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CHAPTER I

7

INTRODUCTION

Commereial banks are held to dominate. the market'for ehortlferm
funds in most deﬁe]oping countries ine1ydjng thosé'fn the Cariﬁbean, As
a consequenee,. most of the literature on the Vfinancie1 systems ef '
Caribbean countries has focussed on the structure and behaviour of
commercial banke (Thomas, 1965; Miller, 19?1; Mc Lean, 1975; Bourne,
1984), Much of -monetary policy in the region has also emphasised the
regulation of the behaviour of the commercia1;'banks__(Thomas,':1972).
Impticit in such regu1ation,'by means of reserve fequirément variations,_.
1iquidity ratios, seiective credit"controls-or direct interventions, is a
judgement on the part of the monetany authorities that such regulation
will affect the economic behaviour of 1ndividua1 consumers and 5us1ness
firms and lead to behaviours which are more consistent with fﬁeir ee1iqy 7

objectives.

The'1ftefatere on monetary policy has by and large attempted to
assess which instruments are more effective in influencing the behaviour-
of the banks and the conditiens under which the énstruments become or
cease to be effective. The conclusion ofethe Caribbean-1iterature, as

well as the literature of other developing countries, has been that



reserve requirement variation is the most effective instrument, but its
effectiveness is contingent, inter alia, on the excess liquidity of the

banking system.

While the behaviour of commercial banks “and other financial
institutions in developing countrie§ are now relatively well understood,
the nexus . between the banks and their customers, particularly their
corporate customers is rather 1ess well understood. | There is a general
presumpt1on in the literature that since banks are the main source of
externa11y-generated funds for firms, monetahy policy, insofar as it is
efféctive in influencing bank behaviour, w111 in turn influence the

financing and expenditure decisions of non-financial firms.

In assessing the validity or otherwise 'of this presumption,
sevéral .1ssues must 'be addressed, Firstly, it will be important to
disfinguish between the -different kinds of expenditures - firms may
undertake --- working capitéi, fixed asset investment, stock, other
expensés -- and how each of these is influenced by bank financing, For
example, the availability and cost of bank fingncing may affect working

capital financing but not fixed asset 1nvestmen£. Secondiy, the
financing alternatives available to firms must be delineated. We would
need to know for exémp]é, whether_bank financing is easily substituted by
other_sourcés of externally-generated funds and/or interna1]y-geﬁerated_
funds. If substitution is easy, then the tightening of bank credit may

not seriously affecf the ability of firms to finance themselves.



Thirdly, it is important to examine the forms in which bank
credit is made available to non-financial enterpri§e§ - overdraft,
mortgage Toans, term 1oans -- and how these forms of crédit are setﬁfed.
Arguably the form of credit or credit instrument should be tai?ored‘to
the purpose for which the loan is extended and if. the tailoring is

imperfect, bank-financing may be inefficient.

These factors are in turn dependent on the sector of activity of
the firm, its size, organisation (public orlprivate company), ownership
(Tocal, foreign or government), trading history and track record, and

other factors.

The data now collected and pub?ishéd by the Central Bank do ndt“
permit thesé-issues to be addressed. The uses to whfch bank treditiié
put by borrowers is not known. The Bank does request and receive data on
credit extended to the various sectors of the economy and-iﬁ addition-it'
seeks to distinguish broadly Setween-consumér toans éﬁd business Toans..
Howeﬁer, even the banks themselves are | unable to -determine.
-comprehens{vely andr accurately what business firms do with the credit
extended to them, not least because of the large proportion of overdraft’
Toans extended and the difficulties of keeping track of the utilisation
of overdraft cfedit; Essentially, the banks have not organised their
data generation systems in ways ‘which would -a1?ow them to assess how

Firms make use of the credit extended to them. -
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The issues posed above were deemed to be éufficient1y important
to elicit a definite research respohse., Ana1yéis of thése issues would
“have implications for monetary and finéncia] policy in two respects.
Firstly, insofar as the commercial bank/non*financia1 corporation nexus
was ¢1arified, the monetary authorities would be in a better position to
know what might be the Tfke1y real effects of their monetary policies.
Secondly, analysis of how busingsses make use of the various forms of
“ bank credft might permit some assesément of the relative efficieﬁcie§ of
Qarious finéncial instrumehts in corporéte financing and how ﬁhe Tonger

term development of the money and capital markets might best be served,

Analysis of these issues would also be useful to the commercial
banks, other financial institutions and the business firms themselves,
insofar as it could clarify what was actually taking place in the market
for funds from the pefSpective of the firms themsé1ves, and how the firms
vieﬁed bank financing and their rworking _fe]ationships with banks and

other financial institutions.

Since the existing data base waS-inadequate, a survey needed to
be -undertaken. The survey methodology is described at length in Chapter
Two. We may note heré however, that a survey taken at é point in time 1s
but a shapshot of what is happening. The results are contingent on the
- state of the economy and the financial system at that point in time, as

well as the history of the relevant variables and institutions 1eading'up
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to that point in time. It is necessary, therefore, that the survey
resuits be supplemented either by another survej at another point in

time, or relevant international comparisons, or both.

Previous jiteraturé on corporate financing in general or the
“utilisation of baﬁk credit in particular in the Caribbean has-not been
extensive. Palmer (1967) examined a small 'sample’ of 1afge firms,
inctuding onevinsuranée.company, %n Jamaica for the year 1963. Palmer's
theofeticali framework and survey methodo]ogy'-are however,.‘serfous1y-
flawed and the evidence adduced and the results are‘at best anecdotal.
Bourne (1972) conducted a survey of 119 firms in Guyéna in 1971, of which
data from 44 were usable. Bourne's analytical framework is consistent
with tﬁe theory of finance. At appropriate points we compare our results

with Bourne's. Bourne goes further and attempts to uSe'the cross-section  -

data to test certain hypotheses using regression analysis.

The Titerature on corporate _finanting and utilisation -of bank
.cfedit in deve10ped- countries and developing countries outside the-
Caribbean s more extensive (Maycock and Gardner (1976), -Brodersohn
,(1981f; Shétty-(1982), and references therein). Somé of the results of

these studies will also be compared with the results obtained here.



CHAPTER II

SURVEY METHODOLOGY AND SAMPLE CHARACTERISTICS.

1. Survey Methodology

1

A questionnaire, reproduced as Appendix 1, was designed to
é1icft the regquired information from késpondent firms. Certain primary
or key identifiers were incorporated to fdrm‘the basis fof classification
of the respbnses, viz (i) sector of -activity (ii)_,lega1 status (iii)
ownershfpr(iv) size, as measured by (a) emp1oymént and (b) total revenue
for the last financial year. Other minor identifiers were (i) location
of business'bperations and'(iij number of years in operation, It was not
expected that these latter would influence .significantly the utilisation
of bank credit,-thougﬁ it was hypothesised that the number of years in

operation may affect the degree of access to bank -credit.

The questionnaire addressed the value of the firm's finvestment
in fixed assets for 1981, 1982 and 1983 (to date) and how this investment
. wWas finénced'- pverdraft borrowing, other externaj-borrowings, increase
in share capital and internally-generated funds  (profit and
depreﬁfafiﬁn). The questiohnéﬁré identified rsgvera1 %nstitutiona1_
'sourcés of funds - banks, non-banks, government agencies; suppliers'

. credit, etc., - and sought to determine how much funding was obtained

from these sources and the uses to which these funds from the various
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sources were put, e.qg. . stock purchase, working capital, capital
eipénd%ture, other expenses, etc.. The objective here was to determine
whether or not particular sources of funds were utilised for particular

purposes, Overdraft loans were excluded from this analysis.

The questionnaire then addressed overdraft borrowing
specifically, requesting data on overaraft Timits, overdraft balances on.
a ﬁuarter1y basis, interest paid, maximum proportion of overdraft Timit
uti]ised and the use of overdraft borrowing for stock purchase, working
- capital, purchase of fixed assets and other -expenses. The difficu1ty'
- anticipated in _respect of this area was that it would have beéni
{mpossib1e to determine the actual quantity of financing,made-avaj1ab1é-'
to firms through the overdraft system 'unless one had daily or weekly
balances. -The responses could -thérefore give no more than a general
understanding of the extent of use and the purposes to which overdraft

borrowing is put.

The'quesfionnaire‘requested balance sheets and sources and uses
of funds statements to support the résponsés. It also sought to elicit.
quafitative responses as to whether and to what extent the avai1abi]ity
and cost of bank crédit_ihf1uehced the scale and expansion of business
activity and how. these factors ranked relative to other influences.
Firms were also asked to comment on their-re1ation§hip'with commercial
banks, the role of Central Bank and the need to develop financing

instruments alternative to bank credit.
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The questionnaife was -dfrected to the firms' accountant or
person reSponsib1e for its financial affairs and therefore not many
problems were anticipated in the understanding of ‘the questionnaire,

“except in the case(of smaTT firms without in-house Eccounting expertise.
In the .event, problems were experienced with the valuation of firms'

investment in fixed "assets, and other areas of inconsistency emerged.

2. Sampling Methodology

The Central Statistical Office's Register of Business
Establishments was used as ‘the sampling frame fof_'the selection of
f%rms. “The register lists firms by Nationai Incdme Accounting a;pivity
sectdrs, with accompanying information on address, ownership and
emp]oymeht. For the purpose of this survey, the population was defined
as firms employing ten (10) or more.persons; The population attributes

are summarised in Table 2.7,



- 12 -

TABLE 2.1
POPULATION ATTRIBUTES

_ STZE™ OWNERSHIP
ACTIVITY ~ Number ' ‘ :
SECTORS - of firms Small Medium Large Gov't Local Foreign - .
Export Agriculture 3 - - 3 2 1 -
Petroleum Mining, - : '

Export, Refining 6 1 - 5 2 - 4.

Petroleum Service ' _

~ Contractors 47 - - 2] 22 4 - 28 - 19
Petroleum Marketing ] : - - 1 1 - -
Service Stations 51 48 3 - . - 51 -
Petro-Based Companies .

and Steel : 7 ' 3 1 3 6 - 1
Food 58 30 25 - 3 5 - 40 13
Bakerijes . 26 ' 21 3 2 - 26 -
Tobacco - 1 : - - 1 = - 1
Drink - o N 5 5 1 - 11 -
Textiles & Garment 81 - 54- 23 4 - 76 5
Footwear & Headwear 14 7 7 - - 13 1
Printing 37 30 7 - - . 37 -
Paper & Paper products 17 10 5 2 1 13 3
Sawmills 16 13 3 - T .15 -
Furniture & Woodwork 43 37 5 1 - A3 -
Chemicals & Related '

Products ' 52 31 17 4 1 42 9.
Assembly , 88 51 29 8 1 79 8
Miscellaneous '

Manufacturers - - 30 : 24 - 5 1 - 25 - 5
Construction . _ 167 116 - 40 17 156 11
Distribution 498 380 94 24 - 453 45
Hotels & Guest ,

Houses ' 20 10 8. 2 1 15 4
Transport, Storage E - T = :

& Communication : 96 61 27 8 6 76 14
Services 122 97 19 6 T 113 8
Personal Services ~ 19 104 15 0 1 17 1
TOTAL firms employing : ,

over 10 persons ' 1,611 1,154 363 94 29 1,430 152
% of Total 100 - 71.6 22.6 5.8 1.8 88:8 9.4

* 10 to 50 persons --- Small
50 to 249 persons ~--- Medium.
250+ persons --- Large,
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Given the uneven distribution of firms when classified by size
and ownership, and in ah effort 7t0' ensure the selection of a cross
section. of 1arge firms,_ as well  as firms owned by government and
foreigners, the method of sampliing consisted of judgement selection

combined with a stratified random-samp1e; The desired sample size was
not fo exceed one hundred (100) firms, which was jﬁdged to be the maximum
ménageabie sample_size given the resedrchers‘ resources and time,

The Register of Business Esfab?ishments was examined, sector by
sector, and a judgement selection of the most significant firms made,
bearing in mind the relative size of the sector and composition by

ownership.

A random selection of the remaining firms was carried out using
' afréhdom numbers table. For each sector, all the firms other than those
dlready selected were numbered,sequentia]]y.' Based on.the total number
of firms in each sector, and the -overall required sjze of the sample, it
was decided to ahproxfmaté a 1 in 50 samplie size, The method of
detérﬁining'the number of firms to be randomly selected for each sector,
is illustrated in Table 2.2. It was determined that the random selection
‘should not include any foreign-owned or government-owned firms, since
these were adequately represented.in the judgement selection. Using the
random numbers table, the required number of firms for each sector, as
"wﬂeTl as an appropriate number of substitute or replacement firms for each

sector,. were selected,
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TABLE 2.2

METHOD OF SELECTION OF FIRMS

_ ' Total "No. of firms Remaining No. of firms
SECTOR Population Judgement firms in Random’
S Selection Selection
“Agricul ture — -~ - 3 1 2 0.
Petroleum 6 3 -3 0
Pet. Service Contractors -47 ' 707 47- 1
Pet. Service Station 51 0 51. 1
Pet. Marketing 1 1. 0 : 0.
Pet, Based Co. & Steel 7 3 4 0
Food Drink & Tobacco 96 11 | 85 2
Textiles, Garments,. |
- Footware. 95 3 92 2
Printing, Publishing & :

Paper ~ _ 54 4 50. 1
Wood & Related Products 59 2 57 T
Chemical's 52 8 44 T
Assembly 88 9 79 2
Miscellaneous Manufacturing_ 30 0 30 i
Construction 167 27 165 -4
Distribution  498 6 - 492 10
Hotels, Restaﬁrants ete, 20 2 - 18 0
Transportation, Storage, | '

& Communication : 96 -0 . 96 2
Professiona1 Services 122 0 122 -3
Personal Services 119 0 19 3
Total 1677 ) 55 EEEE_ 34
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The survey was ffna1ised with a total sampie of eighty nine (89)
firms. An analysis of the samﬁTe of fimis is given in Table 2.3. From
these 89 firms, it was decided to select ten (10) firms to be used in a
pijot_sﬁrvéy. The firms were selected so as to cover small, medium and
large opérations | as well as ,1bca}1y-0wned, _government-owned _and
foreign-owned firms, The pilot survey was to be used as a basfs for
“determining,the types of problems firms would encounter {n completing the
'questionnairé- and consequently, to make any fina1 changes to the
-questionnaire. Field work for the pilot survey began in May 1983 with
the mailing of questionnaires, followed closely withtﬁersona1 contact by
a research officer from the Bank's Research Department. The .pilot survey
was closed-off in mid-Juné 1983 with completed queﬁtionnaifes and
? feedback from eight of the ten firms. Following the pilot survey, the
'questionnafre was finalized as 1illustrated in Appendif I and mailed to

the remaining 79 firms with a covering letter.
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TABLE 2.3

Characteristics Of Firms Selected In Sample

No. of % of Sample

Hotels & Guest Houses

Transport, Storage Communication

Professional Services
Personal Services.

oo

SIZE OWNERSHIP No. of % of Sample
Firms . Total Firms Total"
Large 28 - 31,50 Gov't 11 12.4.
Medium - - 30 33.7 Foreign . 13 14.6
Small- 31 34.8 Local 65 73.0
89 - 100.0.  .§2 - 100.0
SECTORS No. of Firms
Sugar 1
~ 0i1-Products and Refining 3
“Service Contractors 1
0i1-Butk Distribution 1
0ii-Retail Distribution. 1
Fertilizer ' 2
Steel 1
Food - 7
Drink 5
Tobacco 1
Textiles & Garments 3
Footwear 2
Printing, Packaging &
Paper Products )
Wood & Related Products 3
~ Chemicals 9
Assembly : 1
Miscellaneous Manufacturing 1
Construction 6
Distribution 16
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Nine research officers, each . with responsibility for
apﬁroximate?y.niné firms; carried out the field work which begaﬁ soon
after the questionnaires were mailed on June 23rd, 1983, Field' work
included ‘'telephone reminders' and visits to firms with appointments
eithér to comp]efe.the guestionnaire or for interviews:to clarify some of

the areas of the questionnaire. While the surﬁey was in the field,

several changes were made to the original sample of firms. Firms which

were selected on the judgement basis were replaced on a judgement basis,

while firms selected on the random basis were replaced by the firms which

had been randomly selected as “sténd-by"'orrsubstitute firms.

The survey was closed at the end of August T983'wjth responses
from sixty nine (69) firms, or a non-response rate 6f-22 per cent, _Given
that the ﬁa11' queétionﬁaire technique was used, fhough there was
' fb]low-up, the response rate (78 per cent) can be considered particularily

good,

3. Sample Characteristics

The characteristics of the 6% respondent firms in respect of
-sector classification, ownership and size (emp}oyment) approximated

closely theichéracteristics of the original sample (Table 2.4). Two of
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the respondent firms which had been classified in the sampling frame as
employing more than ten'persons turned out in fact to embTo& 1e§s than

ten persons. They were however, retained in,thef_aneﬂysis.1

\
The size distribution of respondent Vfifms; measuréd by the
" number of employees reveals that 29.0 per cent were Takge (over 251
emp1oyee§), 40.6 pef cgnt were medium-sized (51-250 emp]oyeés) and 30.4
per cent were smaf] finnsr(}ess,than 50 employees). Relative to thé
population of firms therefore, the size distribution of fhe respondent
firms is biased heavily towards larger organisations*_and this must be
borne in mind in assessing the survey results andxﬁhe con§1usions-drAWn.
However, the researéhérs were hot unéomfortab1e with  this bias since
Targér firms account for the greafer pérf of total output'dnd emp]oymént-

-and presumably, the greater part of the demand for bank credit as well.

 The size distribution of 're5pohdent Firms measured by total
revenues earned in their last financ}éi year reveals that 18 firms (26
per cent) earned revenues in excess of $50 million while 21 firms (30 per

cent) earned revenues of less than $5 million.

1 One of the 'sm‘n;-s:ﬁ’fs.‘I of the survey work undertaken by the authors
was that we were able to update the Central Statistical Office in
respect of the data on the firms on their Register.
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TABLE 2.4

Characteristics of Respondent Firms

STZE Number % of OWNERSHIP - Number % of

Total Total
Large - 20 ' 29.0 Gov't - 9 “13.0
Medium - 28 40.6 Foreign 10 - 14.5
Small 21 30,4 Local . . . 50 72.5
TOTAL. 69 100.0 69 100.0
, SECTORS Number % of
- : ' ' : : T Total
Sugar ' ' T ' 1.4
Petroleum \ ' 5 7.2
Manufacturing o 7 | 36 52.0
Food Drink & Tobacco 1 15.9
_ Textiles, Garments, Footwear -4 5.8
' ' Chemicals and Non-Metallic 7 10.1
“Assembly 9 13.0
Other 5 7.2 -
Construction & Construction Services 4 . 5.8
Distribution o 15 21.7

| _ Other - . 8 11.6

69 . 100.0
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Tﬁe geﬁgraphical distribution of the'respondent firms revealed
that 47 (68 per cent) were located in the North-West, of which 23 (33 per
cent) were located in Port of Spain, 8 (12 per cent) were located in the
North-East, 3 (4rber cent) were Tocated in Central Trfnidad and 11 (16
pér cent) were located in- South Trinidad, of which 6 (9 per cent) were

Tocated in San Fernando,

* Most of the respondent firms (53 firms or 77 per cent) were in
existence and operating'for ovef ten (10} years, of which 17 (25 per
cent) had been in operation for over twenty five (25) years. Only two
- {2) firms had been in operation for less than five (5) years., Asimight
be e%pected,_the1argest firms measufed by number of emp1oyees had-béen
in exfstence 1ongest. Thfrteeﬁ (13) of the twenty large firms fover 257
employees) had been in operation for 15,year$ or more and another four
(4) large firms had been in existence fdr over ten (10) years. Of the
fifteen-(15) firms which were in operation for ]eég'than ten {10) years,
fiver(S) were medium-sized (51-250 employees) and eight (8) were small

firms (Table 2.5).

Fiffy (50) firms or 73 per cent of tﬁe respoﬁdeﬁtérweré pr%Qate
Timited 1iability companies, while fourteen (14) were public riimited
1iability companies, two (2) were partnerships and three (3) were'so1e
traders (Tab?e 2.6}, This distribution is not unexpected given the
business 'traditidns in Trinidad ‘and Tobaéo whergbyf faﬁi]y' firms

incorporate as private tompanies' and have displayed a  reluctance to
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become 'pub1ic companies ~which involves a much greater degree of

disclosure and ultimately, a dilution of family control over the

enterprise.

" Table 2.5

Respondent Firms - Re1atfonsh1p Between Size

And Years In Operation
{per cent)

No. 'of Years in Operation

e

Size of Non . Under  10:- 25 Over 25 TOTAL
Firm Response 9 Years Years = Years =
LARGE 1.4 2.9 15.9 8.8 - --29.0
" MEDI UM - 7.2 20.3 213.2 40,7
SMALL - _11,5 15.9 2.9 30,3
TOTAL 1.4 21.6 52.1 24.9 100,0
Legal Status . No. of Firms  Percentage of Total
-Sole Trader 4.3
Partnership ‘ 2.8
Private Limited Company .. 50 72.5
Public Limited Compan& 14 20.0
TOTAL o 69 100

4
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4, Problems of Inference

- The sample selected 'for- analysis cannot be _considered
representative by the normal statistical criterion of random_sé1ection.
In the first place, the authors deliberately chose 'large' firmé,rthbse
employing over ten (10) persohs. | Secondly, the judgement selection
process utilised prior informationrinrse1ecting firms into the sample.-
The net re§ﬁ1t of these procedures 1is fhat one cannot correctly and
appropriately infer in é statistiéal'sense anything-about the popu]atfon
of firms in 'Triqidad and Tobago from the - samﬁle; - In reporting our
results therefore, we have been careful to confine the results to'tﬁe-
actual sampﬁé of- firms and have évoidéd makjng-ﬁnferences-about fFivms in |

general,

" The procedures which were adoptea are howevér,, defensib]e in
that it can be argued that our-resu1ts are applicable to the larger firms
_in the econdmy which in any event would accdunt;for prOpOrtionater'the
greater paft of the bank éredft. Our resﬁ1ts allow us'toisay-nothing—
about how small firms make use'of'baﬁk credit or the special problems or

advantages they may experience.

A second‘importahﬁ'inferentia] issue is that our results relate -
to a specific period of time ending around mid-1983. As such these
results may not be‘transferable to other periods of time. Specifically,-

the reference period covered the boom years when excess liquidity in the
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banking system was high, credit-was expanding rapidiy, and access to-
credit generally easy. In the current downturn, these variables have all
changed dramatica1iy and the conciusioné which we drew from the sample

results may not all be applicable to a contracting economy.
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CHAPTER 111

P

- BANK/CUSTOMER RELATIONSHIPS

’ Most firms (48 or 70 per cent) had a re1ationship with only one
bank, while 11 (16 per cent) had a relationship with two banks, dnd'ﬁ (9
per cent) had a relationship with three banks (faﬁié 3.Ti.i ka-(éj of
fhe nine (9) firms with three or more banks were in either the Sugar'br
Petroleum Industries, and seven (7) of the nine (9)'wére large firms

measured either by number of employees or revenue, -

For thoée firms,ﬁhich had relationships with more than one bank,
some of'the'réasons-%or*thisrseemed'to be (i) an hfstﬁrica1assoc1ation
with more than one bank, (ii) 'prudence' ({ifi} the ability to take
advantage of the whole range of facilities offered, but which were not

necessarily delivered by any one bank. However, the most frequently

“cited reason was simply that the size of the firm's operations, either in

absolute terms or relative to the size of banks and their probable

 desired eprsure_tohé large firm, dictated that more'than one bank be

used. Interestingly, one respondentrfirm offered the view that only one
bank was necessary since there was a lack of interest rate competition

among banks which might warrant multip1e'bank1ng or 'shopping around'. |
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TABLE 3.1

Banking Relationships by Size of Firm
(Fercentage Distribution)

Number of Banking Relationships

Size - " Non _
of _ Response 1 2 3  More than 3  Total
-Firm
Large -~ 0.2 87 5.7 453 28.9
Medium 1.5 33.3 4.3 1.5 - 40.6
Small - 261 2.9 1.5 - 30.5
TOTAL 1.5 - 69.6 15.9 8.7 4.3 100.0
MEMO ITEM:
Number . _
of firms ] 48 11 6 3 69

Almost all respondent firms had overdraft facilities with their
banks° Only three firms (3} indicated that they had-nonerand there were
- two (2) non—re5pohses. TWgnty—éeven (27) firms (39 per cent) had
-dvérdraft limits of up to $1 million, 23 firms (33 per cent) had
“overdraft 1imits of between $1 miliion and $5 million, and 14 firms (20
per cent) had overdraft 1imits of over $5 miilion, of which. 10 were large
firms and 4 were mé&ium-sized, measured.by number 6f employees (Table
- 3.2). Ten (10} of the fourteen (14) firmé Qith large overdraft limits

were in operation for over 15 years, while only one (1) with a large

‘Timit was in operation for less than 5 years.
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Most firms (65 per cent) appeared tb be uti]izing their
overdraft facilities. Sixty five (65) per cent of firms'recdrded deb1t
{overdrawn) quances at the end of each of the four quarters of 1982,
Another twelve - {12} firms (17 per cent). recorded balances which
f]uctuatgd frdmldebft to credit over the Saﬁe period. Only eight (8}
firms (12 per bgnt)rrecorded credit balances at the end of each of the -
four quarters of 1982, wa:fhfrds (68 per rcent) of respohdent 'fitms‘
breached their overdfaft 1iﬁfts at §omékt§mé during 1982, Twenty three
(23) firms (33 per cent) drew betWeen 101-120 pér cent of their
respective Timits, 10 drew betweén'121-150 per ceht_of their respective_
,1imits,,9'drew between 15152OC per cent of their'reﬁpéctive 1imitsrand 5

drew over 200 per cent of their limits.

Pl

TABLE 3.2

- Size of Overdraft Facility In
Relation to Size of Firm
(Percentage Distribution)

Size Non— No Under $1. Miltion to Over  Total
of Response Overdraft §1 Million $5 Million  $5 Million
Firm Facility ,

Large 1.5 1.5 - 11.5 4.4 28.9
Medium 1.5 - 1340 20.2 5.9  40.6
- Small - 3.0 26.1 1.4 - 30.5
TOTAL 1 I 00 - SE— By IR 0 70,3 T00.0

MEMO ITEM:

Number of o : : :
firms 2 3 27 23 - 14 - 69
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These data suggest that baﬁks had been Operating'fheir overdraft
Timits quite flexibly for wmost firms and'informationrffomrather sources
suggests that in fact Timits have, in-the past; been- increased when the
account is revieﬁed and persistént breaches of the 1imit noted. This is
1ikely to have changed however, as the economic c1iméte has deterioréted
and banks monitor the use of overdraft faciiitiesimore ciosely &nd are
much tougher in dealing witﬁ'requests for increqsesrin Timits.

In order to assess whether the avai]abi?ityi and/of cost of
finance was a major constraint on their operétions, firms were asked to
rank these factors and others - market size, ava11ébi1ity of management
~and availability of technical staff -- according_as‘théy were iﬁportqnt
in affecting the scale of their operations. Generally, market size was .
seen to be the most significant const%aint. Fifty one (51) firms (5h”§e§
cent) cited market size as 'very important' to their scale ofIOperétions,
while another 12 firms (17 ﬁer cent) ,indicated it was 'important'.
‘Availability of Management' was the next major constraint with 87 per
cent of firms citing this factor as 'important' or 'very important' while
for only 6 firms (9 per cent) it was either of minimal importance or
‘unimportant’. Five (5) of these 6 firms werersmé11_as measured by the
number of employees and §11 were Jlocally-owned, 'Availability of
Finance' ranked as the third major constraint'withVBZ pér cent of firms
viewing this factor as 'very important' or 'important','whi1e78 firﬁs (11
per cent) vieﬁed it as either of minimal importance br 'ﬁnimportant'.
Five (5) of these 8 firms were in the Distribution sector, four (4) were

small, and four (4) medium-sized, as measured by number of employees, and

all were locally-owned.
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‘Availability of Technical Staff' ranked as the fourth major
constraint, on. the scale of operatiﬁns while the 'Cost of Finance' was
ranked last, -with 80 per cent of fitms citing this factor .as 'very.
important’ of 'important' and 10 firms (15 per cént) citing it as of
minimal importance or 'unimportant’' to their scale of operatiohs. Five
{5) of these ten (10} firms were 1ocated in thernisffibution sectof, all
were small or médium—sized, and eight (8) were 16ca11y-owned_and,two (2}

were foreign-owned.

The relative ranking of the availability and cost of finance as
. constraints on firms was conffrmed-by their responses to the questions on
the importance of ihe interest rate and size of loan repayments in the
“undertaking of,;a- capital project. Thirteen (13) firms (19 pér cent)
indicated that-the interest rate was 'not impoftant‘, while 42 per cent

indicated it wés 'very important' or ‘impdrtant‘. Ten (10) of the
thirteen (13) firms indicating that the 1nterest rate wa§ ‘not 1mportant‘
were locally-owned, two (2) Qerer foreign-owned and one. (1) was
govenment-owned. Interestingly hoﬁever, 4 of these 13 firms had not.—
bbrrowed to.finance capital investmeﬁt'fbr'1982, while only four (4) had

financed 60 per cent or more of capital investment by borrowing in 1982,

Eight (8) firms (12 per cent) indicated that the size of loan
repayment was ‘not important' compared with 54 per cent which viewed this -
factor as 'jhbortant‘ or ‘very important'. Again, of these ‘eight (8)

firms, four (4) had done no borrowing to finance capital investment in
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1982, one (I)Vhad undertaken no capital investment in 1982 at all while
only two (2) had financed more than 60 per cent of capital investment in
1982 from borrowings. .

| The relative ranking of the cost and avaiiabi]ity of finance is
probab]y:related to the easy credit conditions and generally low interest

rates which prevajled in Trinidad and Tobago until recently. As credit

conditions become tighter these factors will certainly loom Tlarger Aés'

constraints in the eyeé of firms, though it is unlikely that the cost and
availability of finance will become more important than market size as

constraints on the scale of operations of firms or on their investment

plans.
TABLE 3.3 )
Significance Attributed by Firms to
Various Constraints on Their Operations
Level oT Signiticance
_ {Percentage Distribution)

Type of Non very 0f Minimal _

Constraint ‘Response Important Important Importance Unimportant TOIKL
* Market Size 5.8 73,9 17.4 2.9 - 100

Availability of =~ 4.3  42.0 5.0 . 7.2 1.5 100

- Management S ‘
~Availability of ,
- Finance 5.8 53.6 29.0 4.3 7.3 100

Availability of _ :

- Technical Staff 4.3 42,0 43,6 -~ . 5.8 4.3 100

100

Cost of Finance 5.8 31.9 47.8 8.7 5.8
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Firms were asked whether or not they had difficulty in expanding
their'busiﬁess activity over the‘fivé years'prior to the :Qrvey owing to
(i) banks claiming that Toan funds were not available, (ii) banks
querying the -feasibi1ity of the projecf(s) or {(iii) Tack df .adeqhateg
collateral support; and also whether or™not proposed capital investment
pbojects had been deferred, “scaled-down or abandoned due _to

unavailability of credit and/or the high cost of credit.

In respect of banks claiming hnavai]abi1ity of loan funds, 15
firms (22 per cent) indicated 'yes', whiTe 44 firms (64 per cent) said
'no'. Twelve of the fifteen firms were small. or medium-sized, eleven
were local, twa foreign and ﬁwo, gover'nment—ownéd° The jncidencevof a.
positive response was highést in- the 'Manufacturing - Chemicals and
rNon-MetaT11c Minerals' and ’Manufacturing - Assembiy' industriesrwhere

three of the seven firms and four of the nine firms in these sectors

indicated that banks had claimed Tack of funds.

Only 'fiVe  (55 firms (7 per cent) indicated that banks _héd
gueried the feasib11ityrof theif proposed projects, and fiye (5) {7 per
. cent) indicated that banks were not satisfied with the 'Téve1_ of
collateral support. Two - (2) of the five firms whose project's
feasibility was queried were government—owﬁéd and  two (2) were large

firms.
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Sixteen (16) firms (23 pér cent) indicated that they had had
investment projects déferred. Twelve (12) firms (]7 per cent) indicated
that they had had projetts scaled-down, but only five (5) firms (7 per
-ceht)_ indicated that projects had actually been abandoned. Of the
sixteen (16) firms which had had projects deferred, seven (7) were 1érge‘-
and six (6) were medium-sized. The incidence of deferral was highest in
Textiles and Garment Manufact@ring and Construcf?on.'JOf the twelve {12)
firms which had had projects scaled-down, four (4) ‘were large and six (6)
were medium-sized, while the .incidenée of down-sizing of projects was
highest in the Construction sector. Of the five (5) firms which had had
tb.ébandon projects, three ({3} were Iarge,thi1e-the,sectora1 inciﬁence
of abandonment, though uniformly 1low, was again highest in the

Construction sector.

Thirteen (13) firms (19 per cent) 1indicated that deferral,
scaling-down or abandonment was due to the unavailability of credit,
while an almost .equal number (12 firms or 17 per cent)riﬁdicated that
unavailability of credit was not fhé,reason for deferral, scaling-down or
abandonment. Nefthér of the factors-~size of firm or sector of activity,
except for Construction-- was able to discriminate between the positive
and negative responses and - therefore the -experience of firms in this
‘regard is probably related to either firm-specific factors or the timihg

of application for credit.
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Seven (7) firms (10 per cent) dindicated that thé{r project
proposals were adversely affected by the high cost of crédit, whi1é twice
as many (15 firms, 22 per cent) indicated that the high cost of credit
was not the reason for deferral, scaling-down or abandonment. Three (3)
of the seven (7) firms were in the Construction sector and four (4) were

o et A e =

large gnd’tﬁa"IZY"wére’medium-sized.

These results support §oﬁe-”fhterestingi conclusions. first1y,-
they tend to confirm our previous conclusion that‘financing,refthef in.
terms of avai1abi11ty or cost, has not been a major or severe constraiﬁf ‘
for ﬁost firms., Secondly, of these two factors - avaf]abflity-and cﬁst
of credit, the former wasrgenera11y seen to be more significant'than the
Tatter, which Vmay suggest that perhaps banks prefer to ratioh credit
‘rather than raise dinterest rates. Thirdﬂy, one may have expecited a
priori, that smaller firms would have been the ones - more adversely

affected in these regards, but this did not appear to be the caée.

Generally, of those firms advéfgeiy : affected -by the
undva11abf1fty or cost of credit, the 1larger firms seemed to ‘be
proportionately more affecfed’ than the “smél1er- firms. - This however, .
could be related to the fact that Targer firms would have larger and more-
ambitious invesfment projects requirihg Targé' amounts of funds and
therefore these projects would -have been more 'risky_'tp the banks.-
Foufth1y, the Constﬁucfion industry would abpeat to have experienced moré

problems than other sectors in respect of bank. financing.. The reasons

for this could withstand further investigation.' : -
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Asked to comment directly on' their re?ationshipsr with their
banks, most firms indicated that their relationships were both
'10hg-standing' and 'good' to ‘excellent'.  Some of the adjectives
actually used to describe the re]dtionships were 'subportiVe‘, ‘cordial’,
‘healthy’, 'very helpful', 'flexible’, and ‘active'. The service which
banks _provided -were',aiso seen to be more than adequate for most
respbndents and were described as ‘modern’; - 'up-to-date', ‘efficient’,
'prompt' and 'dager fo help'. In several instances, the advice provided
by banks and/or discussions held with banks on business matters were held
to be useful and in one or two instances, instrumental. Firms identified
the banks' ovérdraft faciTities,' §pecia1 loans, .1etter§ of -credit,

bonding and foreign exchange services as useful,

Not all comments were favourab?e,'however. A few respondents
were of the view that banks were or had been 'insensitive' to their
pecu1€ar needs; ‘over-cautious' in respect of investment projects, that
their_decision-making process was 'too long, ‘demanding and tedious' and

the degree of responsibility of bréhch managers was 'too Timited'.
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CHAPTER IV

d

SOURCES OF FUNDS

" The sources of finance for a company are internal and external.
The avai1ab11ity of internal funds or savings reflects current and past
profit 1e§e1§; as well as depreciatiqn' a11qwéﬁces, Vtaxatfoﬁ “and the
- company's dividend po1icy; Some df the main sources of external
financing have traditionally been trade credits, borrowing from banks,
issue of shares"and ']ong-term--debt issues. .Thé choice of financing
betweeh internal Vand external funds, and the ﬁarticular instrument of
- external financing would depend on the desired capitaT structure of the

1

firm' as well as on the relative cost and availability of the various

financing mechanisms.

Based on the survey reéults, two financing ratios are analysed
in detail, these are: (i) Internal Funds to Total Funds ('the internal
funds ratio;) from which we can also derive the ratio of External Funds -
to Total Funds; and (ii) Total Bank Resources (i.e. bank Tloans plus
decreases in 'cash and bank balances') to Total Sources of Funds. This
chapter also hiQh]ights the importance of bank financing and the relative
distributidn of the main bank financing instruments,. as well discusses

the contribution of various institutional sources of credit.

T See Chapter VII. | ' S
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‘1. Internal Sources

As shown in Table 4.1, interha11y~genérated funds i.e. funds
from operating profits, before depreciation and other non-cash expenses
are - deducted, accounted for a weighted average of 51 per cent of total

sources of funds for the reporting period1. - However, the median rate

was 32 per cent. The variation in the two measures of central tendency

indicates that the internal funds ratio is positively skewed. -

Subject to the usual caveats and qualifications when
internationé1 comparisons are made, this compares fo,both’the U.K._énd
Germany where, as reported in the Bank of England study (1984), interna?
funds have accounted for an average of 60 per centldf companies’ total

sources of ~funds since the 197015, although the specific éveraging

technique is not indicated. The ratio for Germany however was more

stable than the highly cyclical U.K. ratio. Maycbck and Gardner {1976)

in their study on corporate finance in Western Europe, quotes Rybczynski

- {1974) who gives the internal funds ratio for Japan as'38 per cent over
the 1967-1971 period. The study concludes that, for each of the major
industrialized countries considered (incfuding- the U.S.A.), with the
exception_of Japaﬁ, it appears that during the 1960‘5; retained profits
and depreciétioh generally ﬁrovided somewhere_ betﬁeeh one-half and

two-thirds of total funds fequirement, 1eaving'r6ugh1y one-third to

T 47 firms supplied data for 1982, 14 for 1981 and 2 for 1980. The

" consolidation of data from different accounting periods assumes that
the relative distribution of sources and uses.of funds is constant.
This assumption may impose some Timitation to-the résults.

\
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© TABLE 4.1
V' SOURCES oF Funps |
SOURCES % Distribution
A.  INTERNAL 51.0

B.  EXTERNAL 49.0

1 47 firms supplied data for 1982, 14 for 1981 and 2 for 1980,

one-half to be " financed from external sources. The study further
concluded that large quoted companies evidently used external finance to
a greater extent than--sma11er companies -which looked more to

internally-generated funds.

?or the United States, Mains (1983), in an examination of the
sources of corporate funds siﬁce-IQGO notes fhat, éxceﬁt for the sharp
reversals in 1975 and-1980,rthe internal fundé ratio dec]inéd steadi1y
from 73 per cent to 66 per cent in 1981.- External sources increased as a
proportion of total sources, with debt, rather than new equity, being the

primary external source. Mains cites the increase in corporate capital
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expenditure and the combined efféct of changes in corporate profitability
and corporate dividend policy, as the factors mainly responsibie for the

relative decline in internally-generated sources of finance.

M.C. Shetty (1982) in his study on financing of manufacturing -
-enterprises in Bang]adesh,'lndonesia, Malaysia, Sri Lanka and Thafland in
the 1970's, conciudes that internal funds wereiby_far the more importaﬁt
source -of financing, Thiéh he attributes to the rgénerous depreciatidn
rates, tax holiday benefits and low corporafe and other taxes, as Qe11 as

to the relative underdevelopment of financial institutions. He notes

that, whi1é in fhe early 13870's a-significant proportion of small-scale
units oﬁerated entire1y'outside the financial system, by the Tate 1970's,
: Vdué to the better allocation of short-term commerbiaT bank credit and the
spréad ‘of specialized development finaﬁce institutions, there ,was' an

increased reliance on external sources of funds,

In the Caribbeaﬁ, Bourhe (1972) in his 1871 survey of business
'firmsrin Guyana concludes thét,intéfnal1y-generated fundé accounted for
an average of 44 per‘cent of total financing, with businesses relying on
external sources of funds for the larger brdbortion (56 per cent) of
their -financial requirements. His ﬁre1iminahy observations ihdicated
~ that the mean dependence on external sources of:fihance was greater for
locally-owned firms, than for foreign-owned firms. He also observed that
the-'degree of 5ntérna1 financing véried directiy with the degree bf

sophistication of the corporate structure.
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TABLE 4,2

Relative Importance of Internal and
. External Sources of Funds 1n Selected Countries

COUNTRY PERIOD - - INTERNAL FUNDS/
' : 4 ' TOTAL FUNDS

United Kingdom - 1970's | | 60 .
Germany f970's o 60
-U.S.A. | 1981 : - 66
Japan - 1967-1971 .38
Guyana - 19N | 44
Tfinidad & Tobago 1981-1982 . 51 (Mean)

32 (Median)

In Trinidad and Tobago,'the re1étive dependence on intérna]]y-
generated funds is analysed by sector; employment and revenue size,
ownership and age of establishment.- The~ internal- funds ratfo Was -
negative for 17 per cent (12 firms) of the sample. A further 20 per ceﬁt'
(14 firms), 14 per cent (10 firms) and 13 per cént {9 firms) stated that
these funds accounted for 1-25 per cent,726-40 per cent and 41-50 per
cent respectively, of total funds from all sourdes;4 Pfofits accounted
for over 50 per cent of total funds in 23 ﬁer cent (16 firms) of the

_sample.
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The - Petroleum, Food, Assembly - and Other sectors were
over-proportionately represented amongst the firms in which internal
funds accounted for over 50 per cent of the_tota1-50urces of funds. On
the other hand, for the majority of firms in the'Sugar, Textiles, Other
Manufacturing and Construction sectors, internalrfunds reﬁresented less

than 25 per cent of total sources. Approximately half of the firms in

~the Chemicals and Distribution Aseétors relied on internal funds for

between 25-50 per cent of their financing requirements.

In general, firms employing a larger number of persons exhibited -

- higher internal funds ratios. This ratio varied between 61-90 per .cent

“for 36-per cent (§Vfirms)_of the firms employing over 500 persons. Using
annual revenue as the indiﬁator Bf-size; smaller firms and'1arger,f{rms
exhibited significant dependence on internally-generated funds, while
medium-sizéd’firms reported a markedly Tower average debendence. For 28
per cent (2 firms) of the firms with annual revenues 1e§S‘than,$1 miliion
and. for 33 per cent (6 firms) with annual 1+eyenue5' greater than $50

miITTOn; internal funds represented over 61 per cent of total sources of

funds. On average however, for firmé with ﬁnnuai,revenues Tess than §3

million, internal funds represented-SG per cent of total funds and for
firms with annual revenuES'exceeding $20 mi11ion; this proportion was 35
per cent. This compares wiﬁh firms with annual revenues between $3-$20
7miﬁ1fon whose average dEpehdénce on-inﬁerna11j generated funds was 20 per

cent.
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TABLE 4;3

Interha1 Funds Ratijo- by Size of Firm
{per centj

Trternal —SWALL  WEDIUN —TARGE
Funds Ratio . (Less $3m) ($3-$20m) (over $20m)
Non-Response : 25 | R 7
Under 25% 25 50 37
25 - 505 - 25 29 26
51 - 70% - o g8 - 18
Over 70% _ : 25 5 - 12
TOTAL 100 000 100

MEDLAN RATE 385 205 34.9

‘A sigﬁificant proportion of fOreign«ownedjfirms exhibited higher .
internal funds ratios compafed with locally- and govennmentmowned firms.
Thirty (30) per cent of foreign firms had internal fundé ratios exceeding
80 per cent. However, on average, government firms reported the highest.
use of internal funds - 55 per cent, compared to foreign firms whose
average was 50 per cent and local firms with an average interna1 funds .

ratio of 27 per cent.
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There appears to be a signfficant correlation between the age of

a firm and its reliance on' internal ﬁfunds.' Older established firms
generally had - higher internal funds ratios, although for firms
established over 25 years, there seems to be a reversal of this pattern.
'For_50'per-cént of firms established 1es§ than 5 years ago, internal
funds accounted for-]ess_than 15 per cent of total funds. For firms
established 5-9 yeafs ago, although 38 per cent of,théée firms reported
that this ratio was less than 15 ?péF 'ceﬁﬁ; 15 per cent sfated that
fnterna1 funds éccounted for 81-90 per cent ﬁf' total sourées. Firms
established 10-25 years ago had ah:average dependenceﬂbn internal funds
of 30 per cent, while 'firmsr established over 25 yéars “had an average

internal funds ratio of 20 per cent.

2. External Sources

The relative- importance- of internal versus external -financing
can be reédi?y assessed from the analysis in Section 1. However,
substantiai variations, 1in methods of obtaining external funds may be
evident among countries due to differing financial- and institutional
traditions and the degree of development of the financial sector. The
-relative importance of commercial banks versué securities markets is
sometimes used to desériﬁercorporate'financia1 ﬁafkets as either ‘bank

oriented' or 'market oriented’.
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Table 4.4 indicates that external funds accounted for a Qeighted
average of"49':per -cent of total external 'sourcés of fﬁnds' for the
reporting period. Of the total external sources, decreases in Cash and
_Bank Balances was. the most significant, accounting for. 49.8 per cent.
lCombined with bank 1oaﬁs (10.2 per cent), total commercial bank resoufces
repreSented as much as 60 per cent of total external sources of-funds,
Non-bank Toans (5.7 per cent) do not apear to be an important source of

funds to businesses in Trinidad and Tobago,

Increases in trade credits accounted for a reTative1y high,\
. proportion (17.8_ bef cent) of total external funds, while changes in
other working capital balances also appears to be a-éigﬁificant source of
external funds. In the new and relatively under-developed capital market
in Trinidad'and Tobago, corporate bond issues have not been a source of
finance and new equity issués have not contﬁibuted significantly to total

financing requirements.
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TABLE 4.4 ;

EXTERNAL SOURCES OF FUNDS | .
EXTERNAL SOURCES - % Distribution
(1)  Decrease in Cash and
Bank- Balances ' 49.8
{ii)} Increase in Trade Credits '-17.8
(iii)} Bank Loans 10.2
{(iv) Other Loans ' 5.7
(v}- Issue of Shares 2.9
(vi) Other Sources® - 13.6
Memo
External Funds Ratio 49,0 (Mean)
' ' 68.0 (Median) .
_ .
T 47 firms supplied data for 1982, 14 for 1981 and 2 for 1980, T

2 Includes Decreases in trade debtors, decreases in inventories and
other woking capital changes as well as decreases in financial
investments and sale of fixed assets.
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Over ‘the reporting period, share issues accounted for'on1y 2;9 per cent
of total -exterpal sources of funds. The Trinidad'énd Tobago corporate
financial market can therefore be cleariy described as 'bank;oriented'._
The situafion appears to be similar in Guyana, where Bourne (1972)
reported that bank credit accounted for an ayerage of-54 per cent of
total external sources of funds. In Sections 3 and 4 below, bank
financing is examined in greater detail wh11e_ Sectjoq 5 re;amines -ﬁhe

relative importance of the various institutional sources of fund.

3. Bank Financing

' Total bank resources is defined as: the sum-of bank_]oans ﬁ]ﬁs
any decrease in ‘the item 'cash'and bank balances'. Changes ih fcash and
bank balances' reflect the net'of increases/decreases in current account
borrowing- and increéses/decréases '1n current account deposits;- A net
increase in cash and bank balance therefore represents~a-use_of_fuhds and

a net decrease represents a source of funds.

k A iﬁecré&se in a firmﬂé current account deposits‘ cannot be
strictly termed a use of bank's funds. However, owing to therdifficu1tyf
of differentiating whether a decrease,in'césh and bank balances is due to
a decrease in the_firm's_deposits, an {ncrease in bank borrowing or a
combination of both,:for fhe,purposes of this exercise,'a11 decreases. in

cash and bank balances are incliuded as a source of funds from commercial

banks. Also, owing to the nature of the “overdraft facility, it is
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difficult to accurately estimate the total amount of credit which an
overdraft facility allows a firm. However, in this study, a net annual
.decrease 1in -cash and bank balances is taken to represent the net

- overdraft credit extended by commercial banks to the firm.

The survey results show that the weighted average of bank
. resources to total sources-of funds was-23.4 per cent. However, for the

median firm, -bankr fesources accouﬁted fofr only 9 per cent of total
sources of funds. The distribution of the bapk resources ratio by firm
reveals the_foilowing pattern. For 50 per cent of the sample (35 firms},
bank resources accounted for 1-10 per'ceht of total funds. For a further
12 per cent {8 firms), this ratio varied between 11-20 per cent and for
13 per cent of ‘the sample banks' resources accounted for 21-50 per cent
 of total sources. Significantly, 11 per cent of the sample (8 firms)
recorded a reliance on bénks',resources for over 50_per cent of their

financing requirements.

Analysed by fifms' activity, the sample results indicate a
greater reliance on. bank resources by firms in the Sugar, Chemicals,
Assembly and DistriSution sectors, where 100 per cent, 28 per cent, 22
per cent and 13 per cent of firms respectively, recorded that bank
resources contributed hore than 50 per cent of their total sources of
funds, This--contrasts with firms in the Food, Textiles, and. Otheg
Manufacturing sectorg, where 73 pér,cent, 75 per cent and 60 per cent of

firms-respectiveTy, stated that bank resources contributed 10 per cent or

less qf their total sources of funds.
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SECTOR
Non  1-10 11-30 31-50 51-60 81-100 TOTAL
Response o
SUGAR - - - - - .100.0 - 100.0
PETROLEUM 20.0 40.0 20.0 200 - - 100.0. |
MANUFACTURING 1000
Food, Drink & Tobacco - 72,7 9.7 91 9. - 100.0
Texti1es; Gérments ' : , : '
‘& Footwear © - 25,0 75.0 - - - - 100.0 -
* Chemical & Non- o
- Metallic Products 57.1 - 14.3 - 28.6 - 100.0
Asamhr&RﬂaMd,' , : ) :
Products 22.2 4.4 1.1 22.2 100.0
_Other Manufacturing 60.0 40.0 - - . 100.0
'CONSTRUCTION. 25.0  50.0 25.00 - - - 1000
DISTRIBUTION 13.3 8.0 333 - 6.7 6.7 100.0
OTHER 25,0  37.5  12.5 25 - - 100.0-
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TABLE 4.5

Banks' Resources as a PFOportion of Total Sources o? Funds of Sector

(% of firms)

BANKS' RESOURCES AS A PERCENTAGE OF

TOTAL SOURCES OF FUNDS
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Using both numbers employed and annual revenues, larger firms
Ethbited a wider degree ofrvari;biiity-in the ratio of bank resources to
total sources of funds. Of the firms empioying over 500 persons, 57 per
cent (8 firms) recorded fhat fhis ratio was 10 per cent and less, while

14 ﬁer cent (2 Tirms) stated that'the_ratio varied between 81-100 per
cént, Siﬁi1ar1y, of‘:the firm§ with annual revenues in excess of $50
mitlion, 61 per Eent {11 firms) recorded a ratio of 10 per cent and less,
and 11 -per cent (2 firms)'gtéted that this ratio was 81;100 pef cent.
This'combares to the smaller firms where banks' resourbés_as a percentage.

of total sources of funds was a consistently smaller proportion.

0f the firms emﬁToying less than 25 persohs; 38 per cent (5
firmé)rstated that bank resources accounted for 10 per ctent or less of
total sources of funds and a further;38,per cent (5 firms) stated that
this proportion was 11-30 per cenﬁ,' with no firﬁ -indicating a Higher
percentage. Similarly, of thé firms with annual revenues less than $5
miliion, 33 per cent (7 firms).inﬁicated that bank resources were 10 per .
cent or less of total sources of funds, with a furtﬁer 33 per cepf (7
firms) sﬁating that the ratib_varied between 11-30 per cent and on]y 5

per cent (1 firm) falling into the higher 41-50 per cent class interval,

Analysed by ownership, the data indicate a marked difference in
the_'usé of bank resourées as a source of fuhds. Locally-and
government-owned firms exhibited a greater proportion of total funds
originating from bank resources. Seventy per cent of foreign firms

recorded that bank resources accounted for 10 per cent or less of total
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funds, compared'with 50 per cent for local firms and 33 per cent for
government-owned firms, This Tower . use of bank resources by
foreign-owned firms may simply reflect the.restrictions impoéed by the

'Cenfral'Bank on their borrowing from the domestic banking system.

There also appears to be-é direct corre]atfon between the number
of years in operation and a firm's dependencé on bank resources for its
"%inancing'nééds: For firms established over 25 years, the bank resources
ratio exceéded 20 per cent for 30 :per ceht' of 'firmé, alﬁhbugh the

majority of firms (65 per cent) recorded ratios of 1-10 per cent. The

- pattern is similar for firms established 10-25 years ago, but contrasts

~with the ratio for firms established less than 10 years,'for which-bank
resources accounted for over 20 per cent of toté]*funds in only 13 per

cent of firms. .

4, -Instruments of Bank Financing

In order to highlight specifically the use of over-draft credit,

given the difficulties of measuring the total funds used through this

Faci?ity, firms_weré requested to 1ist, by type of loan, the total value

of commercial bank credit outstanding as at May 31st, 1983. Eqighty-one

(81) per cent of the. sample of (56 firms) indicated that they had bank

credit outsténdiﬁgﬂas of May 31st 1983. Four (4) firms (5.8 per cent)

all small, did not respond. Somewhat surprisingly, nine (9) firms (13

- per cent) indicated that they had no bank credit outstanding on that
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date. Three (3)iof-these were large firms, six,(6) were locally-owned
and two (2) were go?ernment—owned. Five (5) of.the nine were operating
in the Distribution and Other Services sectors, while two {2) were in the -
Petroleum sector. - By and large, the amount of bank credit outstanding v
was positively re1atedlto theksize of the firm. 0n1y-one (1) small firm

had bank-credit‘oufstanding in excess of $2 million, while all of the
firms with bank credit outstanding in excess- of $20 million were large -

firms. -

Table 4.6 , _
Bank'Credit Outstanding as at May 31, 1983

By Size of Firm *

S1ze ot Non N1l Less Than  $1Mn Over Total
Firm "~ Response $TMn $5Mn $5 Mn

Large 2.8 43 1.4 43 250 37.8

Me di um | | 1.4 9.0  17.3 4.2 31.9
Small E 5.8 7.2 13.0 2.9 1.4 30.8
TOTAL 8.6  12.9 23.4 24,5  30.6 100.0 ..

Annual Revenue is used as the indicator of size.

Fifty one (51) firms were utilising overdraft loans on May 31st,
1983, of which twenty one (21) (30?4 per cent) had overdraft Toans which
accounted  for over 90 per cent of total bank credit outstanding, whf1e

another nine (9) (13 -per cent) had overdraft loans which accounted for

between 60 - 890 per cent of total bank credit outstanding. These results
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support the conc1usionlthat overdraft borrowing is the more important

and perhaps the preferred forr the bank credit for business loans.

Table 4.7

Overdraft Cred1t as a Proportion of Total
Bank Credit by Sector

[

Overdraft - Sugar & Manufacturing Construction Distribution Other TOTAL
Lredit Petroieum ' o
Non-Response - 4,2 - - 1.4 5.6
Not Applicable ' 2.9 - 2.8 - 2.9 5.8 14.4
Nil - 1.4 - 4.3 - 5.7
Less than 40% - 11.4 1.4 4,3 1.4 18.5
40% - 60% 1.4 12.9 1.4 2.8 1.4 19.9
80% - 100% 4.3 18.8 2.8 8.6 1.1 35.9
TOTAL 8.6 51.5 5.6 - 22.9 11.4 100.0

By ‘conirast, mortgage loans accounted for over 90 per cent of

total bank credit outsfanding for just. three (3) firms (4.3 per

cent), and for between 60 - 80 per cent for only another three (3){

firms.', Forty-one (41) firms (59.4 per cent) did not make use’ of

mortgage loans at all.

Commercial banks' loans other than over-draftjlﬁans accounted
for a weighied average of.S}O per cent of total sources of funds.
'quever for the median-firm, this_rétio was less than 1 per cent. In
fact, 61 per cent of the sample (42 firms) stated that bank Tloans
aécounted for TeSS'than 1-per ceﬁt of their total sources pf funds.

For a further 13 per cent of the sample, (9 firms), this proportion
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varied between 1-15 pér cent, while for 9 per cent o6f the sample (6 firms)
this proportion was 15-50 per cent and for 6 per cent (4 firms) a proportion
of over%SO per Cent'was'recorded.
i

The firms for which bank Toans accounted for TS—SO-per cent of total
fun&s were in Food (18 per cent), Chemicals (14 per cent), Assémb1y'(22 per
cent) and Other Ménufacturing (20 per cent)-sectqrs; whi]e the firms for which
Bank 1o0ans accdunted for over SU'per'éent of total funds were in the Chemicals

(14 per cent) Assembly (11 per cent) and Distribution (13 per cent} sectors.

The survey resuits also indicate that Tlarger firms, that'is firms
employing over 100 persons, as well as firms with annua1_fevenues in excess of
$5 million, shdwed é higher dependence on'non—overdraft bank loans és a source .
of funds. Analysed by-oWnership, all ‘the foreign and government-owned firms
-were either non-respondent or indicated that' non-overdraft bank: 1pan5' Qere
less than 1 per cent of total sourcés of fﬁnds. Thié comparés with the local
firms for which, .although 54‘5ef)cent stated that-non-overdraftjbank lToans was
Tess than 1rper cent of'tdta1 funds; 18 per cent, 12 per cent and 8 per cent
statéd that this ratio varied betweeq 1-15 per cent, 16-40 per cent and over

40 per cent, respective1y.



5. Institutijonal Sources of Funds: A Comparisdn

Firms were requested to fécord the ﬁotaT value of funds received
during Calender 1982 by the following institutional 'sources -- banks,
finance companies, trust companies, -insurance companies, government-owned
financial institutidns (DFC, . ADB, IDC}, diréctors, suppliers' credit,
other forexgn 1oans, government loans and other sources (to be spec1f1ed),
-- in order to h]gh]1ght the re1at1ve 1mportance of various 1nst1tut1onal
sources of funds in the financing -patterns of_bus1ness in Tr1n1dad and
Tobago, . Bank Toans were to exciude overdraft 1oans, necéssari1y, since -
the actud1 amount of credit utilised by means of OVErdraft-wouid-haVe

been difficult to estimate.

Noh-overdraft bank 10§ns accounted for some proportion of total
non-overdraft loans in 1982 for 6n1y' 21 firﬁs or 30 per cent, of the
sample. Of these 21 firms however, 10 firms stated that nan-overdraft
bank loans accounted for 60 per cent of their total non-overdraft funds

borrowed in 1982.

In reﬁpect ‘df the tﬁehtﬁ one (21) firms- which utilised
non-overdraft bank 10ans,jf1fteen (15):{71,ﬁerkcent) were in oﬁeratioﬁ
for more than fifteen years. In addition, six -(6) of the ten (10) ffrms
for which non-overdraft bank loans accounted for over 60 per cent of
total non-overdraft 16ans,were in operation fdr 6ver fifteen years. Of

the twenty one (21) firms utilising non-overdraft bank loans, only one

was foreign-owned, "This firm held over 80 per cent of 1ts“'totél
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non-overdraft loans in the form of bank Jloans. . The Tow proportion of
foreign firms c~cessing nbn-overdraft bank credit probably reflects the .
operation and effects of the Central Bank's Regulated Borrowers policy on

the access'of foreign-owned firms to the domestic loan market.

It would appear as well that a high proportion of non-overdraft
bank; bqrfoﬁing may be related to firm's investment activity. Of the
twenty one (21) firms .utilising non-overdraft bank credit, fourteen (14)
undertook investment in excess of $1 million ih 1982.f 0f the ten (10)
firms with a bank credit to‘totai credit ratio of over 60 per cent, six

(6) undertook investment of over $1 million.

Suppliers' credit was the second 7 most used source of
institutional funds in 1982. “Twenty (20) firms_or-29 per cent Sf the
Vsamp1e-recorded the some proportion of their total non-overdraft Toans
arose fhrough suppliers' credit. Of these firms, 12 firms stated that
_ suppliers' credit accounted for over 60 pér cent of total non-overdraft
funds. 0% the twenty (20) firms utilising sﬂpp]iers" credit, sixteen
(16) {80 per cent) had been in operation for over 15 years,-and most (17
firms) were medium or large sized. The use of suppliers' credit was also
correlated with fixed investment in 1982, in that 11 of the 20 firms
undertook fixed investment jn excess of §$1 million in 1982, Such a
correlation should not necessarily occasion surprise. Some suppliers’
credit’ié'ﬁéTéted'to'the inventory and sales of firms in the distribution
sector. But suppliers' credit is also related to the purchase of capital

goods., Of the 12 firms for which suppliers' credit accounted for over 60
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per cent of total credit (non-overdraft), three (3) were in the
Distribution sector, but the others were 1o¢ated in all the other -

sectors, except Suagar.

Loans from non-bank financial instifutions accounted for some
proportion of total non-overdraft funds received' in 1982 for on?y 1i
firms or 16 per cent of the sample. Of these firms, five (5) recofded-
that loan from N.F.I's fepfeéented over 60 per cent 7of" their total
non-overdraft financing. The eleven (11).firms which utfiised NFI Toans
in their non-overdraft borrowings were charaéteristica]]y 'yoﬁnger’ and
smaller than_the firms utilising bénk cfedit and sup§1iers' credit in
their non-overdraft credit,portfoTips. 'Six'(ﬁ) of the e]evenr(11)_(54
per cent) Qere in existence for less than fifteén (15) years, whi]é on1y
three (3) of the eleven were classified as 1akgél' measured by
employment. Also _NFI loans were- less stfong]y correlated withr;fixed
investment in 1982. OFf the five (5) firms whose NFI borrowings exceeded
60 per cent of total non-overdraft credit, only. two (2) undertook fixed

investment in 1982 in excess of $1 million,

Only ten (10) firms in the sample indicated -that foreign loans,
~direct government Toans and loans .from government financial institutions
accounted for-some proportion of their total non-overdraft institutional

L3

sources of funds in 1982,
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Table 4.8

Institutional Forms of Credit Utilized by Firms in

1987 by Number of Years in Operation

Non — Under Over -
Response 15 yrs. 15-25 Yrs. 25 Yrs, _ Total

BANK CREDIT/ g
TOTAL CREDIT RATIO 4.8 23.8 38.0 33.4 100.0
Less than 40% - 4.8 19.0 9.6 33.4
Greater than 40% 4.8 19.0 - 19.0 1 23.8 66.6
SUPPLIERS CREDIT/ :
TOTAL CREDIT RATIOQ - 20.5 45.0 35.0 100.0
Less ‘than 40% - 5.0 10.0 5.0 20.0
Greater than 40% - 5.0 35.0° 0.0 :80.0
NFI/TOTAL CREDIT RATIO N 5.5 27.2 8.2 100.0
Less than 40% N 5.4 - 8.2 63.7
Greater than 40% - 9.1 27.2 - 36.3
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CHAPTER V

USES OF FUNDS -

Development economiéts are concerned with financial development
so as to improve the ‘fTow of financiaT resources to firms, 1in tﬁe-
expectation that thesé-reSOUrCes'w711 permit a higher tevel of;investment. :
and hence a higher rate of growth and development The improvement of |
the altocation of - finances among businesses qnd, within businessesramqng
the alternative uses of funds, is therefore one of-the éssenfial-goa1s of
ffnancia1' deve]opmeht programmes in most countries. In Trinidad _and_>
Tbﬁaéo discussions . of the savings/investment -re]atfoﬁship and _thé
financial constraints on indusirial development have generalty revolved
around refefence tolthe structure of thF loan portfolio of the commercial
banks'. The more recent Flow of Funds studies, while representing a step
forward, are still limited in several areas. In this survey, data on the:
overall use of funds as well as details on fixed investment were
collected from the businesses them$e1ves. | | |

As illustrated in Table 5.1, information supplied by 63 of the
firms in the sample revealed that for the reporting-period1, a wefghted
average of 43.5 per cent of the total funds used was chanfelled into

investment in fixed assets. Increases in stock accounted for 8.8

See Chapter IV, footnote 1, pp 35.
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percent of the total funds used, while net increases in debtors (12,7 per
cent), decreases in creditors f6.4 per cent) -a:47 increases in other
working balances (14.4 per cent) accounted for a further 33.5 per cent,
Répdyment of loans represented 2.7 per cent, dividendwpayments;wzug per
cent, and investment. in sécurities, 1.0 per cent of total funds used.
Vincreases fn cash énd bank balances accounted fof 7.6 percent of total

funds used,

TABLE 5.1

© USES.OF FUNDS |

USES 7 - : %

Fixed Investment 43.5
Increase in Stock o 8.8
Other Working Balances® - 33,5
Capital-Repayments : - 2.7
Increases in Cash & Bank Balances 7.6
Investment in Securities 1.0

. Dividend Payments 2.9
TOTAL USE OF FUNDS 100.0

' 47 firms supplied data for 1982, 14 for 1981 and 2 for 1980,

'2 Includes increase in debtors and decreases in creditors.
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The use of funds by businesses {n Trinidad and Tobago is-
compared with those of firms-in the U.K., Germany and the U.S.A. In Table
5.2. Sources and%uses of Funds. are best analysed over a number of years
since the'patterés'indicated for one aécountfng period may ref}ect some -
ghorf:f;éhhbc&ﬁ;énée.V-This was evident by the cons{derabie year-to-year
fluctuation in the respectfve ratios,obserVed for the U.K., Nest‘GeEmany
and U.S.A. The average over a period is therefore feported in_Tab1e 5.2
for these 'cbuntkies, while for Trinidad and Tobago, the ratios are

i1lustrated for the single reporting period of the survey.,
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TABLE 5.2
COMPARATIVE USES OF FUNDS
(per cent) :
: U.K. West Germany U.S.A. Trinidad &

USES - (1971-1975) (1971-1973) (1976-1979)  Tobago

" _ . , ' (1982)

Gross Fixed Assets 42,6 61.4 669 43.5
_Stock & Work-in-Progress . 20.3  11.8 : 6.8 8.8
FinancialAAssgts 33.7 26.8  26.3 8.6
Other 3.4 S 39.1

TOTAL USE OF FUNDS ©100.0 ©100.0 100.0 100.0

SOURCES: (i) J. Maycock and C. Gardner, Sources of Corporate Finance in Western
Europe - pp. 149 and 158 : -

{ii) N. Mains, "Recent Corporate Financing Patterns”, Federal Reserve
Bulletin, Sept. 1980, '
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1. Fixed Asset Investment Ratio

The survey results jndicate thatrfor tﬁe reporting period, the
median firm in Trinidad and Tobago invésted 27.4 per cent of ité.tota]i
funds rfn fixed assets. HOWever, firms in the Textiles, Garments and
Footwear sector ahd Distribution séctof indicated significantly. lower
Tevels of capital expenditure, with 50 per cent -of firms in therformer
sector (2 firms) and 40 per cent of‘firms in the latter sector (6 firms)
reporting fixed asset. investment ratios of 1ésé than 10 per cent. In
contrast, firms in the Food, Drink aﬁd Tobaccp sectoﬁ and Chemicals and
Non-Metallic Minerals sector recorded significantly higher_rat{os, wifh.
45.5 per cent of firms ih the former sector (5 firms) and 42.9 per cent.
of firms in'the latter secfor (3 firms) 'inditating _fixedr 1nvéstment

ratios of over 50 per cent.

Analysed by'éize, mediumisized firms, both in terms of numbers
employed and annual revenues, recqfded the relatively highest proportion
of total funds being channeled into fixed assets. For firms with annual
revenues less than $3 miliion, the median rate of capit&] investment was
15.5 per cent, compared to 40.5 per ceﬁf fbr fifms withrdnnual revenues
between $3-$20 million and 28.9 per cent for firms with annual revénues

in excess of $20 mil1ion.
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TABLE 5.3

Fixed Asset Investment Ratio by Sector
{per cent)

PERCENTAGE DISTRIBUTION

Analysed by ownership, considerable differences were also

. ‘observed in the ratio of fixed investment to total funds. Foreign firms

generally recorded lower rafios than Tocally ownedrand.government—owned
firms, although for 10 per cent of foreign firms (1 firm), this ratio
exceéded 80 per cent. Investment in fixed assets accounted for Tess than
20 per cent of total funds for 36 per cent of local firms (18 firms),
compared to 60 per cent forrfprgign firms and 11 per cent for government-

owned firms. The median ratio of fixed asset§ investment for the three

groups of companies was 26.8 per cent, 13.8 per ceﬁt and 45.5 per cent

~ for locally-, foreign-, and government-owned firms, respectively.

SECTOR T Non-_  O-10 T171-30" 37-50 51-80 8T-T00  TOTAL
Response

Sugar L. - 1000 .- - - 10000
Petroleun 200 -~ 20.0 -  40.0  20.0 - 100.0
Manufacturing 8.3 19.4 27.9 19.4 719.4 5.6 100.0
Construction 25.5 - 25.0 50.0 = -. - 100.0
Distribution 6.7 400 266 133 133 - 100.0
Other 25.0 12,5 25,0 37,5 - - 100,0
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The survey results also seem to indicate that the proportion of

total funds jnvested in fixed assets also varied considerably depending

on the age of the firm.

Firms in operation under 10 years and firms in

operation over 25 years recorded lower fixed investment ratios than firms

which have been in operation for between 10 and 25 years.

Investment 1in

fixed assets accounted for over 40 per cent of total uses of funds in 20

per cent {3 firms), 42 per cent (15 firms) and 18 per cent (3-firms),'of

'voung' ‘middle-aged' and old. firms, respectively.

TABLE 5.4

~ Fixed Asset Investment Ratio by Number

of Years in Operation

(per cent).

Fixed Asset
Investment Ratio

No. of Years in Operation

5 5.9 TO-TE 1525 75
‘ 9 . o _
Non-Response 50.0 23.0 15.3 8.8 - o
S0 - 10 - 30.8 7.7 17.4. 35,2
11 - 20 50.0 - S 7.7 13,0 29.4
21 - 30 - 15.4 7.7 13.0 5.9
31 - 50 - 15,4 30.8 26.1 23.6.
‘51 - 80 - . 15.4 - 30.8 °  13.0 5.9
81 - 100 - - - 8.7 -
TOTAL 100.0 100.0 100.0 100.0  100.0°
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3. Value and Type of Capital Investment

Thé guestionnaire required firms to record'the dollar value of
their investment in fixed aésets for 1981 ahd 1982, broken down by type
of fixed asset. The results '1ndicate a:'median value of fixed asset
investment of $500,000 for 1981 and §775,200 for 1982. For 1981, of the
69 firms surveyed,'19 percent (13 firms) did not respond to the question
on their level of investment in fixed assets. Seven percent'(SAfjrms)“
‘recorded no ;1nvéstment 1ﬁ fixed assets, 40 pércent (28 firms) had
inveéted up to $1 million, 19 percent (13 firms) had invested between

$1-5 million and 15 percent (10 firms) had +invested over $5 million in

~ fixed assets.

_ In 1982, the pattern of capita1‘inVe§tment was similar. MNine
-percent (6 firms) were non-respondent, while 9 per' cent (6 firms)
feCOrding no capital investment, 42 percent (29 firms) had invested up to
$1 million, 24 percent (17 firms): had invested between $1-5 million and
16 percent (11 firms) had invested over $5 mitlion. The distribution of
‘firmé by sector, ownership and size, fecording the various. levels of

" capital expenditure, reflect similar patterns for 1981 and 1982.
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In 1982 the one firm representing the sugar Manﬁfacturing sector
and 3 of the 5 firms. in the Petroieum sector: ehgaged in capital
expenditure exceeding $5 million. In the Food, Drink and Tobacco Secto;ﬂ,
36 percent (4 fifms) invested err $5 million in fixed assets while a
further 55 percent (6 firms) recorded cépita1_1nvestment of'betwéen'$l
and $5 million.. The Chemicals, Assembly and Construction sectors were
charactérized by medium -to Targe capital expenditures with 28 percent (2
firms), 22 percentrfz firms) and 75 perceﬁt (3 firms), respectively, of
the total number ofifirm§ in each of these sectors recordiﬁg expenditures

of $1-%$5 mi11ionf

In- the Chemicals and Assembly sectors a further 28 péréent'(Z
ffrms) and 11 percent (1 finn),_respéctively,r-recorded expenditure'fn;
excess of $5 mi1110h5 In gonfrast,rthe Textiles, Garmenté and Footwear,
Other Manﬁfacturing; and  Other sectors_rwere all characterized by
relatively Tow capital expenditures of less than .$100,000. In the
Distribution sector, 7 percent {1 firm) was non-respondent, 20 percent (3
firms) had no -capital expenditure, 13 percent. (2 firms) had capital
expenditure not exceeding $100,000, 47 percent (7 firms) invested between
$100,000 - $1 million and 13 percent (2 firms) invested befween $1 and $5

million in fixed assets.
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Firms with annual revenues in excess of $25 million comprised 35
“percent (24 firms) of thé”samp1e. 0f these firms, over 42 percent (10
firms) recorded capital investment for 1982 of between §1 and $5 million
 and 33 percent (8 firms) undertook capital investment in excess of $5
million. Medium-sized firms, that is firms with revenues between $5 and
$25 million comprised 32 percent (22 firms) of ‘the sample, of which 41
percent (9 firﬁs) recorded —-capital investment 'for 1982  between
$50,000-$500,000. Firms with revenues under $5 mi11ion comprised 30
percent (21 firms) of thé samp1e; of these, 19-peréent (4 firms) invested

under $50,000 and 33 percent (7 firms) invested between $50,000-$500,000.

In terms of ownership, 13 percent (9 firms) of the sample
gdmprised government-owned firms, 15 percent (10- firms}. _were
forejgn-owned and 72 percent (50 firms) were Tlocally-owned. Of the
government-owned firms, 67 per cent had capital investment in excess of
$5 million while only 10 percent and 8 percent respectively, of the

foreign and local firms recorded this level of capital invesiment. The
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modal vatue of investment for the foreigﬁ firms (30 per cent) fe}l fn the
$0.5 -$1 million class interval. .For the Tocal firms, while the modal
point, representing 16 percent of the local firms, fell in the $1-32.
" million interval, capital 1nVestmént wWas fair1y'even1y-distr15Utéd among

" the intervals Eang{ng from $50;000 to under $5 million.
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~ Table 5.5

~ Investment in Fixed Assets by

Ownership of Firm, 1982

- {per cent)

Ownership

VALUE OF INVESTMENT .

Non No .Less Than $1 Mn  Over TOT

of Firms " Response  Investment  $1 Mn $5 Mn $5 Mn
Loca11y-0wned 4.3 ° - 5.8 34.9 22.0 5.8 72.
Foreign Owned 1.4 _f.# . 2.8 1.4 14,
Government Owﬁed 2.9 1.4 - 8.8 13.
TOTAL 8.6 8.6 42,0 25.5  16.0 100.
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An analysis of the type of fixed a$sets in which- companies

invested reveals-a relatively Tow proportion of-total capital investment

being channelled into Plant and Machinery as opposed to other types of

fixed assets such as vehicies, office equipment, buildings and capital

work in progress. ATthough as many as 26 -percent {18 firms) of the
sample did not supply information on their capital investment by type,

the responses indicate that for firms engaged in the manufacture of Food,

‘Drink and Tobacco and firms in the Assembly sector, the greater
proportion of their capital investment was in_ respect of plant and
equipment. In 64 percent and 89 percent, respectively, of these firms,

piant and machinény accounted for over 40 percent of the tota] value of

their investment in fixed assets.

In  all . other sectors, investment in Plant -and Machinery

comprised a relatively small percentage of total capital investment. For

the capital-intensive petroleum sector, 20 percent (1 firm) expended

807100 percent of total capital inVestment in Plant and Machinery, 20

percent (1 firm) expended 20-39 percent and 60 percent (3 firms) did. not

respond.
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" CHAPTER VI

THE FINANCING OF CAPITAL INVESTMENT %
AND USE OF OYERDRAFT CREDIT

Most attempts to link specific sourcés,oéifuﬁds;ih'a'business to
specific uses are fraught with dﬁfficu1ty.,' However, funds have
traditionaT]y been classified as short term; medium:térm and long term.
Short term funds-were.then related to working capital mahagement, medium
term funds to purchase of assets with a relatively short economic.11fe
and'1ongitefm funds to the purchase of fixed and .other assets with a
‘relatively long economic life. More recently, owing to'the increésﬁng
disparities when matching sources énd usés of funds by maturity, sources
of funds have simp1y been classified as internally or externally
generated. Internal funds are on important source'of‘finance for workihg
capital and a cheap source of financing the purchﬁse of fixed assets.
External funds may také the form of either. equity capital or debt of
various kinds. However, the use -to be made of the funds may also

determine the appropriate source of finance.

In light of the above, the survey questionnaire requested
information on (i) the various sources of finance used for investment in

fixed assets and (ii) the use of overdraft credit.
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1. Sources of Finance for Investment in Fixed Asseis:

(i) Bank Overdraft-

Over ‘the period 1975-1980, for the majority of firms, a
. relatively small proportion of investment in fixed assets was financed by
overdraft credit. Categorised by revenue levels, 42 per cent of the
sample (29 firms) stated that during the perfod"J975'to 1930, nbne of
their. capital investment had been financed by overdraft borfowing. A
further 20 percent (14 firms) claimed that less thanVSO percent of their -

-overa11 capital investment had been financed. through their overdraft |
faciTity. Thése firms were féirTy réven1y “distributed across revenue
categories ranging from $1 to $50 miliion. Only 6 pefcent of the sampie
(4 firms) stated that és much as 90-100 percent of their capital
investment had been'fjnanced by - overdraft. Agafn the distribution of
these firms was closely representative 6f the sample, with 1 firm classed
:as small (revenue $1 to $3 million), 2 firms c1assedﬁa5'medium sized,

(revenue $5 to S]S-mil]fon) and 1 large firm {revenue $25-to $50 million).
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| TABLE 6.1 -
OVERDRAFT FINANCING OF FIXED ASSETS

~{per cent)

Overdraftt ' ~Less Than ' :
Financing of $3m $3-810m $10-$25m  $25-$50 Qver $50
Fixed Assets ' )

Non-Response ‘ : 25 34 13 17 - 28

Ni1 - 57 42 .. 133 33 39
1-.29 : 6 8 33 17 5
30 - 49 | 6 0 70 17
50 - 79 - 0 8 7 17 5
80 - 100 6 -8 7 16 0
TOTAL 00 100 700 700 100

The distribution of firms by sector reveals that the 42 percent
of the sample (29 firms) which did not  finance any of their capital
in?estment by ‘overdraft during 1975-1980; wére overproportionatety
represented by firms in the Sugar, Petroleum, Chemica?s, Construction and
Othér sectors. On the other hand, less than 50 percent of the firms in
the Food, Textiles, Assembly, VOther Manufacturing and Distribution
sectors fell in 'thié' category. | Firms in these latter sectors also
tomprised the majority of the 20 percent of the sample (14 firms) which
stated that between 1-50 percent of their capital investment was financed
by overdraft. Of the 6 percént (4 firms) which claimed that as much as
-90-100. percent of their cdpitaTrwas financed by overdraft, 50 percent (2
firmstwere involved.in the manufacture of textiles, 25 percent (1 firm)

in Assembly and 25 pefcent (1 firm) in the Distribution sector.
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The distribution of firms by years in Operatfon seems tao
indicaté that a dispPOportionaté number of firms esfab]ishéd over 25
years ago financed a significant percentage of their capital investmént
with overdraft credit during the 1975-1980 périod; 0f the 17 firms
established over 25 years ago, 24 percent, 35 percent and 18 percent
financed none, 1-50 percent and over 50 percent, reépective?y,,of their

capital investment with overdraft credit.

The Tow peftentage of capital investment financed by' bank
overdraft indicated for the 1975-1980 period is also evident for 1981 and
1982, In 1981, 41- percent (28 firms) stated -that none of their -
investment in fixed assets had been financed by bﬁerdraft,_rwhi]e a
further 19 percent (13 firms) stated that this percentage was not'Mofa
than 29 percent. Howevék the 17 per cent of the~samp1e (12‘firms)-which
recorded thaf as much as 90-100 percent of their capital investment for
1981 was financed by oVérdraft is significantly higher than the 6 percent

" (4 firms) which indicated this for their 1975-1980 capital investment. .

In 1982, 54 per cent of the sample (37 firms) stated that none
of their capita1'invéétment was financed by overdraft borrowing while 15
‘percent (10 firms) stated that approximately 1-29 percent of their
capital inveétment'was financed through theirrbank overdraft. Ten'(IO)
per cent of the sample (7 firms) financed 90-100 percent-of their-capital
investment in 1982 with bank overdraft, this compares to the 17 per cent

and 6 per cent recording this ratio for 1975-1980 and- 1981, respectively.
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For bqth 1981 and 1982, an analysis of responses by revenue
-size, éector of activity and age of establishment reveals no clear link
between the above characteristics and the firm's use of its overdraft for
finanéing capital investment. 'The patterns observed in the 1975-1980
period which Tinked certain sectors to -a higher use of overdraft for
capital investment and which 1ndiéated that the older established firms
financed a greater proportion of their capital investment with-overdrafﬁ,

were not apparent for 1981 and 1982.

(1) Other External Borrowing

During the period 1975-1980, 29.percent of the sample (20 firms}
stated that over 50 percent of their capital investmént was financed by
exﬁernal borrowing other than commercial bank overdraft. A further 10
-'percent-(7'f1rms) stated that up to 50 per .cent of their total investment

in fixed assets for this period was:financed by other external borrowing
while as~much as 33 percent {23-firmsj stated that none of their capital
investment was financed from other external bovrowiné. In terms of age
-of éstab?fshment and sector of activify, no clear preference for the use
~of "other external borrowing" was observed. With respect to size as
measured-by ravenue however, tﬁere appears 1o be some bias for larger
firms to rely more heavily on "other external borrowing". Of the 46
firms with revenue in excess of $5 million, 30 peréénf stated that over
'50 percent of their capital investment was financed by "other external

borrowing," compared to 24 percent of the 21 firms with revenues of Tless

“than $5 million.
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In 1981, 29 percent of the sample (20 firms) stated that over 50
percent of their capital dnvestment was ~financed Ey "other external
borrowing" while 7 percent (5 firms) stated that this percéntage Was
between 1—50 percent, As many as 46'§ercent of the:sample (32'firms)
stated that none of their capital investment had been financed by "other

external borrowing".

SimiTaﬁ]y in 1982, 33 ﬁercent-(23 fifmé) af-the sémb]e-had_over
50 percent of their capifaT investment financed by “6£hér external
borrowing“,.7 percent'(S firms) had-between 1-50 percent and 42 percent
&29 firms) stated that none of their capital iﬁvestment had beeh,financed
by "other exterﬁa] borrowing". _For both years -the Tonger established
 f1rm§ and firﬁs with largerrrevenues exhibited a higher dependénce on
non-overdraft. external borrowing for their capita] projects. Analysed by
sector, there appears to be a greater dependence on “other external
borrowing" in the Food, Assembly and Construction sectors. Thirty-six
percent of the firms in the Food, Drink and Tobacco secior, 44 per cent
of firms fn Aﬁseﬁbiy aﬁd.%S pér éent of firms ih‘Coﬁéfruétionrfinanced
over 50 percent of their capital dinvestment by means of "other external

" borrowing".
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TABLE 6.2

THE:FINANCING OF FIXED ASSETS THROUGH NON-OVERDRAFT BORROWING
BY SIZE AND AGE OF FIRM, 1981 & 1982

{per cent)
| | . REVENUE SIZE — AGE OF ESTABLISHMENT
'RESPONSE ' Less than $10m  $10-350m Over $50m Less than 10 yrs. 10-25 yrs. Over 25 yrs.

' : 1981 1982 1981 .1982 19871 1982 1981 1982 1981 1982 1981 1982

| % | | |
Mon-Response 18 13 6 5 5 5. 2 7 v 13 5 6
Not Applicable - = 11 14 0 0 6 6 13 20 3 '3 6 6
Nil 46 50 47 33 44 44 33 27 53 47 47 47
1 - 29 0 4 0 5 6 0 13 13 3 3 6 0
50 - 79 , 7 4 33 33 1111 13 20 17 14 18 12
80 - 100 11 11 9 19 22 28 7 13 11 17 18 23

TOTAL 100 - 100 100 100 - 100 100 100 100 100 100 100 100
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'(1ii) Internally Generated Funds

During the period 1975-1980, 32 percent of”§he sample (22 firms)
stated that none 6f’ their capital ihvestment ha%  been financed by
interna11y—generated funds, 12 percent (8 firms) stated that between 1-50
percent of their capital investment was finanéed by 1nterna11y-generated?
funds, while 27 percéﬁt {19 firms) stated that over 50 percent of their

capital investment had been financed by internally-generated funds.

For this period, there was no cTear'Tinkibetweenrthe agé of
estab1ishment df firms and their use of 1nterha11yégehéérated fundg for
finanacing capital 1nvéstment. When analysed by aétivity sectors
hohever,’the Sugaf, Textiles, Assembly and Coﬁstruction'sectors exhibited
a 'greater concentration of rfirms financing 1little 'or, none of their
capita1 investment with internally-generated funds. An examination pf
this financing pattern using reVeﬁue as the- criterion indicated that
amongst firms with annual revenues of Tless than-$3fmi1116n, 19 percent,
19ﬂper¢eht and 38 percent fesﬁectﬁ#ely,.financed nbne, 1-50 percent and
over 50 percent of their capital investment with interha11y—generated
funds. This compares to firms with annual re#eﬁues in excess of $25
million, among which 427 percent, none and 29 percent, respectively,
financed none, 1-50 percent and over 50 percent- of theif capital

investment with interna11y-generated funds.
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The response§ fbr 1981  and 1982 suggest a trend towards
1ncreaséd use of 1nterna11y~generafed .funds for capital formation, 1In
1981, 42 percent 6f firms financed none of their 1n§estment in fixed

Tasseté by ownlfuﬁds, but by 1982 this percentage had dropped to 32 per
cent. On' the other hand, wﬁi?e in 1981, 18 per cent of firms had .
financéd'90-100 percent of their investment in fixed assets by meéns of'

their.othfunds, by 1982‘thjs-h§d increased to 22 percent,

TABLE 6.3

" INTERNAL FINANCING OF INVESTMENT IN FIXED ASSETS-
 1975—1980, 1981 and 1982

Percentage ' 71975 - 1980 1981 1882
Distribution | | ' |
Non-Response - 27.5 1000 11.6
Not Applicable 1.4 5.8 7.2
Ni T I [N 42,0 31.9
1- 29 . 8g 8.7 11.6
30 - 49 29 5.8 2.9 -
50 - 79 7.2 7.2 8.6
80-100 - 20.2 . 20.3 26,0

TOTAL _ 100,0 - 100.0 100.0
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2. The Use of Qverdraft Credit

The survey  questionnaire - listed the following uses of funds:-
(i) purchase of stock,r(ii) other working capital expenditure and (ifi)
investment 1in fixed assets. Firms were requested to ngve their
approximéte percentage utilization of overdraft crédit for each of these:
ﬁses of funds for 1982. Overall there was a high ndn—response rate to
this section of the questionnaire. However, thé ré§u1ts indicéte that
for 1982, purchase of stock was the principal use of overdraft funds,
with other working capital expenditure and investment in fixed assets.
ranking second and third, respectively. The results are examined by the.

éctivfty sector of firms.

{i} Purchase of Stock

Forty-two (42) per cent of the sample (29 firms) stated that, for

1982 over 40 percent of their overdraft funds were channelled into

stock. However, a relatively high proportion of firms in the Petroleum,
" Construction and bther sectors, stated that none of'fhe{r overdraft went
to the purchase of stock. In the Distributioﬁ ﬁector,' 47 -percent (7
firms) claimed that over 60 percent of their overdraft was utilized in
stock acquisition, while 13 percent'(z,firms) stated between 1-60 percent -
of their overdraft went into stocks. A1l of the firms in the
" Distribution sampte which used an overdraft facility, stated that. some

proportion of their purchase of stock was financed through their

overdraft. In the Manufacturing-séctors the use of overdraft for the
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purchase of stock was relatively lower. 'Twenty-five percent (9 firms)
.claimed that over 60 percent of their-ovérdraft was invested in stock,
while a further 36 percent (13 firms) stated that this percentage was
somewhere between 1-60 percent and 17 percent (6 firms) indicated that

none of their overdraft funds was channelled into stock purchases.

(1) Other Working Capital

Sixteen pefcént of the.samp1e'(11'firms) stated that none of
their overdraft funds was used to finmance working capital other than
stock, with a further 33 percent (23 firms) stating that this percentage
was somewhere between 1-40 per_cent; and 21 percent (15 firms) indicating
that ovér 40 percent of their overdraft='was used to finance working
capital other than stock.- In the,Distribution séctor, 7 percent and 43
percent of firms stated that nil and 1-40 'per- cént, respectively, of
their overdraft was used to finance wofking cpital other than stock. 1In

none of the Distribution firms was this ratio higher than 40 per cent.

In the Manufacturing Sector, 17 percent, 36 percent and 25
percent of fims stated that nil, 1-40 pércenf and over 40 percent
respectively, of their overdraft was uséd for this purpose. In the
Manufacturing sub-sectors, of the firms which stated'that none of their
overdraft ~ went into stock, the Food and Chemicals sectors were
over-represented with a corresponding 6ver-representation amongst the

firms which stated that over 40 percent of their overdraft was used for

other working capital. In the Sugar sector it was stated that all of
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overdraft credit was thanne}]ed into working capital other than stock
while in the Petroleum sector the majority of overdraft credit was

utilized for this purpose with a small percentage being used for stock. -

{1i1) Fixed Assets

The majority of firﬁs stated that a re]at{vely Tow percentage of
overdraft crédif'ﬁés used to finance the purchase of fixed assets in
1982, This is cqnsistent with responsés'to the percentage of ;épital
investment financed by various sources - of funds,' in- which overdraft
credit was ranked as the least important sourée, For 1982,‘42 percent of
the sample (29 firms) stated that ndne'of iheir_overdraft crédit went -
into the purchase of fixed assets. A furthef 23 -perceht- (16 . firms)
'rstafed that not more than 20 percent of their overdraft- was used to‘

finance fixed asset purchases, while only 7 percent (5 firms) stéted that
_over 20 percent‘pf'their overdraft was utilized for this purpose. -In the
Distribution sector, the percent of overdraft usedrfor'capita1 investment
was very iow wﬁf]e fn the Manufacturing -seétors, the utilization of
overdraft for this purpose was slightly higher with the Assembly
sub-sector noticeably above Vthe average for manufacturing as a whole.
The Sugar and Petroleum sectors uti]izéd very sma11'proportions of their
overdraft in purchasing fixed assets while firms with the highest bercent
of overdraft credit being channelled into fixed assets came from the

Construction and Other sectors.
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CHAPTER VII

BUSINESS FINANCIAL STRUCTURE

The -financing patterns of businesses in Trinidad and Tobago. are..
analysed employing key financial ratios computed-from the Balance Sheets

for the latest year supplied by the sample offfirms]

. - The analyses are
based on this snapshot, with no attempt at assessing the restructuring of
‘financing batterns in rESpbnSe to changing financia]rconditions, Table
7,1 illustrates the structure of assets and Tiabilities for the sample of

firms.

1 47 firms supplied data for 1982, 14 for 1981 and 2 for 1980. The . .
consolidation of data from different accounting period assumes that
the relative distribution of assets and 1liabilities 1is constant.
This assumption may impose some limitation to the results.
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TABLE 7.1
SUMMARY BALANCE SHEET!
(per cent)
Current Assets 1 33.2 Current Liabilities o 28,4
" (of which) - - : : ' :
{1) Balances with ‘ - {i{) Due to Commercial Banks {39.4)
Commercial Banks { 7.5). : '
(i1) Other . (92.5) (11) Other o (60.6)
Fixed Assets * - 52,5  Long-Term Liabilities S 28.5

(i) Due to Commercial Banks '(}0.5)

Other Assets o 14,3 {ii) Other -~ (89.5)
Share Capital & Reserves ' '_ 43.1
TOTAL - 100.0 ~ TOTAL D 1000

47 firms supplied data for 1982, 14 for 1981 and 2 for 1980,
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1. The Level of Gearing

" The relationship between debt {total Tiabilities), Net Worth or
_Shareho1def's Equity (Issued Capital plus Reserves) and Total Assets,
hormaT]y referred to as the gearing qf a firm, 1s.coﬁventiona11y used as
a measure of financial soundngss. The Debt:Equiﬁy ratio indicates the
re]ative importance of external debt and own resources, with a sma11er
and mbke éfébTe-fétiorFef1écting~é Jower probability of insolvency. _An
analysis of the survey results reveal a weighted average Debt:Eduity
ratio of 1.32:1, or expressed as a percentage, debt accounted for 57 per
cent of total assets while equity, the reciprocal, accounted for 42 per

cent. Thése-ratios for 'the median firm were 1.37:1 or 58 per cent.

In éomparison, Mains (1980} fn his study on corporate finénting-
patterns 1h the U.S., revealed that the ratio of equity to total assets
edged)downwérds~from neariy 66-per-cent in the 1950's to less than 58 per
cent by.the end of 19792; The reduced Tevel of equity in the balance
_sheets was attrfbuted to both the general weakness in retained earnings
and the increased reliance on debt financing due tb escalating inflation,
tax deductibility of interest payments and generally Tow levels of stock

prices and price-~earnings multiples.

2 International comparisons are subject to the usual -qualifications
based on differences in 1nformat1on bases, business law, accounting
practices, ete.
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The Bank of England (1984) in their examination of the sources

and structure of business finance in the U.K. and the Federal :Republic of

Germany, discusses the respective capital gearing ratios. The, net
capital gearing ratio, &efinedlas net financial debt a§ a proportion of -
total trading assets rose from approximately 50 per cent in the 1970s to
over 60 per cent at the end of 1982 in Germany, while over the same
period for the U.K., this ratio declined to just over 25 per cent. It is
Hypothesized that a significant percentage of the gap between the ratios
in the two countries is due (i) to the predominance in Germany of small
and medium-sized private businesses which, as is also true for.the-U.K;,
tend to be more highly geared, and (1§} fhe convention in Germany ofr
valuing -fixed assets at true historic costs ih .éontrast to the U.K.

convention of frequent revaluations. .

TABLE 7.2
Comparative Gearing Ratios
{per cent)
'C OUNTRY - Debt/Assets Equity/Assets  Debt/Equity

~ Trinidad and Tobago(1981/1982) . 58 42 - 138
United States (1979) Y. 58 - 72
United Kingdom (1982) R 75 33
Fed. Rep. of Germany (1982) . - 60 40 150

The ratios of Debt:Equity and Equity:Total Assets are examined
by aétivity sector, size, ownership and age of firm, following which some'r
overall trends are high1ighted_and-ekﬁianations of the Tevels of gearing

hypothesized.
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The ratio of -total Tiabilities to issued capital plus reserves

[Fevea]s that 35 per cent of the sampie-(24 firms) had a debt:equity ratio

in excess of 200 pér cenf, while 16 per cent of the sampie (11 firms) had
ratios varying between 100-200 per cent and for a further 39 per cent of

the sample (27 firms), the ratio was less than 100 her.cent.

‘- Firms in the Construction and Distribution sectors recorded the
highest debt:equity ratios, averéging3 350 per cent, with firms in the
Sugar, ChemicaTs and  Other Manufadfuring 'sectors operated at
significantly lower gearing levels, averaging at 97 per cent. Firms
involved in the manufacture of 'Food, Drink and Tobacco, recorded the
Towest average debfiequity ratib-(BS per cent). Analysed by employment

Sizé,,there seems tolbe a general trend for smaller firms to have highek

.debt:equity ratios. Amongst firms employing over 500 persons, 43 per

" cent exhibited ratios where debt was less than 100 per cent of equity

although 14 per cent had ratios in excess of 500 per cent. This compares
with firms mmﬂqyjng'1éss than 25 persons of which, 38 per cent had

ratios less than 100 per cent, whﬁ1e 3]'pér cent had ratios 1in excess of

500 per cent. Using revenue as the 1nd1cator-of size however, this trend

for smaller firms to exhibit higher debt:equity ratios was not clearly

evident.

3 A1l -averages represent the rate for the median firm, unless otherwise -
stated.
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Table 7.3

- Debt/Equity Ratio.By Size of Firm
[Per cent)

ebt: Fquity Ratio

Non Less Tnan
Size of Firm Response 40 % 41% - 100% 101%-500% Over 500% TOTAL

Smali
(Less than o S - ‘

,$5m) 5.7 2.9 7.0 10.2 7.2 . 33.1
Medium - :
($5m-$25m) 1.4 1.0 15.8 10.0 - 4,3 32.5
Large - ' , -
(Over $25m) 2.8 1.4 11.5 14.3 4.4 '34.4

TOTAL 9.9 - 5.3 - 344 345 - 15.9  100.0

When fhe>debt:equity'ratio'is anaTysed,by ownersh{p,of firm, a
'1arger percentage__of Tocally and government-owned firmS‘rwere seen -to
exﬁibit higher ratios than foreign firms, although_ a':Significant
~ proportion of ]oca]?y-oﬂned and government¥owned “fitm5“4a1so récordéd
ratios where debt was less than 100 per cent of equity. - Twenty (20) per
cent of foreign firms had ratios in which debt vafiéd from 200 to greéter
than 500 per cent of equity, compared to 36 per cent and 44 per cent,
respectively, for 10ca11y~oﬁned and government-owned firms. HoweQer;
while 20 per cent df foreign firms had ratios.iniwhich'debt was jéss than
100 per cent of equity, for local and gerrnment firms these percehtages
were 40 and 56 per cent, respective]&. Thus, while the level of gearing
for local and government firms fluctuated widely, foreign firms recorded

more stable ratios with -an average of 150 per cent.
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The survey da@a‘a1so seem to indicate that a greater proportion
of longer established firms had Tower debt to equity ratios than those
established more recently. For firms established Tess than 10 years ago,

33 per cent (5 firms) recorded debt to equity ratios in excess of 500 per

~ cent compared to firms established over 15 years ago, amongst which this

ratio exceedéd 500 per cent in only 12 per cent of the firms (5 firms}.

However, this pattern is not evident when firms with ratios yarying

.betWEen 101—500'per'cent.are examined. The_debt:equity ratio fell in

this range for 27 per cent (4 firms) of the more recently established

firms and 35 per cent (14 firms) of the longer established firms.

An examination of the fafio of Equity:Total Assets reinforces
the tfends discussed above. F0r714_pef cent of the sample k10 firms),
equity was more than 61 per cent of total assets; while for 42 pef céntr
(29 firms) the proportion varied between 31-60 per cent, and for 33 per
cent of the sample (23 per cent),eqﬁity was less than 30 per cent of
total assets. Owner's funds acéounted for the highest proportion of
total assets .in the Petroleum, Food and Other sectors, with the
Construction, Dfstribution' and Chemicals sectors exhibiting Tower

percentages.
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Table 7.4

Equity/Total Assets Ratio by- Sector
{per cent)

EQUITY/TOTAL ASSETS RATIO

L Non Less Than '
Sector ' Response . 30 % 31% - 60% 61% - 100% TOTAL

Sugar and Petroleum - , 5.8 8.5 ' 10.2 24.5
Manufacturing. 5.8 7.2 ©20.2 2.9  36.1
Construction 1.4 2.9 1.8 - - “6.1
Distribution 4 130 7.2 - g

Other 1.4 2.9 5.9 1.4 1.6
CTOTAL | 10.0

31.9 43.6 14.5 - 100.0

7 Larger firms, both in terms of numbers employed and revenues;-
clearly reflected a Higher percentage of total assets in capita1_ and
reservec Amongst firms emoioying over 100cpefsons, 43 per cent (19
f1rms) stated that cap1ta1 p1us reserves accounted for over 50 per cent
-of cota]_ assets, compared to firms emp1oy1ng Tess than 100 persons
amongst which 16 per cent (4 firms) recorded that capital plus reserves
occounted'forrover 50 per cent of tota]rassets. In-terms of revenue, of!
firms with annual'revenués in excess of $25 million, 33 per cent'stated-'
that capital pTus-resérVes was over 50 per cent Of tota]_assets and 58
per cent stated that it was less than SO'per cent of total assets. This
compares with firms with annua1 revenues less than $5 m1111on amongst

which these two categories were 14 per cent and 67 per cent respectively..
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~ An analysis of - the -ratio of capital plus reserves to total
asseL:,-,by ownership of company -supports the patterns revealed in the
analysis'of ‘the debt:equity'ratio} Foreigh firmsrevinced a more stable
pattern with capital plus reserves fluctuating between 31-60 per cent of
total - assets. This ratio for locally-owned firms was more broadly
distributed between 11-80 per éent while for go?ernment-owned firms the

ratio fell mainly in the 11-30 per cent and 51-100 per cent groupings.

For Trinidad and Tobago therefore, the sﬁrvey results indicate
that firms are relatively highly geared with the larger firms and foreign
firms, less highly geared. In sectors such as Petro1eum~and-Food, with a
significant percentage of both Targe and foreign firms, the gearing
" ratios tend to be Tlower thaﬁ. for sectors such as Construction and
Distribution, with their predominance. of medium-sized, locally-owned
firms. | The government-owned ~firms however, though almost all
Targe-sized, fall on either side of the scale, determined mainly by the

~profitability of the enterprise.

It is hypothesized that the relatively high gearing of firms in

- Trinidad and Tobago is due to a combination of the following factors:

(i) the predominance of -small, medium-sized business which
seem -to have a preference- for this structure of
financing; o

(i1} the relative un-importance of equity financing among
private family businesses in an effort to maintain

control;
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(i1i) the presence of a we11-deve1dped banking - system which
offers businesses relatively easy access to bank credit
without stringent monitoring of the firms' gearing, etc; .

{iv) the norm of valuing assets at cost, which in a period of -
rapid inflation, tends to understate the contribution of .

owners' equity, in which capital revaluations would have |

been reflected.

In contrast to the above factors which may contribute to the high
indebtedness of firms, it fis impoftant to note thét this survey was
‘conducted in a period of generally super-normal pfofits. Thus the
retained earnings accumulated during the'boom years may be considerably
~over-stating the long-term norm of the level Vof: gearing. of firms %n

 Trinidad and Tobago.

2. Bank Borrowing

Effective Financia1-p1anhing requires_détai?ed knowledge of the -
" extent to which the principal demanderé of Toanable funds - - buéinesses,
are reliant on bank credit. The Balance Sheets_of'businésses'survéyed
were analysed to determine the relative levels of firms' indebtedness to

commercial banks, using sector, size, ownership and age criteria.
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Overall however, total 1iabiTities to comﬁerciaT banks as a proportion of
total assets averaged 14 per'cent; total 1iabilities to commercial banks
as a proportion of total liabilities éveraged 23 per cent, and long-term
Tiabilities to commercial banks as a proportion of total Tong-term
11ab111ties averaged 10 per cent. This . compares to the United Kingdom

for which, as reported in the Bank of Eng1andi(1984) study, Toans from

) banks_to tota]_assets,'at the end of 1981, was 14 per cent, and loans

from banks to total Tiabilities was 27'per_cent;;

For the U.S.A., while no specific ratios are quoted, the
increased dependence on short-term sources of funds -and bank 1loan
commithents is reported in both the Mains (1986) and Mitchell (1983)
studiés. Mitchell repbrts that for 1982; ﬁoré than 50 per cent of
outéténding commercial and industrial loans were made .under commifments
{over-drafts). For Trinidad and Tobago, as at the end of 1984; 76 per
éent of outstanding bank Toans to businesses was in the form of overdraft
credit4. References to Germany (Bank of England 1984 study) and Guyana

(Bourne 1972) all support the dominance of commercial bank debt in the

financial structure of businesses 1in these countries. Following 1is a

detailed analysis of the survey results for Trinjdad and Tobago.

4 SOURCE: Central Bank - RD 20/2: items_(v) + (vii).
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‘Table 7.5

Commercial Bank Debt in the Financial Structure
of Business Firms
(%) -

ITEM - | MEDIAN

1. Liabilities to Commercial Banks/ ‘ .
Total Assets . , 14

2, Liabilities to Commercial Banks/ - o
Total L1ab111t1es : _ 23

3. lLong Term Liabilities to Commercia]
- Banks/Total Long Term Liabilities - 10

Total Tiabilities to commercial ‘banks. accounfed for 1-15 per
cent of tdté1'assets in 52 per cent of the sample (36 firms)'with a
:further 25 4per cent (17 firms) stating that this proportion _véhied '
between 16-30 per cent. Total 1iabilities to commercial banks did not
 exceed 80 per cent.of total assets for any of the firms {n the sample.
The ma30r1ty of f1rms in the Sugar PetroTeum and Chem1ca15 sectors
 stated that commercial bank 11ab111t1es was less than 15 per cent ofl
total assets while a s1gn1f1cant percentage  of firms in the Food,
Textiles and Other Manufactur1ng sectors also exhibited re]at1ve1y low .
indebtedness to commercial banks. Analysed by employment size, the ratio
of 1iabi1fties to commértial. banks' to tbta]_ assets appearé to be

proportionately distributed across employment categories,
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The ratio of 1iébi1it1es fo commercial banks to | total
1iabiTities'ref1ects simi1ar trends to those revealed through an analysis
of the ratio of liabilities to cbmmercfa1‘banks to total assets, except
where the value of owners' funds {Total Assets - Total liabilities) is
éignificant; in which case the percentages are Targer and the patterns
sdmetimeé more distinct. Overall, 36 per cent (25 firms), 22 per cent
-(15‘firm§) and 19 per . cent -fTB- firms) of  the sample stated that
'1iabi1itiés to commergial bankg acéounfed for 1-15 per cent, 16-30 ﬁeﬁ
cent and .31-50 per cent, fespeqtjve?y, of their total outstanding

Tiabilities.

In:theiSugar, Petroleum and Chemicals sectors, 100 per cent, 80
per cent and 100 per_ceht of ?irms, respectfvé]y, stated that their total
Tiabilities to commercial banks was 1ess than 30 per cent of their total
outstanding 1iabilities; In the Food sector however, 45 per cent of
firms indicated that this broportion_varied between 31-50 per cent. In
the Aésemb]y and-Distribution sectors also, 22 per cent and 26 per cent
of firms respective1y,_ stated that Tiabilities to commercial banks

accounted for over 61 per cent of their total Tiabilities.

Ana]yséd by employmemnt size, the data revealed that in firms
employing under 50 personé, 24 per cent indicated that commercial bank
) 1iabiiities exceeded 50 per cent of their.tota] liabilities, compﬁréﬂ-to
11 per cent and 15 per cent for firms emp]bying 50-250 persons and firms

employing over 250 pérsons, respectively. Similarly, analysed by revenue

size, 19 per cent, 16 per cent and 11 per cent of small (under $5
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million), medium ($5-$20 million) and large (over $20 million) firms

respectively, held over 50 per cent of their total T1iabilities in

" 1iabilities to commercial banks. The data thekefore seem to 1ndicate 

that for a greater percentage of small firms, liabilities to commercial
banks generally constitute a significant probortﬁon of their total

1iabilities.

‘A examination of the ratio of liabilities £o commercial banks
to total Tiabilities, by ownership rof firm, seems  to. support the
proposition ‘of financial finsulation of the direct fofeign' investment
gnterprises from the general financial system. Eighty per cent of
foreign firms stated thaf_]jabi1it1es to commercial banks was'jess_than-'

30 per-centfof total liabitities, compared with 54 per cent and 55 peh -

" cent for the locally-owned and government-owned firms, reépective]y, On

the other-hand, a slightly higher percentégé of government firms than

Tocal firms (22 per cent compared with 18 per_bent), held over 50 per
cent of.theif total 1iabilities as 1iabilities to commercial banks.

L o ‘ o ,

There -appears to be a correiétion between the humber §f‘years a
firm has been in operation and the extend ofrindebtedness'to commercial
banks, 1In all of'the firms established less than 5 years ago, commercial
banks‘- 1iabilities varfed bétwéen 1-15 per c¢ent of total liabilities,
compared with firms established 10-14Eyears ago where this percentage was
54 per cent and_firms established over-25 years where this proportion waé

only 29 per cent.
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Table 7.6

Liabilities to Commercial Banks as a Proportion of
Total Liabilities, by Ownership of Firm

A
'BANK LIABILITIES  LOCAL FIRMS  FOREIGN FIRMS ~ GOVERNMENT FIRMS ..
to TOTAL LIABILITIES | - -
_ |
Non-Response & L _ , o
Not Applicable 6.0 - 20.0 0.0
015 . 300 60,0 - 444
16-30 24.0 20,0 N
a0 220 - 22.2
51-80 o 14.0 - 22.2
814100 - 4.0 A | -
TOTAL o 100.0 3000 100.0

:Long-termr]jqﬁiTities to_tommerciaT banks accounted for:1-15Wper_
cent of total long-term liabilities for 48 per cent (33 firms) of the
Samp1e; with a further 56 per cent (11 firms). recording no iong-term
: 11abi11t1es to commercial banks. For 14 per ‘cent of the sampfe (10
- firms) long-term 1iab11itie§ to commercial banks varied between 16-19 per
cent of'tdta] long-term ljabilities while 16 per cent of firms {11 firms)
- stated that long-term 1iabilities to commercial banks was in excess of S0
per cent of'theif,tota1 tong term 11abi]it1esﬂ Firms in the Textiles,
Other Manufacturing and Distribution sectors were over-proportionately

represented in this latter category.



- 96 -

Analysed by--both emp]oymént' size and revenue, there_ is a
- tendency towards smaller firms 'indicafing that a -more significant
'percentage of their Tong term 1iabitities was due to commercial banks,
In terms of ownership, the ratios foriforeign—oWned and government—ownedr
firms exhibited a lower use of long-term liabilities from commercial
banks than did local firms. For 1océ1 firms 22 per -cent {1 firﬁs)
stated that Tong—term 1iabilities to commercial - banks _accounfed for
91-100 pef Céﬁt.of fhéirr{6t51-1iabi1ities, with a further 14 per cent (7
firms) statfng that this percentage was between 51-90 ber cent. Among
the foreign-owned and government-owned firms however, 70 per cent (7
‘firms) and 56 per cent (5 firms); respectively, stated that commercial
banks' 1iabilities were 1-15 per cenﬁ of-tota1,Iong-térm-liabi1itfés'and
a further 10 per cent and 44-pe} cent, reSpect1Ve1y, stéted ihat thére'

were no long-term 1iabilities to commercial banks.
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CENTRAL  Bank  oF

TRINIDAD  AND

ToaGD

ResearcH DEPARTMENT -

SURVEY: BUSINESS USE OF BANK CREDIT

Name of business establishment

Address of business establishment...... :

Number of years in operation ...........

Main business activities

" Legal ‘status of business:

J—7 Sole trader
[ 7 . Partnership.
Ownership of business:

[~—7 Government W anavg

----------------------------------------

---------

'[——7 Private Limited Liability
' . Company .

‘Public Limited Liability
Company

a——/

PTeéase g;ve percentage of equ1ty he]d by

A:::7 Nationals of

Forelgners

Please nge”thE“totai numbers. employed.with. your estébJJShment as;at'the end’

of 1982. -

What was your total Revenue for your last financial year?

I TR terrrareda teeenaoas . .
What was the total value of commercial bank credit outstanding to your business
as at May 31, 19837
Totaleeeeaen.. et sssarenissan e ‘e .
of which
. (1) Overdraft Loans .......ecvvuunn. .
(i1) Demand Loans .....ceeeevvennaeanns
(ii1) Instalment loans........... e
(iv) Special Loans...... R
(v) Mortgage Loans.......-. Cereeeeeene

Trinidad & Tobago



10. What was the total value of your investment in Fixed Assets for fherfollowing'

periods? : : ,
j_jiL‘ 1982 1983 to Date -
TOTAL: - Ceeeeaeaes e eeeeaaan P
of which o _ |
(i) Plant & Machinery  ceireiirins tiieieracs vesanes .
(i1) Vehicles i eereaee s DU B
(iii) Office Equipment —  ....i.cviiis ciiniinonns seenencon
(iv) Buildings ' ettt eeerenanas e
{(v) Capitaf Work in e e, R .

Progress

11. For each of the following periods; approximately what percentage of investment.

in fixed assets has been financed out of:

1975-1980 1981 1982
(i) Overdraft Borroﬁings- _ P RREE . :.,....;.
(ii) Other External Borrowings ....... . e eeens e
(i11) Increase in Share Capital ......... T T T ceens
(iv) Internally Generated PP ... Cereiens ceeraans

Funds

(NB: OQther External boﬁrbwings. vefer to the sum of all borrowings (other than

overdrafts), from sources external to the firm e.g;'aoﬁﬁereﬁal'bdnkﬂterh-
loans, loans from other financial intermediaries, director's loans,

government loans, Head Office loans ete.).

Internally generated funds refer to the annual profits-accumulated by the

firm plus depreciation -and other expenses not involving an actual outlay of
funds). |

u



12. Total loans(other than overdrafts), obtained/repaid during 1982, and the uses to which these funds weré

allocated.

Comme -

. Trust

Finance Insurane D.F.C./ Supp]ier$ Other Gov't Other
cial |CompaniesiCompaniedCompanied 1.D.C./|Djrectors Credit |Foreign | Loans [(specify)
Banks i 1 A.D.B Loans
(i) Actual sums received
during the year -} o} - o oo
(i1) Total repaymehts
for the year
(111) Approximate percentage

of funds allocated to
the following uses:

(a) Purchase of Stock

~{b) Other expenses of

the business
(working capital)

(c)

Capital expenditure
(fixed assets)

(d) Other expenses not
related to the
business (e.g.
director’s loans,
loans to affiliated

companies etc.)

{e) Other (spec!fy)




For each ofrthe commercial banks with which yo& have established current accounts

and overdraft facilities, please give the value of:

BANK 1 BANK 2 BANK 3
A. Your bank overdraft limit . _ ,
for 1982 i etereee eeesiene reeiesans _
and 1983 Ceeeaeane  iiinene eeeiinnn.
B. Your creditfdebft balance
on current account as at
the following dates: _
31st March, 1982 ., e
31st June, 1982 - e e, .
30th September 1982 - .. e e
'3ﬂs$3petember 1982 - .. ' R, i eieaaas
31st March 1983 R S TIOUPR
C. What was the. tota] value - - - . |
of interest paid on your
overdraft for: - ,
1982 S S
1983 to date e e .o Ceereaees '

Given that your overdfaft borrowings f]uctuate,Ffom week to week_of,month to month,
~could you glve (éﬁprpximate]y), the maximum'prdportion-or amount of your overdraft
limit ﬁtiifzed:ét any-point during _
1982 | e

1983 to date Ceereranaen -

Appfoximately what percentage of your overdraft borrowings for the following periods.

was allocated to: _ -
| 1982 1983 (to “date)

(i) Purchase of stocks- k

(i) Other Workirg:Gapital:

(iii) Purchasé'bf5ferd-assets-' e
(iv) = Other : o R



16. How important do you consider each of the following in determining the scale

(size) of your operation. {1 - very important; 5 - minimal importance) .

(i} Market size 1 2 3 A 5
(1) Availability of Management 1 L 5
- (iii) Availability of Technical 1 2 3 4 5 :
Staff '
(iv) Availability of Finance i 2 3 k4 5
(v} Cost of Finance 1 2 L 5
5.

(vi) Other (specify) o 2

i7. Over the last fi#e'years, have you ever fouﬁd it difficu]t to expahd your

business activities due to:

(i) = Banks claiming that loanable funds were not Z:::? Yes /[__7 No

available &
(ii) Banks querying the feasibility of the . [ 7 Yes [7 No
project : o -
(ii1) Lack of adequate collateral support ' T Yes [ 7 No

(security) for the project

18,  Over the last five years, were any of your proposed capltal investment prOJects

, PROJECT 1 : PROJECT 2
(i) Deferred : =7 Yes [T No. [T77 Yes [ 7 No
{ii} Scaled~down : L7 Yes 7 No 7 Yes. [ 7 No
‘(iii) Abandoned - /7 Yes =7 No [—7 Yes [_7 No
: Due to: o ' - - - o o
(i) unavailability of 7 VYes [ 7 No [7 Yes [ No

credit

(i) = high cost of credit 7 Yes 7 No [_7 Yes [ 7 No

19.  How would you rank the undermentioned factors in determining whether a capital

project is undertaken. (1 - very important; 5 - minimal importance).

(1)  the rate of interest ] 2 3 4 5
~(1i}  the size.of Toan o 2 3 4 5
repayments

(amortlzation)
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20.

Couid you please supply us with a copy of your ""Balance Sheet'' and ''Sources

and Application of Funds Statement'', for the.last three (3) vears. If these

statements are unavailable, could you please complete the following

statements for your last financial year.

| =

ASSETS

~J. Current Assets

(i) Balances with
Commercial Banks
{i1) Other

Fixed Assets

3. 'Other_Assets

TOTAL (142+3)

_BALANCE SHEET AS AT

LIABILITIES & OWNER'S EQUITY .

k. Current Liabilities  ...... .
. (N Due to Commer- .  ....... .
cial Banks
..... . . (ii) Other ' Ceanaaens
5. Long-Term Liabilities . ..... coso
U o . (i). Due to Commer=  ....... .
............ - cial Banks
(ii) Other ...,
6. Share Capital & Reserves ..... vea
............. TOTAL (4+5+6) e




5.
STATEMENT QF SOURCES AND APPLICATIONS OF FUNDS-
FOR THE YEAR ENDING.......... s
SOURCES OF FUNDS - APPLICATION OF FUNDS
1. Profits before depreciation ......... AT Increase in Stock seeeanceinan
& Other non-cash expenses 2. lncrease in Debtors. .. ...00..l.
2. Ba”% Loans =~ eeeeaen 3. Decrease in Creditors - ...... AR
3 OtherrLQans """"" 4, Repayment of Loans R .
b Increas? in creditors L raemresean 5? investment in Securities ............
5. Decrease in Debtors = .......... ’6. Tlnvestment in Fixed Chereeaaaa
6. Sale of fixed assets = ......, . Assets ' '
7. Other (specify) g vivevvve. 7. Dividends paid ..., e
' (owner's drawings)
e :..:: ..... :‘.::: 8. Other (specify)l = ..iiiieiienn
8. TOTAL (1 to 7) B S e el vereadedeens
e 9. TOTAL (1 to 8)
9: Decrease in Cash and 10. Increase in Cash and.
Bank Balances Bank Balances i e

TOTAL SOURCES OF FUNDS(8+9) ..........

TOTAL USES OF FUNDS (9+10)..... R




21. Comment brsefly on your relationship with commerc1a1 banks.
(Longstanding? Why more than one? Their role in your business expan5|on,

Use of fac11:ttes offered, etc.)

22. What are your views on the Eo1efof the Central Bank in the-area of credit

management in Trinidad and Tobago?



