2 desirable
distriburion zt this stage of agricultural ‘development'., Secondly, a
greater inflov of financilal resources into the area of primary produetlon
need not result in am Increaze in egriculrural outpur, If wve assuae that
the vertical Integraclon of the primary production and processing stages
ix a desirable goal then would the prasent allocativs of filnanclal

resources achieve this goal? To attempt to address these fssues requires

auch wove reszarch.. . -

The difference In the method of classifying agriculgural loans

" by the A.D.3. and cowmercizl banks seriously hampers any detalled atteapt

at aggregatlag total agricultural loans by purpose. This is evident from
Table 1 and Table 3 whith shov the coumercial btacks' and the A.D.B'S
classification, respectively. Nevertheless certain broad ireads are
apparent. Both coomersial banks acd the ADE appear to have concentrated

substantlal aoounts of their funds on livestock productioan {partleularly

TABLE 13

JOTAL LOANS OUTSTANDING TO THE AGRICULTURAL SECTOR BY ACTIVITY [$4)

ACT
IviTY 1974 11375 (1978 | 1977 1978 1379 ,1380 1581 [1932

TOTAL » ROCSSSINE 12.4 28.38 JS‘G 33 ] iu,.s DS.Q 184, 1 3 223.%4
» 5 79- 3.

Comaerclal Banks 25.7 [ 19.5 | 5.8 76.2 82.2 17.6 | 138.8

116.7 1135.4

Finanee Houses na N.a n.a na n.a n.a
H N . noa n.a 7.6
A.B.2. )
- b3 sz 67| 92 | sy .31 358 | may | oses [
Y 28 o 2.0 2.1 0 k.3 4.8 7.5 10.1 18,7 2.0
TOTAL PRiMaRy 321 l X - 9. . : '
ToTAL PRimamy 1399 1473 [ 85,8 [ 0601 | 1250
: 3.3 : 05. . 219.5 .
80.1 ) 52,5 §7.1 2.3 5.7 33,3 54, zgg.; 2;;':
Ca 4 ‘
mmerclal Banks 19.2 | 25,4 [ 272 3B.3 57.2 52.0 [ 112,14 92.3 68.4
A.D.B. . .
: 12.9 5.5 { 20.1 7.5 48.3 73.0 107.2 133.4 166.4
OTAL 10ans 84,1 | 85.7 82.9 15
‘ 55.5 | 209.4 | 234.4 404.1 | L05.5 | a58.2

SOURCE: Tables 2,7, and 11,

E A Notest

¥ ). Fina
nce Houses and the D.F.C. focus cn lpans for Processing activities

2, Figures tn Italles FEpresent percentages.



broliers), and the purchase ot land, wmachinery and vehicles, Especially
in yecent years, lending for these purposes seems to be viewed as belng
relarively less rvisky and in the case of latter itezs, thess itemy

theasel™ ra could have been used as collateral.

The supply of loans By the twe major lastirotions i.e. the -

Agrieultural Development Eank and the towmerzial bapks way be vieued xs
complewentaty in several respects. Ir can reasonably be postulated that
there is a falr dlarridbution of total agrievlrural loans for shor:,
wedjur azd loog teras purposes, This stateuent seems Jusrifiable since
the dats indicated that the bulk of the AJD.E.'s loans finsnce
wtdius-tesm and lowg term projects while tommercial benks Eupply the
short and mediva tern merhets. Of course, the A.D.B. dogs provide @
relatively small amount of shost=term credit in the latrer categories,
Agalz, the data does indicate thz: vhile the commercial basks and D.¥.C,
focus thelr atrention on processing activities, the A.D.3B. concentratee

on fipancing pricary production acrivities.

loan races to the agricultural sector ia general, range frox the
ADB's lower limit of 3 p.:r ‘ceot to the coozercisl bank: double dipit
rates {the velghted average vate stood 12.% Per cemt in 19B2), It can
reasooakly br assumed though that ouly a ewall portion of rortal
apricoltural loass are granted a: 3 per cent. 1z 1882, for exawple, only
abour 1l per eent of A.D.B.'s cash disbursements took place a:r thiz

Tate. As a1 proportion of torel disbursesents {includiny compercial

- YA

P jl‘t i

Jhe i

. '.h.;.
L

al

e

banks) therefore, the figure wust be wuch less thap 1) PEr tRnk.

L}
wajor yeason that seeas to explain the divergence in nowinal loan H
charges 1s the faer that vhile interest-free povermment Erants are

A.D.B.'s major sovuree of funds, tompercial banks depend on depyclie

funds,

113 THE DEMAND FOR CREDIT IN THE AGRICULTURAL SECTOR

A3 already indicated the lack of adequate data, coupled v.
Insufficient time in uvhich o stteapt collection of same, prevent a m
thorough analyeis of the demand side of the agri:ultunl_ credit mark:
Interviews with individual faraers, their associations and orher users
srriculrural eredlr will be of tru;endous help In  suth wnalys:
Reverthelesr, this analysiy relies on the fev inrerviews cobducted, ¢

whatever data are avallable,

The users of agziculrural credit are not aven close to v
might be talled 2 howogeozous group, They include small-sexle fooder
farmers, large cocca, coffee, citrus and cocoput estare proprieter
livesrock farcers and branches of conglomerates imvolved iz the §p
processing  business. Ia  faer, there are several ll.llbcillib
representing the various dpcerests, 1t was possible endy to iprarvi
the representatives of fooderop faraers and the owners of large estar.

ol cocon, toffee, cirrus amd TOCONUYS ,

= A5 -



|

In many instances borrouers deal with hoth the comaevcial banky
and the Agricultural Development Bank (A.D.B.}. Such behaviour wmighe be
explained by (L) a sitvation In which the dlfferent financing needs of
borresers ate matched by the Jiffsrant matutity strusture of loang
offered by these lastitutions, (i1) possible cost insensitivity om the
part of borrovers despite the sigoificanc loan race differenclals betveen
the two institutions; (Lil) the fact that.neithe: instirueion by ftself

ded.
is villing or able ta supply the toral quaatum of funds demande

It iz ocur view that the quantus of Fusds demanded does not
significantly exceed that whlch is available. Faroers clalm that wish
respect to the AJD.B. iz s pot that they do not get the funds but chat
it takes an excepeionally long tiwe. They usually recalve all the funds

fFor vhich they apply,

Oover .tht years the total value of loans dezanded by the
agricultural sector as az vhols will have increased in real and in neoainal
terus, Houevar, from the decand stde, ralevanc datll Eo substantiare thias
are unavallable. The osumber of loan applications received by the
Agricultural Development 2ank alone, stood at 1,419 in 1582, Cm:pan:tv:
flgures for earller years ara unavailable but vere ‘claized to Se wmug
lover. The data shov vhar night be considered a high rcatic of
cancellation of applications. In 1982 our of 1,366 loan applications
processed, fifteen (15) per cent wvas cancellad. It is reasonable to
expect that an Increase in applizations to the cozperclal baoks also

dccurred.
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Waile thera $eeas to have been 4n overall lmerease in the dexand
for agriculrursl crediz, the

increase vag d!spropor:leute in relatton o

the lndividual subsectors, Iy Vas polnted gy during Intarviguws thae
Increases |y demand  for loanable fyngdy eteurred in  phe livestock,
vegetables gnd sachinary and equipsane tubsecrors, Houwer. demand for

loane frog cocor, coffes apd elrrus faraery declined,

the effeccive demand far Vegerabley, poulery and foodstufry gp general,

Prices rose, Inducing  forcers o

t=pand  productiog of these icens,

thereby almose certainly incrusins loan demand In the procesy.

M the other hand, Parrly becayge of the ueak ~nlages bertveen

the axpore szaple seerop and

¢

final produers 0 derived t.8. chocolates
Tom ooz, dramaeic lacrexses {n dispogable locome vas mor reflecred fy

a0y substntial groucy in produce demand, PULput or dn credir demand 15
these areas, Further, the demand for the exporc. staples i3 largely o
funcelon of tXterpal develanosets, In general, couditlong “ith respece

ta international Zarkets and prizes vere npp tncouraging.

It i3 probable that  goge shifr 1g resources, lneluding Floancia]
TEIOUTCES, lnto  the Bore  »rofltshle production of vegetables apg
livastock from rha coeas, coffer and ci:ru:-praducin: sccrors alsy

eccurred over the saventies,
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For teasons already wentioned it is impossibie to  smalyze
changes in the demand for eredit in respect of the terz structure of soeh
credit. ‘The farmers inrervieved clalc that the greater part of the
eredit they seek iz wediux apd long term. To the extent that demand
pressures \ere conteatrazed on land  acquisirion and  building and
machinery, it is arguable thar sicilar pressures wust have been rafleczted
ip the demand for longer terz lvans. The identification of the terz
structure of loarn d4emand can certainly help in  the foroulation of
appropriste lemding pollcles, In such a way as vo derive vaximuz benefit

fron weallable financial resources,

Farwers do nor omnly consider nor_.inal lcan vate charges im
evaluating thelr total borrowing costs. They are quite svare of the
money value of tize spent walring in a2 queve and that legal and
trevelling expenses wust alse be considered as part of Toral borrowing
costs. Im short, they ate conscious of the faet that borrowving tosts
cozprise loan rate thatges plues transacticns costs. Indeed, the lstter
may exceed the former {GLourne, 19E2), Virhin some limic, the lower are

pominal loau rates, the higher transactione tosEs are likely to be.
The farmers' represeéntatives understandably expressed thelr

.-

prefarance for the lov nominzl interest rates charged by the A.D.E. {3-F
per cent) and not surprisingly theught that commercial banks' loans ratee
{veighted average of 12.7 per cent at end of 19623, are oo bigh.

Kevertheless, teveral conslderations substanelally reduce the observed

e

inrerest rare diffeventizls betveen the A.D.B3. and comoercial banky 1

rates. Firstly, In the case of the tommercial banks the period betwe
loan application asnd disbursecent Lis signiflcantly shorter than t
A.D.B. for iw the case of the Iorscer the process can be complered with

a week vhile $n that of the latrer the Process may take several wonth

on 3 couparable loam.

This longer vairing period, in the case of the A.D,B. Day for
a farmer to abandon & crop 6T may prevent fertilisarion ar the prep.
time thereby increasiog overall production costs.  Secondly, as alres
poted, since faroers have to use five per cent of any lpan granted by tt
A.D.E. to purchase shares in i, the effecrive cost of the loxn wusr:

higher than the inlrdal rate quoted,

In sum, faroers have expressed sowe reservations towar.
borrowing. fros rhe A.D.B., ootwithszsndingy its lov nominal rare
interest. It is ipreresting to pote ‘that while fosd-crop faroers, wr
xre usually small scale operators, tlalm to borrov more frob comwmerel:
banks {though their share of total cowmerciazl bank borrowing Ix presum:
te be relatively ssall coupered tu other groups ol borrovers) the lari
estare owvners oo the other hand, r_'lt.ln thart it s the A,D.B. whi:
supplies them with the grester portion of their rozal borrowved fupds. -
response to a guestion oc thelr reaction to inereased A.D.E, lnlnl‘utu

both proups of farners sugpext that this will wake matters uvorse ar

perbaps even rule our borrovisg from the A.D.B. as 2 feasible oprion,
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IV. AR EVALUATION OF SUPPLY AND DEMARD CONDITIONS

An attezpt will be =ade to highlight wmajor cansiderations with
respect to the warket for agricultural credir in Tricidad and Tobago.
Perhaps thelfiru sonsideration that should ba dealt wirh is that of the
tquilibriva of the credlt warket. Hou does the supply of credlc
(quancity and maturity seructure) match up to the demand?  Based an
responses recalved from the faraers’ organisacions, one cannor tlaln thae
an unsatlsfied demand for a.;:!.:ultu'ul credic exises.  Very few loap
demands are Tefected, Thils applies both s che A.D.B. and  coasmercial
backs., In the case of the A.D.B. dissacisfaction arises from she long
valting period betveea loan applicatfon and loan disbursement and ot
becguse of a refusal to lend by the A.D.X, ..\lsn. farmers do not complaln
of loan recelpts uﬂdgr the value of that uvnleh was applied far.,  Agalm,
in the case of the A.D.B, Faroers complain that walle they dc recelve the

eotal loaw, 5t 1s usually digbersed ia pares,

Cn che suppl.)' sida, bduokers claiz that only a swmall percentaga
of applications hava Seen trurnad down over the laat fev yesrn, They Fzal
thir they can adequately supply the wuwatrket for agriculzural eredlt. . Tha
AD.B, does admlt to the charges made by farmers Sue councer that :he
controls are TecesIary tO prevent an inappropriate use of funds and to
ensure that only tons fide fnﬁcr: an‘..faci.'n:;;gd. Further, thelr goal

1z nor seriztly one of prafit maximization.

With raspett to the term structure of the credit wmarkez, wome
degvee of matching seems evident, [for vhile the commerelal bdanks are
short to oedlum term lenders the A.D.B. tends to caphasize zediua and
longer term loans. This loan supply structure ap,-.rs to be ia line with
the demands of the farmers since they claiead that their d_enand far

wedlya tern credlt significantly exceeds other tera types.

The seening ‘order’ of the agriculrural credit sarker must de
teapered by the fact that the decand for credit is lrself Influenced by
supply conditisms. In other vords, borrvovers cam reasonably he‘zxpecud
te request the quanclty aod term structure of credit which they perceive
to bhe wuch wore eaxily available, While 1t is clear that substancizl
diEferences exlsz berveen wsoulnal loan rates of !ateresc charged by the
fotwal fivanefal lasciturlons In the agricultural c:e-d.it zarker, the
eifective loan Yate of interest may only show wargioal differencas. The
primary reason for this assartion 1is.that transactions costs are belleved
to be substantial enough in the case of “the A.D.3, to significantly ‘pull
up' totzl borroving costs of Zarmers to & level close to that of the
equivalent commercial baoks' rates. If this assectzion is in fact
correst, then the A.D.B.s clala of providing 'low cost' loapns to the
agricultural sector may be ‘ni.ghly quuti-anat;h tho;uh dnnnlul; well

intentioned.




The tase for adequate Pinanting of the agricultural sector {x
usually based on the pellef that there 1s scme direct relationshiy
betveen agricultural ouwrput and agricultural fimance. In the light of
phis 1t will %e iateresting to exaxzine sbwe data for reinldad and
Tobage. Tne comparises will b made betveen veal agricultural credit and
real agriecultural G.D.F. fince the former it larpely concerned with
prizary agricultorsl progurtion then the latter must 2156 be st Telared,
Thys, financlal Tesource fious, whith includes loans for priwary
agri:ultural production and p:cducwrs‘ gubsidies are deflated BY the food

indices Por the parriculay years {isble 147, -

Real agrizultural credit as 3 Fper cent of real agricultural
putput increased over the 1575-19B0 period, from 19,1 per cent in 1873 o
12%.7 per zeot at the end of the perind (Tahle 15). Arer 1980 the rstic
vhich wvas exceprionally high ir. that year, fell o the jevels which

prevalled iz the 1y76-1577 periocd.

b3 S

T
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FINARCIAL FLONS 7O

TABLE 1k

PRIMARY AGRICULTURAL ACTIVITIES {S5H) ™

Total Loans for Frimacy
(Hon-Processing) Activity

Change
Subsidies

Total Chanoe Plus Subtidies

Tota) Flow {Deflated)’

1975 | 197611377 1976|1979 | wmB0 [15E)

29.9 {47.3(85.8 [106.1 {125.0{219.6{225.7
7.8 | 7.3} 1B.6 |30.3 { 28.9) Eh.6| 6.1
LU I W I PRS0 I I I 0T I B LA T
1.2 [11.0]22.8 | abh | 36.3)102.3] 22.2
11.2 (0.5 | 20,1 | 27.3 7 25.8] 61.0) 11.h

SOURCE: Table 13, Government Printery, Accounting for the Petrodollar.

1. Total financtal flows are deflated by the food tndex (1375 = 100).
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TABLE 13

COMPARISON OF REAL AGRICULTURAL CREDIT TO REAL AGRICULTURAL G.D.P

E:? REAL AGR1. LREDIT | REAL AGM]. G.D.P. :Eit :g:i.}gﬁgu;\"
Year '~
1975 n.2 58.8 13.1
1976 10.4 49,5, 2.0
1877 20.} 3.6 371.5
1978 |- 7.9 53.3 52.3
1979 25.8 5.2 50. &
1980 !':!.‘0 3.7 122.7
1981 1.4 54.4 21.0
1982 17.0 53.0 20
SOURCE: Table Y4; Central Stazistical Dffice.

Aanoa

v

An increased Inflov of finaneial Tesources oeed not resul: ig

increased agricultural output. Indeed, the growth in agrieulvural eredic

vas much fascer than chat of agricultural output wver the 1975-1980

perlod.  Axriculrural output is5 not only determined by the tost and

avallability of finaonctal resources but by Factors such  as

Infrastruccural #acllivies and labour input. In rerponsa to a question

is. to che ranklng of credlt avallabtlity in teras of other problems

assoclated with the agrleuletural sectot, farmers placed it third or

fourth.
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In thiz Yegars ve wish to thanh the following lor
their very generous axelstance in one fore of the other:- the
Agricultural Developsent Ezoe {aDB), the Naztional Foodetrop Farzers of
Trinidad and Tobags, The Agricultural Seciety of Trinidad and Tobago,

comaercial banis and %11 others wino have helped. .

The A.D.%. Act of 1956 requires that sll borrouers
hold with the A DLE. at least five (5) per cent of every lozn in the
torz of shares.

The 4.C.5, walnly finance thelr members wvoe arw
usually s=ell fxrwers and the relatavely s:all proparsios of loans
wvhich they have recelved over the years raflects thetr small scale of
operation ané poor finapelsl wanagement {Agricultural Development
Bank, 1O7&),

- VL - -
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