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IX¥TRODUCTION
Monetary policy, as a subset of financiel p icy, though actuzlly

conducted through financiel 1ﬁst1tuulons, ﬂOuaDlJ conpterceial vanks, is
-essentially dirscted at businesses ard nouseholas, the privary units of

: N A
economic behaviour, To fully understand the -operation of monetary policy, it

343 necess ry no% only %o wnderstand the venicles for iis transmissidn ut -
also *hc response cf the final actors to the policy-induced chenges in the
poruzollos of financial institutions. ?of it is now part of our received kmow-
lsdge that thé.response;of primary units to 6ban ges wn nonetary policy instru—~
fments is distributed over a wide range of assets and spending lecisions as
" opposed £0 the narrow class of Linanéi;l instrunents - Goverﬁmenﬁ Securlzles,

‘benk deposits, - genarally identifiad in the pre-Gurley end Shaw era.

‘Eowsver, when we focus our atfention on this arsa of interessi, we
find that, in contrast toc the gemeral field of commercisl banking and central
banking policy, little is aciuelly known asbout the financial behsviour of -

& that, are more often. than noj,

[1H]

bus*ne*sns. Qur analyses, if they may be call
" based cn vo+ n ‘mere then 2 simple transplantation of the ideas sternming

1

from the famous 0zford Studies on business benaviour. is is res ily accepted,

d
nypotheses devcloped in socisties with meture and well-developed Tinancial
syétené ra*erfar lﬁ ever-a_plicable oven with substantiél acdifica#icns, to
the Caribbesn econo—y _Heeded axe hypotheses; behévioural—postulates, developed

within the context of Caribbesn institutions and intended +o explain the

pattern of Caribbean finencial behaviour.



- But efen when one recognlsas_tn neéd fdr fhebry, there still femains_?
'the nroblen of where and'st what evel of aostractlon or aggr egatﬂon to sbart
Lt-ls my feelln that - the beSu n01nt o start the onlJ 1og1c 11y sound n01nu,
is nt the data vather1n~_st age. Generallz u1ons ars onﬂj vaelid qncn uhey are
derived from a set/facts and - then ree;;mlned for con51stency c.;m1 unlversalﬂty
'agaiqst:ﬂ_oroader get. of Tactual ﬂauP AS faf és—¢1ncn01¢l behaviour in the
7Caribbean is concernea we dorno§ have éur and even the 51_nle rudl_er of'
*actdél data,with which to beﬂln to test esrabllbhed notlons or construct new,
d hopeIull ":orv heanlng”ul ones; mo drematize the stane of our-lgnoranqe,'
 .1u can -be stated- rqat we know 71rtu 'no1n*ng evan “about tne Size (menéﬁfedf
by assets),oz flrus.-Our'inowledge of thls,ﬂa ter can bn su_med up someﬂhct' ,f*'
exagveratedlj as “we know that the re'aie a. fav b1~_11rms, and o many small ones;ﬁ7
. But haw b1g° How bmall9 Whnt is the middle 11ke9 And how- does glze af”ect (

_f_nanc1al benawﬂour° l4ﬂse we must in all honesty claln 1grovance of

| MATURE OF DATS

it

The study of Business Financial Behaviour on which we are now sub-
-mlttl g a very ity llulnary report is in nd d to reduce our - ignorance,

s 1nuended to D“OVlde duSCTlDulVG :cterlql on sefevﬂl aspects of business
-f1n c1a1 behav1our. &mona these are tne -o1low1n5.
i) The size. d"strﬂouulop and ch lndustrlhl dlsurﬂbuulon OT_-lrmS.
;ii)'Bus_npss sav1n55, in hhlS oroaa cauegory inf orzaulon 1111 be nrov1d°d'r
" on pfofiﬁé, ﬁentlons, dlvldends, snd Tazatlon. A n najor nu_pose ig

‘-to estébllsh the ir econocmic (hs dlstlnct Trom ac"ounulng) relﬂulonshlns.
iii) IPVGSuﬂGPt benav1cur and patterns of f'ngn01pg. )
Zi?)'The oalance betwgen exuernal"andrinterral (to thn'firh)'financiﬁg;f
,-v)_The use of commev01al bankin, "ééilitiés} tevms of borro w1_g;
and credlt—crlt rla..f' o S '; o S
'vi) The volume, spread, terns, andrdeterminantsiéfztrade_gredit.-

' vii) Hire purchase finencing in relafion to budineas investuent,
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OF AVALYSIS
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',The;data yielded by the survey will be utilizcd t0 test,scme hyﬁotheées

about varlous -acats ot ﬂinan01ml oeh¢v1our contalped in tbe econonic llterature._'

4

Tnese ‘can be mentloned nrl eily under 1ve qeadlngs o

__a) FINANCIAL DE ‘"‘“‘RIvIINMTTS-OF Ia-r‘ms@immaamwxou*a

) - A
_The wpl'lugs of’ “ueSHHber“J,l HMeyer and Kuh,2 'Kuh,j - . inderson .

5

'and'Drymes:and Kurz, among onhers, have attaﬂned much 1mportance to the role

of finaﬁcial,constralnts in vasiness Tixed caplual Iormatlon. nguneses within

) -

- +hig field include the residual Iunds or nroxlts nfn 1esls, tqe quldlty

hynothesis-i e;fthat bbe-zlrm S'level of 1&veszment is nérfly-bonstralned by
the value ‘of 1bs nccumulaued holdings of .cash and othev snort-tern flnnn01ﬂl
assets, ‘as well as 1ts EXISu_ng dcbu—nsseta r9310, and varlant oﬂcthe-r
QlelaDllluy of Crndlb ano+n931s Whlch reTetes 1nvesta°nt eznenalturas to the

1evel of external Flnance af&llublb.

_b) BORROWTVG AN“ LIOULDITY

Sone ef F

-t

ril1 be fiade to Staollsh the determinants of the business

'sector 5 ncerW1nﬂs zron tnn banking- SVSbeﬂ, and ‘its honlpgs of governoment

,secur1tles and casi, Among DOSSWb1e czplanauavy VcrlaDlQS are the.level of-

eualped-p GLluS, Drevlous lnvels of.casn and 0uher ¢1n9n01nﬂ Lésets, the

d S Duesenoerry - BuSchSS Cjclés and uCOﬂOElC Crowth
2 J.R. Meyer and de1n Kun - The Investnent De0181on

3 Bdwin Kuh - anlta1 Stock Gvou*n. A ﬂleG—aCOPOﬂthlC tre ﬂfhent
4 WL. underson - Corporate Wlnance and Fized Investment also "Buginess leﬁd
Investhent" in,Deternlnanta of aneatmbnt Benav1our (ed R Farber)

5 -

Phoeous Dhrjnes and Mordecai Rurz "Invcstment, Dlv1dends rend- Externnl
Pinance Behaviour of Firms" in Deternminants of Investmenu Benav10ur (ed R. Ferner)



slze Ol-ﬁhé-firﬁ, the nature cf 1ts bu51ness acthluy, tha 1eve1 of saTes,

nvestment expend**ures, tates, 1nuerest rntes and ezls+1ng debt asset ?atﬂos.
Because thls Studj iz based on a. llmluEd nunber of cross-SGCulons, it 1s-not
'p0331nle to.examlnereXPllclﬁly the role of int erest rates..

: c) BUSINESS SATIJGS VD PROFITS_

ynoth°51s wnlch “mke the 1evel of tbe rate of DICTltD a function cf
irtHe'size,OI uhE—Ilrﬂ aﬂd/or the degrne cf corcanurﬂtlon, Nlll be xamiﬁed -The
difeétion of the v laulonshln bguween sine (me sured by asseus, or turnovar) is
nor/or1or1 Lna¢015lOLS. Blggoss,uvnda t0 be qssocﬂat d Wi 1 sone marKetlng

and techni ical onportun1u1°s Hﬂlcb make for hev pr0° As il11am Bauz_ol6

, put 1t Lar"e Llrﬂs nave "ll the oP*idnS'Cf sm&ll 1rms, ,nd can. also 1nvesu 1ﬂ"
lines requiring la rge ca nltal. Horeover, 1ndustrles, Jlbhln country Tramework,
coﬁsiétinarof largs firms also uena- o ezh1b1+ a. hlgn deﬂree of vroduct market
_1mnerlectlcn whlch agﬂln ten& tﬁeoret : 11J +0 ralse the Drozlt rate. On'the
o+her qund higher cap1ual - 1puen sity tend to low tne pro*lu *ate. Inso-Tﬂr

_ag canltgl-lnuen31u; is a structural consequence of b_gness the nroflt—51ze re-

.1&ulOHSth nay well be 1nve*se. Thc studv wlll a1so 1rvestlgate une extent “o

I—.i;

‘rwnlch he rate of or ‘the 1eve1 of prof s, iscal n;ctovs,'—nd leWQEHd “olﬂc;

determing tne 1__evel'oT undlstrlbutbd profits, E

) TERMS OF COMMERCIAL BANK _u_.ﬂDI AT BORROWER CHARACTERISTICS
t has héen'suggested ﬁhat the terms of'comﬂercial-bénk loans is

3 Fa
]

simultaneously'determined by hn characte stics o,,,be lending 1‘*1&:‘51‘1:11*{:ior1,_

..i.. “

e;g.rde?bsit experience, loah experience, and bj the cna_acue stics of tne-

borrower e.g; brofit or loss gxperience, net aorun, llquldlf" struc*ure and

7

llanlllules SuruCquE. I11hé latter are in 1cgtors of “the cruultﬂworthlness o;_,

'-potentlgl oorrowers. Tne size a.d'maturlz;es'of'loans are a priori expected to
_ W J Bauzmol : 3u51ness Benav*our, Value apd Crowth _
7 ,
See for instance, Donald Hester; "an Empirical Eranination of a Cumme*c1&l Bank
Loan Offer- Furcnlop“ in Studles of Portf 0110 Benav1our (Ld_bed D. Hester and

James LODln )



ve:y direcfly;withfanpliCEﬁts evefage profits {1nvevsely with losses) dlreculy
','with the firm's 110u1d1ug, tne value of its nssets, the T'a’clo of its. agsets
r(current or uotal) to its llaDlllulOS (eurrent-or total). Mo inéestiﬂation of
-_tﬂe intere st térms of lOaﬂS will be atuempted because of *he OllgODOllSth

'prlce—lelng arrapﬂehenta in- tﬂe banﬁlng nduSLry

¢) TRADE CREDIT

R

1 will be releted to certain industry

Trade credit given and faker
_characterieties, sueh as the degree of compotition (or number of fi rms) Trade

credlt vlll also oe re1 vpad to financialmvariables such’ae the level of furn-

“over, Tirm 1 llty net JOTth Drofltanlllty, and ﬂccess ts external finance.

1.1

t has'beer;euD ast ”ov 1nstﬂnce (1) oﬂau—une ratlm of ade credit given

rade credit eveelped_varles 1ﬁver5elv witb the shere of bank cr ﬂe it in total-

o

0%
] finencing, (ii) that_the inan01ﬂl stﬁﬂc*ure OI'e; m, esnec1elly *us chlltj
Jto beav ‘risk ox loeses and 1111quldluy, ig a crlulca1 zactor in the 1 alue of
“trade cred extepacd.,, ' '

T above'1isting'does not exhaust the possibilities of the. data we

are in the ocess of collecting,ibut it does sketch the main areas of interest.
‘It is hoped that out of the production and analysis of this data, and

the prelininary vesting of conmtemporery hyvovheses, sufficient stimulus -to
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evelopment and elaboration of behavicural hypotheses more

relevant to the Caribbean will emerge.-

D H JT‘HOBQLQQX_

a) CROSS -—SEC"‘IO‘I 00 ITRY STUDLES . = S S
"As‘spouldzb_-epperept Dj now, aﬁd ag 1s certainly evi den from the
questionnaife the etﬁdy ie,a CTOSS—SerlOﬂ one. &1cro— budles of this nature
have several hdventages ll“St ‘inso f T as aggfegéte ecenomlc_anelysis proceeds
on uhe basis of micro- “osuulates i% 1s use Lul'te'esteblﬁsh as a fir*t,step more
':;securely the lCIO“LOUﬂdathPS upon whlc" we 4111 make ouv economj—ﬂldﬂ necro-

econowlc deductlcns. Sccondlj, it av01de certaln statlst1c 1), problems, largely

S,'Heir Témari "The Nature of Trade Credit"'Oxford Boonomic Papers, Nov. 1970



6f a-temporal nature, which plague'macro—studies, ForemOsﬁ'among'thése is'the
- prob1em of'autocorrelation. This is no to’ h at CTOSS—neCthP mezhods rnlse

say
no dlfflculblﬂs of bhelr own, Hogcfbr, uhe atter. generallj more ur?ctable.

[—t

"

:Flna1lj,_“ eries of ¢ ross—sect;ons perpit an-inﬁaluablu way of checxlng for

the temporal stabiTitj"f'e acoic rclatlon5q1ps.,

b) SaHPLE s}.uLnrJTIo*I AND. QUF‘STLOIHI._IR Cop PLETIOE-E,

R '

c Iy was?initialTy intepdea that thr re¢ counbrles vlz. Gufana, uamaﬁca, '
and Trinidad and ! obaﬂo,-woula e auvveyed Cujana was’ cqosen as th q startlng :
point 1érgelj 7& cause L ‘have been oased’t cver LhefnaSt vear;'aﬁd also
beéaﬁsé I;é nore +“11&11119.2- with buginess W“Sul tutions and pe 50 ; ~ there
But wnersaa Guyz ,na has onlj a very small man ufaCuur1q5 sector and is nrlma”y
acrlcu,tu“al J_malca and Lrlnldad and lobaao possess on tne surTnce T2 1d1y
',gro"_ng,uucn :ore L 1y snrvad and . ¥ 1rml ﬂstaollsqed manuia Cuurlng sectors.
- There is as a_resuln_ponsid rablas. 11eway ror eshabllahlng frcu these tiree
r(or_even_t#b - Gﬁyanalaﬁd- rinidad and Tobaco or J_malca) uniformities or

-diﬁersity'in Caribﬁeén_financ1al behavlour.
err'Cﬁyaﬁé,fa Easic sample f;ade of some 240 nor-lln_pc1dl ?irmé

ﬁasféémpiléd,'*Tﬁis.wasraqﬁe'b, a- non-random b331s. Rather uqap g0 tnrourn the
5fic{a1 1"effistéz?*7_701"'(:oi:g."al:'ie-'s., we helQCued uhose firms thet ars members of e1ther°

;tﬂe Gujana anufactuvevs *ssoéiatiOH.or the Georgeﬁown Chamber of Comme:cef_'

In our oalﬁlon —hese cover uhe bulk of the established businoss séctorr énd-

" excludes absoluubTJ orly zhe ‘corner-shop! grocery (and then not all of them)

and_une' _y— j—nlgnt congern,. We d901deﬂ Durtner, Ior reagons of economy 0

-exclude Il“ms nos baaed in Georgetowno

e are the DTOCGSS of SePd_ﬂg oucstlonnalres snd 1nberv1ew1ng those
'Liss,Jasmin ingh has nad " ° crimary vesyops1b1113y*or t«~ aspe get of
the nro'ect. So far wé'have dls atchned aooub 120 QUuSulOn naires. Twen saven

_ P .

N

- have besn comnleted rull“ and rﬁtu_ned.' ive qadltlonal questlonnaires 'do not -

conunln ml uhe 1p10rmaulop'we T*e juestede Two of tHé fwent*—éeven nresent:daﬁa-'
. q J

al
T

Lor grouns of COEDcnl“S numbcvlnr about ,6 i ms al ogetner. i the tlme of re—
'portlng tne numoer of: firms to wq1ch_ burns pertain therefor totals LOftf*

'51x,_npurox¢mutﬂly 35% of the maJOr bus1ness units in Gujnna. Some publlc limited



ilnto the hands o1

_11ab111ty comnanles have refused to COmplete our ouestwcnnrlres,_ u+ We rcﬂard

this as. only a partlal ,allurc 31n0ﬂ we can and 1nt,nd to obtain mucn of bha

)

7 data Irom Lpelr ouollsned ba1ancn she et and nroflbq and’ loss accounts deposit tad -

with tnetDeeds.Reﬁ15ury. A _agor obstaolo in our. nath has been the growing.

- uncesiness of . the bu81mess commun1-1'goour gove rnments'pollcy, H¥any have expressed

'rfﬁars thnt 1nformaulor Drov1ded by tnem 31ﬂht zind.iﬁs Waj;:deliberatély or Inot,

Fi

rgovernma L3 rnﬂch oight then use i aS'the_baSiS.Of a policy

Jof - nv:rnrﬂnt 1y raulonallzatﬁo“, Or'State comﬁetition. Some fears about

I‘d‘

ch

n0331ble 1eaks o cod etitors w wer also ﬂ*rPQSSed. _,qe a%teaﬁt'%b me&t these

irm

iy
i'-
1]

problems Dj )”01nr ng tha ars 50t~a kad to 1iequ1 7 th elves on the

questhnn ire 11) o; exnlaln1n5 that the statl 1ﬁal ;nd ulng procedures

: we are - adonulng will T'ule ous nuollcation of 1nd1vidual coLnany and sometimes

-1naust Ty uaua. For uDG beHEIlu o_ soma lgrger Tlrms,_ an: explcratory note wasg’

prepared It is too earlj vo judge —he suce 29s of this latter sten.

We ara ot 400 worrlod noout uhﬂ number of 3081t1ve r33ponses,not

=0nlj because we anblclnaue a raasonabTe SEIDl¢ﬂﬁ nercenua 2, but also because

“other gspec*'s of cuxr oourage are- atls fac uory Our lle of reunondan*s at prc-

sent;covers nmany firms in the manuract ri 15 “and dlstrlbuulon sectors, dl,hln

mﬂnufacturind a brond range of ¢ ommcdlty gEroups i canered for, For most
1ndustr1es Je have ”ot or have received assurpnccs or, rerurns iron the largest

and oldest comnaﬂ es- ag well as from new and.thriving GRES.

We are re asonanl isfiea about thc ;ccuracy_of'tAe data provided, |

_uzplanatory “ot Gs. ?hlcn qccompanLCd eacn qucat aire_defined the terms we

Fy

ubed and ag’ far as POSSle we “used convertlona_ nccount1 ng. terminology. In -

this task, we reculvod invaluable ass1sﬁarce from the Rﬂsear h Staff of the

' Bank of_Guyana and Irom'persons holdlng'senlor'executlve'p031tions'in leading -

bunﬂness irms in.Guyana. The translation into cqohomic termg germane to the -

study we regerd as en ozzice task for tho_ arcn»r ﬁoreover, with,one

exception, une daug was taken derCulJ from coples 0r “balance sneets pranare&

C ko satlsfj of icial (tax- and otqer)requwremnnts.



c) STATISTICAL PROCELURES
' bdme mention'was made sbove of our statistical procedures. These
 _ccnsist ﬂssentlallj of

i)_conSuructing_a bagic data sheet,rag~ ogntcd over industries and all

Fra i)
L

irza, wnlen would confain the valuﬂs of VETIOUS financial variablés,
Y e e T ' L
11) Where appropiate,scle ctﬂa C”OSS—SthlOﬂS 5111 be nulled out of the,
- _° ° Basic Datd Sheet o contruct 1requun y dWat butlons, cor elation'

.coefficients, or for *cg“ea51 n ana1y81s.

i

WORK SCHELULE

.;4.-1‘

5nvisége-fhé% she data coll‘,ct'lm1 phaso OL our CuJ ogeratidﬁs -
wlll be COleeted bj the und of JulJ, 1971u ' 7

" Over the cominr twelve montns, the;p:bcessing andragalysis 6f thé
Guyané-maé rial J11l proceed simu aheousiy with da ra;collection inlJamaicé'
mheve ‘I c:nect to oe nased until Au 8%, 1972, Depending-on f;pancial and

pi y81cal resources, data col1ecu10n in Trinidad can be Ilttea into tne next

year‘* (1970/72) nrogrbmnb.
 ,Heealess +o bEy, we shall be modifying our techniques for the

[l |i-' L -- ) N -l - ) - ) Fal ) ) - »
latter two countries on the basis of our Guysne exzpverience.



