
LENDING IN AN 
UNCERTAIN ENVIRONMENT

Circulate this memo to SMEs or other interested parties. Get on the 
PSOJ email list for the training memos by emailing SME@PSOJ.org

July 2, 2020
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LENDING IN AN UNCERTAIN 
ENVIRONMENT

It is now evident to all at this juncture, that even with the economies of the
world re-opening, it does not appear to be smooth sailing. The virus will ebb
and flow. Consumer and business sentiment will remain shaky.

There is likely to be openings and closings, pauses and pull backs. Many
businesses maybe unable to both adjust to the protocols and remain
profitable. Restaurants forced to operate at half capacity may not break even.
Hotels may not be able to open without a minimum number of guests. Until we
have a vaccine, we will be operating in a very uncertain environment.

• How does lending and borrowing work in this “start-stop” economy?

• When forward planning is difficult, how do financial institutions that usually 
lend on the presumption of  a certain steadiness of  cash flow, re-think their 
solutions to better match the times? 

It is extremely difficult to underwrite cash flows 2-4 years out given
uncertainties around the pace of recovery. Particularly challenging, is the fact
that historical business performance pre-COVID is not very meaningful given
the post-COVID uncertainty.

Financial institutions that were already wary of lending to SMEs pre-COVID, will
naturally be even more risk averse and will have “more i’s to dot and t’s to
cross.”

On the ground, what we may start experiencing is:

• A lengthening of the time to get an answer to a loan application;

• A higher percentage of “Loan Not Granted”;

• Some financial institutions are likely to become less responsive to 
fluctuations in interest rates;

• There will be a narrowing in the availability of capital for small and medium 
sized business. An already precarious situation might become dire in terms 
of SME access to funds.
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The conversation between the SMEs and the Financial Institutions will be required to take
into account the uncertainty of the times. It cannot be business as usual. The government
and the multi-laterals also have a significant role to play, in bridging the financing gaps.

Firstly, the critical event that marks the end of the uncertainty is the widespread availability
of the COVID vaccine. The best estimates are that this is 2 years away. This means that we
will be trading off the health risks and the economic recovery for around two years.

What does this all mean for lending in these uncertain times?

Solution Horizon: 

• The planning horizon between SMEs and financial institution must match the anticipated 
horizon for the uncertainty;

• Three-month payment moratoriums do not begin to  address the reality of what we are 
facing;

• Ongoing payment holidays and moratoriums will have to be built into any solutions 
offered over the next few years;

• Aligning with the Credit Bureaus, the Bank of Jamaica and the regulators, regarding how 
these moratoriums will be treated with respect to loss provisions and accounting rules, 
will be crucial. So far the operating principle is that however the loan was regarded Pre-
Covid is how it is noted after taking the moratorium or holiday. If a loan was considered 
current, it would still be current, not delinquent, even after taking the 3-month payment 
holiday. The loan is essentially paused. 

Front Line training in Scenario Planning: 

• The financial institutions front line staff will need to be ready to have more complicated 
discussions with the SMEs than they did before COVID;

• A greater understanding of the business and what kind of financing is possible given the 
uncertainty;

• The business plan provided to the lender is subject to all kinds of variations;

• A restaurant-bar that borrows money to retrofit for COVID or build out an outdoor patio, 
may a few months later be forced to close down again if there is a  new  wave COVID 
spread associated with bars. See what is happening in Florida currently. 

These  and other scenarios are necessary as a part of the lending discussion between SME 
& bankers.
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Understanding Required Levels of Support: The parable of the 
small hotel. 

As it remains unclear when Jamaican tourism will finally achieve 
the levels of demand which were seen before COVID; the small 
hotelier has few options:

1) Keep the hotel unopened and “on ice”

This is the basic level of maintenance or skeletal support. It may 
include, security, maintaining the gardens, pool and cleaning away 
the salt air etc. 

2) Open even with minimal occupancy

If the hotelier decides to open up, then there is need for investing 
in the requirements for re-opening of the  operations which would 
now include the newly required COVID protocol infrastructure. 

This is a different level of financial support than just keeping the 
hotel on ice for 2 years. The hotelier will then need to implement 
the minimum required to be viable. If the hotel opens, even if it is 
for one person, they will need to open the bar and restaurant and 
also light the facility and grounds. 

This means, however, that for some time the hotel will be operating 
at a loss. This will require working capital financing to carry it 
through the period where it is losing money during the minimum 
opening.  It is likely that only when occupancy reaches  40-60% that 
the hotel operation becomes viable. 

What should the hotelier do for two years as the global demand for 
Jamaican tourism rebuilds? This is not a question the a small 
hotelier should be answering alone. The Financial Institution and 
the hotelier need to work through these scenarios together. What 
makes sense for the Hotelier survival? What makes sense for the 
Financial Institution? What makes sense for the Jamaican 
economy?

4

LENDING IN AN UNCERTAIN 
ENVIRONMENT



Sunk Costs, Letting Go & Business Pivots: 

• Imagine you have agreed to meet a friend for dinner. You leave your house making
your way to the designated restaurant. When you are more than half way there, your
friend calls to say that she just found out that the chosen restaurant is closed.
Imagine what she would think if you said, “well I am almost there so I am just going
to keep going”. She would most certainly think that you are having mental issues.

• Versions of this analogy are happening right now in this economy. We have been
privy to a few stories where a loan has been granted for a business opportunity that
has all but disappeared but, because some of the money had already been disbursed
pre-COVID, the banker and the borrower think it still makes sense to go forward and
disburse the rest of the funds under the old plan of action.

• A recognition of sunk costs means that there is no way to bring back what has been
spent. There is no way to take back the gas that you already used driving to the
restaurant that was closed.

• It is crucial to work with the financial institution to develop a revised plan. Financial
Institutions will need to support fast learning through frequent trial and error and be
ready to finance a Business Pivot. It makes no sense to chase after a plan that has
already died.

• Letting go of sunk costs and aligning around a pivot maybe the only route to survival
over the longer term.

Rethinking Credit Adjudication: Credit Adjudication is the process by which a lending 
institution examines the available data about a company or individual, and determines 
if the company or individual should get a loan. In these credit adjudication discussions it 
is often the business situation that is paramount. The credit rating of the borrower is 
also important which shows intent to pay. The business owner capability tends not to 
carry much weight. However, in an uncertain environment where the business risk is 
fluctuating, it might make more sense to give more weight towards character and 
capability than the business situation.

The business owner who, when COVID hit:

• Hustled quickly to lower his/her costs, collected  outstanding receivables and 
converted inventory to cash is a huge asset in this environment. VERSUS

• The owner who sat still and was paralyzed by global events.

This maybe the time to fund and bet on strong capabilities more than the business idea. 
Special considerations should be given to individuals who intend to pay, as 
demonstrated by their pre-COVID excellent credit ratings and regular on time payments 
of loans historically. 
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New & Creative Lending Structures: The industry might be required to do 
some out of the box thinking with respect to innovative lending structures 
such as:

• Sale leaseback of equipment where the Financial Institution takes 
control of the equipment assets and is paid a monthly rental for usage;

• Consortium borrowing where a group of restaurants combine their 
credit card flows in one financial institution and on the basis of that 
group relationship are able to borrow at more favourable rates;  

• Syndicated lending where a group of bankers get together and support 
an entire sector over the initial hurdles of uncertainty thereby 
mitigating their own individual risk exposure. 

There are undoubtedly many others. The Financial Product-Solutions 
teams need to be put to work. 

Higher Interest Rates: may be necessary to compensate for the early 
uncertainty and fluctuations in payments in the first 2 years of the loan. 

Higher levels of asset support: for the loan might be needed to 
compensate for the early uncertainty and fluctuations in payments in the 
first 2 years of the loan. Where there are no assets, there will be need to 
potentially lean on the DBJ Credit Enhancement Facility to mitigate the 
exposure to the erratic cash flows. 

Sector Diversity : Lending institutions will need to broaden their sector 
exposure, especially to include new growth areas like Testing, Contact 
Tracing, Cleaning, Online Learning and other sectors that will likely grow in 
the near term. 
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Protecting SMEs from themselves: Financial Institutions need to be asking the 
SMEs the right questions in order avoid  a desperate SME getting buried under 
unreasonable debt. For example, an SME may end up financing ongoing business 
operations with credit card debt. This will not be sustainable for very long and at 
some point this line of credit will be shut down.  

Financial Institutions may also need to guide the SME through the various “What 
IF” scenario plans ensuring that the SME recognizes that any projections which 
assume ongoing steady cash flows in the near term will not be realistic. Pre-Covid 
vaccine cash flows for many businesses will be erratic. 

We have spoken often about the shape of the sector recovery. U, V, W, L, J. 

• The U represents a gentle recovery back to pre-covid demand levels like the 
supermarket or the gas station.

• The V recovery represents the fast return to pre-covid levels like the 
hairdresser. 

• The W recovery will be start to grow and then shrink and then grow again 
which is likely to be experienced by some players in the tourism industry. 

• The L recovery represents a protracted time near the bottom like the 
Remittances business which require economies around the world to improve so 
Jamaicans abroad can send money to family members in Jamaica. 

• The J recovery is an otherwise barely existing industry that becomes hugely 
significant overnight like Online Learning. 

Aligning with the SME about the likely shape of the recovery for their sector is the 
first step in creating a realistic plan forward. 

The conversation with the Financial Institution will need to be clear, realistic and 
compassionate for the SME. The need for partnership is more crucial than ever. 
PSOJ offers joint training sessions for Front Line FI staff with SMEs on the COVID 
conversation. Email PSOJ@sme.org to organize a group training session. 
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Two types of SME situations should be particularly concerning for all of us as Jamaicans.

1) Viable outside COVID but not in it. The SME that was more than two years into a 
viable profitable business before COVID and once a vaccine is found, they will be 
viable and profitable again. In the interim, however they cannot self-finance the 
stop-start nature of the uncertain environment. For two years they will be unable 
to commit to steady payments because they will not have steady predictable 
cash flow. 

2) Viable, but not visible. An informal SME that was more than 3 years into a 
profitable business before COVID but because they were not registered or 
compliant are therefore not able to access any of the public or private sources of 
funds available. In fact, many of these SMEs have not even come forward and 
asked for support. 

If these two types of SME situations are allowed to go under, we will not be able to 
recover those economic activities or associated  employment for a long time. The 
effects of COIVD will last beyond the availability of the vaccine because once a sector 
dies, it rarely ever makes a full comeback. 

We need to learn to lend and borrow in an environment of uncertainty. The long-term 
future of Jamaica depends on it. SMEs and Financial Institutions need to be having the 
2-year time frame discussion with the requisite “what if” scenario planning. 

Would the SME be a viable entity once we have a vaccine? 

If the answer is yes, then we collectively need to ensure that the entity survives until 
such time.

We are going to need multi-sectoral solutions to this complicated issue that involves the 
Business Owner, the Landlord, the Business Suppliers, the Financial Institutions, 
Development Bank of Jamaica, and the Government of Jamaica driving towards the 
appropriate sector response. 

If you found this helpful, please pass it on to SMEs or other interested parties. Get on 
the PSOJ email list for the weekly training memos by emailing SME@PSOJ.org
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CONSIDERATIONS ISSUES

Solution Horizon • 2 Year Solution Planning

Scenario Planning • Erratic cash flow & Payments
• Start-Stop Economy

Understanding Required 
Levels of Support

• Bare Minimum on Ice (Fixed costs)
• Invest in Re-Opening & COVID Protocols
• From 0 to Viable Opening where Revenue exceeds 

Variable Costs

Sunk Costs & Pivots • Let go sunk costs to allow required transitions
• Finance Opportunities to Pivot

Re-thinking Credit 
Adjudication

• Character & Capabilities weighted more than 
business situation; Need owner “hustle”

• Intention to Pay; Good Credit Ratings

Creative Lending 
Structures

• Outside the box
• Sale Leaseback of Equipment
• Consortium Borrowing & Syndicated Lending
• Supplier Lending

Higher Interest Rates • Needed to compensate for early erratic payments 
in the first 2 years of the loan

Higher Levels of Asset 
Support

• Where assets available, may need higher levels of 
asset support to compensate for 2 years 
uncertainty

• Lean on DBJ Credit Enhancement Facility (CEF)

Sector Diversity • Broaden Sector Exposure
• Economics of Emerging industries

Protecting SMEs from 
Themselves

• Sensible Financing Options (e.g. No Credit Card 
debt for ongoing operations)

• What If Scenario Planning (Presumption of ongoing 
steady cash flow near term not realistic)
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