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Executive Summary 

This report provides the findings of an investigation regarding the alleged "credit crunch", a 
hypothesis that lending institutions have reduced access to credit for SMEs over the 1990 through 1994 
period. This study brings to bear systematic and rigorous statistical treatment of newly-collected primary 
data. It reports on investigations of these data that are intended to specify further the nature of the 
"credit crunch" problem. This takes two forms. First, the data from CFIB surveys from 1987, 1990, 
and 1994 are compared as to: 

• rates of loan turndowns; 
• interest rates charged on loans; 
• empirical models of lending decisions; and, 
• other aspects of small firms' borrowing exepriences. 

Second, data extracted in 1990 and 1994 from bank loan files are also compared to arrive at a profile of 
small business borrowers and to determine the ex-tent to which ternis of credit  mas' have shifted between 
1990 and 1994. 

Findings from this  investigation  include: 

• turndown rates for loan requests in 1994 are higher than in 1990 and 1987; 
• turndown rates are higher for smaller films and are subject to regional disparities, 

disparities that correlate with geographic levels of prosperity; 
• the level of technology is not a major factor in loan tunidovvris nor in determination 

of interest rates; 
• the primary reason for loan turndowns is an inadequate debt-equity balance; 
• determinants of the three types of loan decisions have altered sienificantly. By 

1994, more factors are significant determinants of loan turndowns, and some of 
vvinch are new. Turndowns were found to be more common if fu-rns had had to 
deal with multiple ar-count managers, other factors being held constant. 

• the size of the borrower correlatPs strongly and inversely with interest rates charged 
on loans; 

• according to CFEB data, interest rates on term loans appear to have increased 
significantly between 1990 and 1994; hoveever, bank loan file den, selected 
randomly, did not support this finding. 

• interest rates displayed regional disparities that correlate with economic conditions; 



• the ratios of collateral to loan have not changed between the 1990 and 1994 
surveys; 

• "banks actions" such a requiring more collateral etc. appear to be most common for 
firms that have a record of declining sales and for firms whose sales are rapidly 
growing;. 

The,se results suggest that account managers appear to be more sophisticated in t.heir decisions. 
Small business owners may perceive this as a change to historical `groundniles'. The situation is 
exacerbated by the economics of srnall business lending and account manager rotation. 

On the basis of these findings, there are elements of banks' business practices with SMEs 
that are open to criticism. Some of these represent failures (or inabilities) to communicate. Banks 
ought to explain fully reasons for loan turndowris and "bank actions" to their small business 
customers. Ideally, account managers should deal with fewer clients so that good relationships and 
open lines of communication can be maintained. To the ex-tent that small business owners can 
acquire an understanding of the (changing) bank decision process, greater client satisfa.ction may 
be obtained 

Perhaps the major obstacle in this regard is the inefficiency and the small margins that 
result from small lending balances. On the whole, it is the very smallest of bank business 
borrowers that face the most difficult situation, a situation that has a "vicious circle" aspect to it. 
The small borrowing balance and low margin malce it difficult for the account manager to provide 
much remediation. Failure of the firm reinforces the sense that "smaller is riskier". One means of 
attending to this problem is to permit Credit Unions, Co-operative Banking firrns, and Caisses 
Populaires to participate in the business loan market, perhaps up to a legislated loan ceiling. The 
experience in Quebec and Saskatchewan with these lenders has been positive. 

The research does not support the hypothesis of a "credit crunch". Only two elements of 
evidence favour the "czedit crunch" hypothesis: increases in loam turndown rates and increases in 
the average rates of interest on term loans. However, both aspects have alternative explanations 
that seem reasonable. 
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ACCESS TO CREDIT: 
LENDING PRIORITIES AND SMES 

VOLUME II 
EMPIRICAL FINDINGS FROM SURVEY DATA 

Section 1 

1.1 Introduction 

This report addresses the hypothesis that Canadian banks have been restricting credit to SMEs during 
the 1990 through 1994 period: the allegation of a "credit crunch". Under the sponsorship if the Federal 
Department of Finance, the Conference Board recently released a review of published international research 
rezarding the "creclit cnuich" topic. The report concluded, inter alla,  that the most useful evidence regarding the 
"credit crunch" hypothesis would derive from longitudinal analysis of access to, and terms of, credit. However, 
appropriate  longitudinal data do not exist. This report documents research that moves a step towards this ideal. 
Accordingly, this report provides findings of the analysis of two sets of surveys. Each of the two sets deal with 
small business lending experiences in both 1990 and 1994, thereby providing longitudinal "snapshots" of SMEs 
borrowing experiences. 

The two categories of survey results are: 

those conducted by the Canadian Federation of Independent Business (CH13) in 1987, 1990, 
and 1994. The 1987 and 1990 surveys represent the responses of more than 2,700 and 3,200 
members respectively; approximately 11,000 members responded to the 1994 survey. Findings 
from these surveys are reported in Section 2 of this volume. 

A random selection of bank loan files carried out in the summer of 1994 by the research team 
associated with this study. The results of this survey of 1,393 bank loan files are compared 
vvith the 1990 survey of bank loan files conducted by Wynant and Hatch. Findings from this 
step are reported in Section 3 of this volume. 
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These two sets of survey data vvere designed to be as comparable over time as possible. As such, they 
provide "before" and "after" perspectives on the ternis of, and access to, bank credit across the survey dates. 
These perspectives are from the standpoints of small business borrowers (CFIB surveys) and bank lenders (bank 
file surveys), respectively. 

Therefore, the purpose of study is to bring to bear both systematic and rigorous statistical treatment of 
newly-collected primary data. This report focuses exclusively on analysis of these primary data. It reports on 
investigations of these data that are intended to specify further the nature of the "credit crunch" problem. This 
takes tvvo forms. First, the data from CFIB surveys from 1987, 1990, and 1994 are compared as to: 

• rates of loan turndowns; 
• interest rates charged on loans; 
• empirical models of lending decisions; and, 
• other aspects of small firms' borroveing ex-periences. 

Second, data extracted in 1990 and 1994 from bank loan files are compared to arrive at a profile of small 
business borrowers and to determine the extent to which terms of credit may have shifted betveeen 1990 and 
1994. 

Overview of Report 

Follovving this introductory comment is a short description of the background to this study and a 
rationale for it. Section 2 focuses on the findings from the CFIB survey data. Subsections of section 2 focus on 
empirical research that: 

attempts to identify factors associated with decisions to turn down requests for terni 
 loans, lines of credit, and increases in lines of credit; 

measures trends in and determinants of rates of interest for small business bank 
borrowers, and the quantity of credit granted; 
examines other potential changes in the banlc/small firm interface related to the "credit 
crunch" issue. 'These include collateral to loan ratios and factors associated ca lling 
loans etc. 

These findings provide a first perspective on the ex-tent to which, if any, that these factors have shifted between 
1990 and 1994. 

Findings from this section include: 

• turndown rates on all types of bank lending appear to have increased between 1990 and 
1994; 

• interest rates on term loans (but not on operating loans) seem to have increased between 
1990 and 1994; 
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• bank account managers appear to have become more sophisticated and now take more 
factors systematically into account. This change may be perceived by small business 
owners as a "change in the rules"; 

• the lending decision May be successfiilly modeled as a simultaneous rate/quantity 
decision process. 

The third section provides a second perspective on these issues. lt presents an analysis of data from the 
sample of 1,393 bank loan files. These include comparisons of interest rates in 1994 with those reported bv 
Wvnant and Hatch (1990) and comparative assessments of other aspects of the bank/SME relationship. Results 
frOrn this section include: 

• development of a profile of small business borrowers; 
• a fuiding, contrary to that based on CF1B data, that interest rates on all types of loans 

to SME borrowers have not increased during the 1990-1994 interim. 

A companion volume explores issues related to the Small Business Loans Act (SBLA), issues that 
include development of a profile of SBLA borrowers, findings reRarding the incrementality of SBLA lending, and 
investigation of a risk profile of SBLA borrowing. 

1.2 Background to the Investigation 

The "Credit Crunch" Issue 

The new Liberal government has set as a priority that SMEs have adequate access to capital, 
particularly to debt capital. This is beca.use growth of SMEs has been viewed as a principal mechanism by 
which new employment and prosperity are enabled. Capital is necessary for such expansion. Thus, access to 
capital is a requisite for economic development and job creation. 

With the focus on SME's as a primary element of economic development, Canadian lending institutions 
find themselves under pressure from the media and governments to augment the supply of capital to SMEs. For 
example, data presented in the 1994 federal  budget,  points to a decline in the quantity of small loans from 
Canadian banks . 1  The apparent decline of almost $4 billion in small business loans has raised concerns 
regarding the lending practices of Canadian chartered banks. 

A second source of allegations of restrictions on credit to small  business clients lie in the anecdotal 
accounts advanced by small  business owners. Some laments have been documented in the popular press; others 
have been brought forward by witnesses to the Standing Committee on Industry of the Federal Government. If 
the supply of lending to SME's has shifted such that less credit is available, on a ceteris paribus basis, then the 
claim of a "credit crunch" veould be sustained. 

Loans of less than $500,000. 
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However, neither anecdotal evidence nor existing documentation on the amount of loans outstanding 
suffice to support these clairns. One alternative is simply that dernand has been reduced. Lending constitutes the 
confluence of both supply and demand. It can be argued that during the 1990-1993 period businesses did not 
face, to the same ex-tent as before, the profitable expansion opportunities that might have prompted a need for 
capital. The recession and structural change in the economy are arguably factors in the decrease in loans to 
S1VŒs. Anecdotal evidence is also insufficient in and of itself.  The majority of small business bank customers 
are satisfied with their respective banlang relationships. While borrowers are free to articulate their grievance. 
confidentiality restricts the banks' ability to respond. It is not alvvays clear, for example, whether or not a loan 
turndown or a requirement for more security is simply a capricious act on the part of a banker or an act that is 
justified by  the fundamentals of the firm. Likewise, anecdotal evidence may misrepresent a given situation. 

Previous Research 

The reader is referred to the comprehen.sive outline of previous research compiled by  the Conference 
Board of Canada. One study worth of a brief note is that carried out by Kelly Bordian (1992, Department of 
Finance), who addressed the question of a credit crunch in a Canadian context. Bordian examined the issue in two 
ways. One approach was based on the argument that lenders may restrict capital by increasing price. Hence, 
Bordian examined the spreads between the rates which lenders pay,,  for funds and the rates at which they lend 
funds. The second approach was based on the supposition that lenders could ration credit through non-price 
mechanisms. Neither avenue of investigation found for the hypothesis a "credit enrich". 

Bordian's analysis was inconclusive, particularly with respect to bank lending to SME's, for three 
reasons: 

• Bordian used only the prime rate as a measure of the lending rate. This measure was 
inappropriate because lenders could either increase risk premia or increase the number 
of clients who pay more than the prime rate. 

• Bordian's analysis of alternatives to debt financing was valid only for those firms that 
are large enough to be able to use short term paper, bonds, and stocks as alternatives to 
institutional borrowing. This excludes virtually all SMEs. 

• Bordian's analysis was carried out at a high level of aggregation and did not speak to 
the special case of SME's.2  

In sunmiary, there does not appear to be conclusive evidence regarding the hypothesis of a "credit 
crunch" in the existing research literature. Accordingly, this study seeks to add to our unders-tanding of the issues 
involved so that policy may be guided by rigorous and comprehensive research findings. 

Bordian observed for 1992 that demand loans of less than $5 million "have had a ste2dy, albeit negative, growth rate for over 
a yaw" (p.15), a year in which larger loans had experienced positive growth rates in lending. 
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Potential Factors Impacting Supply of and Demand for Credit 

In examining the level of credit ex-tended to SME's it is necessary  to distinguish supply-related factors 
from demand-based effects. By definition, the recession of the early 1990's has limited demand for products, 
reduced the scope for profitable business investment, and thereby has provided fewer attractive investment 
opportunities. Firms may not have needed as much capital as in the 1988-1990 period. What appears to be a 
contraction of lending to small firms could arguably result from the normal cycle of the economy. 

To some ex-tent, the appearanc,e of a contraction in the supply of credit may also be an inflation-induced 
artifact. Since 1981, the level of lending to "small" funs was defined as the (nominal) dollar volume of loans that 
fall below $500,000 (1981$). Based on inflation (as measured by the GNP deflator) the equivalent of this ceiling 
in $1994 would be more than $700,000. This begs the need for an alternative measure of the supply of credit to 
SME's. 

Moreover, a credit crunch is defmed as a reduction in the supply of credit assuming the quality of 
borrowers remains stable. It is not clear that the asstunption of constancy of quality of borrowers has held. The 
economic cycle affects SME's in particular and business bankruptcies have increased. Certainly this 
characteristic, together with the April 1993 amendments to the Small  Business Loans Act (SBLA), could provide 
one rationale both for the expansion of the SBLA portfolio as well as for the overall apparent reduction in lenders' 
small loans portfolio. 

SMEs have higher levels of systematic risk. Even if srnall businesses risk profiles haven't changed, they 
are less able to cover additional financial leverage during recessions. This is because the cost structures of 
SMEs tend to reflect higher degrees of operating and fmancial leverage than do larger furls. That is, fixed costs 
(including the costs of debt servicing) tend to be proportionately higher for smaller firrn.s, other things being equal. 
This renders SME's more sensitive to the vagaries of the business cycle than large. To the extent that SME's are 

more risky, it would be logical for lending institutions to be more cautious about advancing loans  to SME's 
during recessions. 

Longitudinal empirical evidence must address these contentions. The following sections report on the 
findings of several analyses of primary data, findings that help narrow the issues. 

5 
Haines & Riding: 

Lending Priorities and SMEs: Empirical Findings from Survey Data 



Section 2 

Findings from CFIB Survey Data 

Sources of Data 

This section compares SME banking experiences over the 1987 - 1990 - 1994 periods according to 
responses to CFIB surveys. Access to, and terms of, credit are compared longitudinally to addrees the 
contention that lenders have restricted credit during the 1990-1994 period. Appendix A describes the 
particulars of the CFIB surveys and includes copies of the survey forms. 

2.1 Access to Capital 

An Overview of Loan Turndown Findings 

• 	All three CHB surveys asked respondents about their bankers' decision about the firms most recent 
application for a loan. Respondents could reply with one of 

the application had been accepted; 
the application had been rejected; 
no decision had yet been reached; 
the application was accepted in a modified forrn (1994 only). 

A -turndown" was defmed as a,positive response to "application had been rejected". Accordingly, turndowns are 
premised on the perspective of the business owner. These turndowns would include both formal and informai 

 turndowns. Findings with respect to overall turndown rates, the influence of size of firrn, level of technology, and 
2eographie disparities follow. 

Overall Turndown Rates 

From Table 1, it is seen that the success rate is higher consistently for term loans than for either new 
lines of credit or increases in lines of credit. This observation reflects a characteristic of term loans: that they tend 
to be more readily guaranteed or secured than the other types of loans. For comparison, the turndown rates from 
the 1990 and 1994 are also shown here. It may be noted that rejection rates for loan requests in 1994 are 
higher than in 1990 and 1987. 

It was also noted that the level, within the banlc, of approval authority for a loan traditionally depends on 
the size of the loan request. Yet the rate of rejection of loan requests does not differ across the various levels 
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of authority. 3  The purpose for running this particular test was to determine whether or not specialized branches 
might be better able to investigate the likelihood of a loan being supported by the client. The relationship 
between bank organizational attributes and treatment of SME clients is one that will be further developed in this 
report. 

Table 1  
Overall Turndown Rates 

1987, 1990, 1994 

Type of Loan 	 Number of . 	'Number of 	Turndown 
Year 	 Application 	 Cases 	'Turndowns 	Rate (%) 

1987 	Term Loans 	 1,034 	 80 	 7.74 
New Line,s of Credit 	 409 	 60 	 14.67 
Increases in Lines of Credit 	 587 	 67 - 	 11.41 

1990 	Term Loans 	 563 	 38 	 6.75 
New Lines of Credit 	 591 	 43 	 7.28 
Increases in Lines of Credit 	 607 	 50 8.24 

1994 	Term Loans 	 2,185 	 297 	 13.59 
New Lines of Credit 	 2,396 	 370 	 15.44 
Increases in Lines of Credit 	 1,741 	 257 	 14.76 

Loan Turndowns by Size of Business and Level of Technology 

In Table 2, turndown rates are compared across the 1990 and 1994 periods and are broken down by firm 
size and (for 1994 data) by level of technology. Data indicate that access to credit is a strong finiction of firm 
size. Turndown rates are far higher for smaller firms. 

Tables 1 and 2 both suggest that turndown rates for 1994 are significantly,  higher than in 1990, and also 
than they had been 1987 . Table 2 also shows that the level of technology does not appear to be a major 
factor in determining the frequency of turndowns, with the possible exception of applications for new lines of 
credit. This conclusion is necessarily guarded at this stage bec.ause it is likely that a variety of factors govern the 
turndom decision. It is quite possible that the lack of technology factor might subsume or be subsumed by other 
factors such as industry sector, size of firm, or even location. 

This conclusion was borne out by a standard Chi-square test of the hypothesis that the rate of approval of loans is 
independent of the level of authority. 
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Table 2 

Turndown Rates by Size of Finn 
and Level of Technology 

• - • -, - 	..77.-.7"..'""7" 	 't 7Z:: -17z." .-^e1=-''''''''Z''''-2...'"Z''''"'"""."-"'-"'"`"'""" : • ..:tr- Wbgettri.:7 

; 	 No. of Employees 	• 	 6 to 19 . 	20 to 49 --- 	50 to 99  
1990 

Term Loans 	N Cases 	 298 	205 	67 	 15 
Rejections 	 23 	 15 	 4 
Rejection Rate 	 7.7% 	7.3% 	6.0% 	0.0% 

Lines of Credit N Cases 	 287 	229 	75 	 2 1  
Rejections 	 30 	 15 	 4 	 0 
Rejection Rate 	 10.5% 	6.6% 	5.3% 	0.0% 

Line of Credit N Cases 	 192 	272 	108 	41 
Increases 	Rejections 	 21 	 21 	10 	 1  _ 

Rejection Rate 	 10.9% 	7.7% 	9.3% 	4.9% 

1994 
Term Loans 

	

Low Tech N Cases 	 443 	673 	31 	 20 
Rejections 	 76 	 85 	 2 	 2 
Rejection Rate 	 17.2% 	12.6% 	6.5% 	10.0% 

	

Medium Tech N Cases 	 340 	528 	31 	 20 
Rejections 	 62 	59 	 0 	 2 
Rejection Rate 	 18.2% 	11.2% 	0.0% 	10.0% 

	

High Tech N Cases 	 70 	104 	 8 	 2 
Rejections 	 8 	 7 	 1 	 0 
Rejection Rate 	 11.4% 	6.7% 	12.5% 	0.0% 

Overall 	 17.1% 	11.6% 	4.3% 	9.5% 

Lines of Credit 

	

Low Tech N Cases 	 474 	641 	38 	 17 
Rejections 	 85 	102 	 1 	 1 
Rejection,-Rate 	 17.9% 	15.9% 	2.6% 	5.9% 

	

Medium Tech N Cases 	 374 	634 	32 	 20 
Rejections 	 75 	 56 	 3 	 0 
Rejection Rate 	 20.1% 	8.8% 	9.4% 	0.0% 

	

High Tech N Cases 	 81 	132 	 9 	 1 
Rejections 	 21 	 28 	 1 	 0 
Rejection Rate 	 25.9% 	21.2% 	11.1% 	0.0% 

Overall 	 19.5% 	13.2% 	6.3% 	2.6% 

Line of Credit Increases 

	

Low Tech N Cases 	 257 	528 	34 	 16 
Rejections 	 42 	75 	 5 	 4 
Rejection Rate 	 16.3% 	14.2% 	14.7% 	25.0% 

	

Medium Tech N Cases 	 193 	555 	29 	 11 
Rejections 	 29 	 78 	 2 	 3 
Rejection Rate 	 15.0% 	14.1% 	6.9% 	27.3% 

	

High Tech N Cases 	 44 	126 	13 	 6 
Rejections 	 7 	 17 	 2 	 1 
Rejection Rate 	 15.9% 	13.5% 	15.4% 	16.7% 

Overall 	 15.8% 	14.1% 	11.8% 	24.2% 
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Turndowns by Geographic Region 

Table 3 categorizes tumdowns by geographic region. It is seen here that turndown rates are a function 

of geographic region. As noted in Volume 1 of this report, most of the $4 billion national decrease in 
outstanding loans was accounted for in Ontario. The high turndown rates rec.orded in Ontario are consistent with 
that observation. It may be argued that the high incidence of business banIcruptcy observed in Ontario has 
promptel caution in lending that has a regional basis. 

Charts 1, 2, and 3 summarize the geographic distribution of loan turndowns. Clearly, turndown 
decisions are influenced by a variety of factors. To model the relative importance of potential factors, 
multivariate analysis is required 

Models of Bank Lending Decision Making 

This phase of the study attempts to model statistically risk-based determinants of bank lending decisions 
to small businesses. Risk-.-based models of the determinants of loan turndowns were derived in an attempt to 
address the ambiguous findings of previous research on this topic. Thrœ possible sources of difficulties in 
previous research are: 

• potential shortcomings in statistical procedures; 

• the combination of terrn loans,  new  lines of credit, and increases in existing lines of credit as 
a single dependent variable; and, 

• the possible absence of any consistent relationship between lending decisions and corporate 
variables. 

In order to address these issues, three databases are employed together with statistical procedures that 
are both more robust to underrng assumptions about the nature of the data and are more appropriate to the task 
at hand. Logistic regression is the technique of choice for this purpose. 4  In addition, the analysis of the 
corporate determinants of lending decisions is carried out separately for the three types of loans. 

The specifics of this step are described in Appendix B in some detail. Table 4 summarizes the findings 
of the logistic regression modeling of bank decision malcing. The most obvious finding is the structural change 
in decision-making that has occurred in this market. The determinants of the three types of loan dedsions 
have altered significantly since 1987. By 1994, more factors are significant determinants of loan 
turndovvns, and some of these are new factors. In particular, regional effects, line of industry effects, and 
the effect of turnover in account managers are worth noting. 

4 
Appendix B contains a short outline of the logistic regression technique, including a rationale for its use in this 
context, 
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Table 3 

Turndown Rates 
by Geo2raphic Region 

Region 	 1990  
Term Loans 	New Lines of Credit 	LC increases  Maritimes 	 6.90% 	 4.65% 	 2.17% Quebec 	 5.48% 	 2.44% 	 10.00% Ontario 	 8.21% 	 8.97% 	 9.87% Prairies 	 5.74% 	 10.34% 	 7.84% B.C. & North 	 9.68% 	 10.71% 	 8.54% 

Total 	 7.39% 	 8.19% 	 8.79% 

1994  
Terni  Loans 	New Lines of Credit 	LC Increases  

Maritimes 	 10.28% 	 18.94% 	 16.20% Quebec 	 9.51% 	 11.41% 	 10.84% Ontario 	 18.06% 	 16.85% 	 17.71% Prairies 	 8.94% 	 10.90% 	 10.83% B.C. & North 	 10.69% 	 15.27% 	 11.45% 

Total 	-.:- 	13.23% 	 15.13% 	 13.59% 

10 

Haines & Riding: 
Lending Priorities and SlvlEs: Empirical Findings from Survey Data 



Ontario Quebec Prairies B.C. & North 

el 1990 

1994 

ale an nor sus tut so am ow pm lie sie 	Ma UPI MK ern 'NM Mg um 

Chart 1  

20.00% 

15.00% 

lb 

"L 

10.00% 

5.00% 

o' 
cro 

â"' 

0.00% 

?z?  

Term Loan Turndowns: 1990-1994 

Maritimes 

Turndowns by Region 



DI 1990 

III 1994 

Maritimes Quebec Ontario Prairies B.C. & North 

MID 	 11111 1111111 11111111,k 1111 U111111‘ sim_e 'rims alit loll-  111111 111111 	1111 lilt .1111111 Nei 

Chart 2 

New Line of Credit Turndowns: 1990 -1994 

20.00% 

18.00% 

16.00% 

14.00% 

12.00% 

67i 	r'J 
10.00% 

à) . 

8.00% 

6.00% 

ft 

 tri 

z. 
4.00% 

2.00% 

o 

R. 	0.00% 

• 
b 

Turndowns by Region 



Ontario Maritimes - Quebec Prairies B C. & North 

I as 990 

III 1994 

we um tali 111111 In 11111N 111.11 1111111 	11111 IMO MI OM MI 	111111\ 11111 am um 

(liait  3 

18.00% 

16.00% 

14.00% 

12.00% 

5.- 	1 0 . 00% 
t..> 

Cro 

o 
"t1 

8.00% 

6.00% 

4.00% 

2.00% 

.à. 
t.n 

0.00% 

-6- °I 

Turndowns of Line if Credit Increase Applications: 1990 -1994 

Turndowns by Region 



-0.038 
1.030 	0.620 

0.049 
1.640 

-0.120 
-0.490 

1.940 
0.370 
0.360 
0.180 

-1.070 

0.850 

1.150 
-0.650 
-0.760 
-0.530 

-0.480 
-0.720 

0.250 
-0.190 

0.970 
1.670 

-0.340 
0.970 

0.560 0.700 
0.030 0.120 

-0.035 
-0.051 
0.500 

-0.410 
1.080 
0.370 
0.430 

Table 4 

Logistic Regression Models of Loati Turndowns 

Variable 	 interpretation 	 1987 	Replication: 	Replication 	Estimation 	Estmtation 
Estimation 	1990 Data 	1994 Data 	1990 Data 	1994 Data  

Term Loans 	 . _.. 
X, 	=1 if Manufacturing 	 -0.300 	0.560 	- 0.640 	 -0.520 
X, 	Ntunber of employees 	 -0.027 
X, 	=1 if rural location 	 -0.220 	-0.059 	-0.075 

X, 	=1 if declining sales 	 1.130 	0.350 
X10 	.1 if distress history 	 0.450 
X13 	=1 if Ontario location 	 0.580 
X14 	= 1 if personal banking 	 0.430 
XI , 	Number of account managers 	 0.370 
X,1 	=I if ever over LOC limit 	 -0.140 	-0.210 
X17 	= 1 if ever defaulted 	 -0.018 	0.450 
X,, 	=1 if sales growth 	 1.150 

Line or Credit Increases 
X. 	Age of firm 

.1 if declining sales 	 0.990 
X, = I if stable sales 	 0.370 

XI, =1 if disuess blason 	 1.030 
XII 	=1 if rum had been creditor in bankruptcy 
Xn. 	=1 if firm has history of banbuptcy 
XI, 	=1 if Ontario location • . 1 if personal banking 
X13 	number of account managers 
X16 	=I if ever over LOC limit 
X17 	=1 if CV= defaUlted 

XI, 	=I if sales grcnyth 

XI, 	=I if Nfld location 
Xe., 	=1 if in Construction sector 

=1 if in uholesale sector 
Xi, 	= 1 if in hosptiality aerate 
• =I if in service  sector 

New Lines of Credit 
• Number of employees 
X4 	Age of firm 
X, 	=1 if declining sales 

=1 if distress history 
XII 	.1 if firm had been creditor in bankruptcy 
Xs: 	=1 if firrn has history of bankruptcy 
X11 	. 1 if personal banking 
Xl3 	number of account managers 
X1 6 	= 1 if ever over LOC limit 

.1 if ever defaulted 
• =1 if in business  services  sector 
• =I if NWT location 
Xeà 	=1 if female-ovmed 

. _ 	Xes 	=1 if New Bruneiick location 

0.650 
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The inefficiencies of the bank-SME interface mitiaates aszainst a profitable relationship. Small 
borrowing balances imply that account managers must administer of the order of 100 accounts to cover costs and 
contribution to margin and overhead. This implies an average of 1-2 days per ''ear that a t■pical account 
manager can accord a small business client. The economics of this situation provide fertile around for 
misunderstandings and miscommunications. The potential for problems is exacerbated .when account managers 
are rotated (as required if they are to  gain  experience and training). 

This is one respect in which the Canadian system differs from that in other countries. In the U.S.., for 
example, the dominance of small reaional banks results in lower rates of turnover of loan account managers. (The 
arc, of course, obvious exceptions to this rule.) The account  manager  frequently has roots in the community with 
greater longevity and is better able to assess character and risk than a typical Canadian counterpart. 

Starting in the inid 1980's, the large Canadian banks began to alter their pror-ess of loan approval.  Many 
banks moved to a commercial loan centre and centralized loans officer system. The functions of branch officers 

in such a system are reduced. It is important to note that not all Canadian banks moved to this system nor has this 
system been implemented in precisely the same way amona all adopting banks. 

Large  customers will probably receive personal sales calls from loan centre personnel; however, account 
managers will have less personal contact with the smaller business applicants, applicants whose capacity and 
character  the y must supposedly judge. It might be hypothesized that such intuitive factors veould become much 
less relevant in an impersonal system with a centralized loans officer system, 

It can be speculated that it takes several years for the new systems to adjust, and for personnel to become 
used to operating under new organizational structures. It appears that 1990 may have been part of the period of 
adjustment, and thus it is difficult to determine causal factors. By 1994, however, there appears to be some 
reaularization in the system. It is clear the new oraanizational arrangements have allowed the banks, as 
oraanizations, to become moresophisticated in their approval process of loan applications. (Sophisticated is used 
here in the sense that additional factors are taken systematically into consideration.) While it could be ex-pected 
that refusal rates would rise as a result of taldng additional information into account in the decision process, it 
should also be ex-pected (other things beina equal) that the default rate experienced by banks on their loans should 
fall  as a result of this process. However, while it is beyond the scope of this study to examine default rates, it 
should be observed that the expansion of the SBLA programme should also have the effect of lowering default 
rates on non-SBLA loans made by banks. 

The change in turndown rates is clear. According to the CFIB data, the rates at which SMEs are 
turned down by banks for loans in the 1991-1994 period is significantly higher than the rates at which 
turndowns have occurred historically. Several factors have been found to be related to turndown's in a 
consistent fashion. In general, a loan turndown is more likely for: 

• smaller firms; 
• non-manufacturing firms (term lo ans); 
• firms that report a record of declining sales; 
• firms with a history of distress; 
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• firms that have had to deal with multiple account managers; 
• firms in particular industrial sectors; 
• firms in particular geographic locations (Ontario, NWT, New Brunswick). 

While most of these factors make intuitive sense, it seem clear that the banking industry needs to take steps to 
mitigate the impacts of account manager turnover. 
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2.2 The Pricing of Loans to SIVIEs: Interest Rates on Loans' 

Overview of Interest Rates in 1990 and 1994 

Tables 5. 6 and 7 break down by firrn size the average interest rates reported by CF1B members for the 
1990 and 1994 periods. These tables summarize interest rates on, respectively. new terrn loans, new lines of 
credit. and increases in lines of credit. The 1994 data also allow separation of borrowing experience according to 
the technology content of the firms' products or services. The findings for 1994, therefore, are also broken down 
according to this criterion. 6  Charts 4, 5, and 6, and 7 summarize these findings in graphical format. 

Table 8 breaks down the interest rates reported by CFIB members on the 1990 survey. These rates 
reflect the interest component of the cost of borrowing during the 1988, 1989, and 1990 periods. Rates are 
brok-en down by industry for the three types of loan applications. Responses have also been reported here 
weighted so as to represent the larger population of Canadian SMEs. 

Tables 9, 10, and 11 report interest rates from the 1994 survey for new lines of credit (Table 9). new 
term loans (Table 10), and applications for increases in lines of credit (Table 11). This has been done on an 
unweizhted basis and according to a re-weizliting that reflects the 1991 breakdown of small businesses nationally 
(accordinir to Statscan data for 1991). Inspection of these tables reveals that both on an unweighted and re-. 
interest rates on term loans appear to have increased from 1990 to 1994 and that these increases have pervaded 
most sectors. 

In summary, four findings are evident: 

• the size of the borrower correlates strongly and inversely with rates charged on 
loans; 

• interest  rates on loans to technolou-based firms did not vary significantly 7  or 
materially across low, medium, and high tech firms; a somewhat surprising result 
given much of the publicity accorded the laments of firms in the lcnowledge-based 
sector; 

• interest rates on term loans appear to have increased significantly between 1990 
and 1994; but, 

Note the interest rates from the 1987 CF1B survey are not reported here. This is because they were not recorded in a 
manner consistent with the subsequent survey data. 

Too few observations to allow meaningful breakdowns according to technology content were possible for the 1990 
survey, given the relatively smaller number of responses. 

In all cases, the terrn "significant" is used in the sense of statistical significance. 
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• 	average rates of interest on new operating loans and on increased limits on 
operating loans have not increased by statistically significant ex-tents. 

There is a caution regarding these findings. Survey  data drawn from the CFLB membership are biased. 
In particular, such data reflect the responses of: 

firms that have prospered to the point of being able to participate financially in the 
CRIB;  and- 

firms that have elected to respond to the survey request. 

The first bias is klION‘TI as a survivorship bias; the second is referred to as non-response bias. In this 
case, sumvorship bias understates the experienc,es of smaller, more marginal SMEs, firms that typically have 
most difficulty arranging financing. The second bias overstates the responses of those CFEB members who feel 
particularly stron0y about their banking experiences. Thus, to some ex-tent, the two biases tend to offset each 
other. 

The usual means of corre,cting for non-response bias is to carry out follow-up surveys of those members 
that have elected not to respond to the survey in the first instance. This was not done here be,cause the random 
selection of bank loan file data, the results of which will be presented in a subse,quent section, accomplishes this 
task. To correct for survivorship bias,  the results of the CFIB survey have been re-weighted to afford greater 
emphasis to smaller firms. Tables 8, 9, 10, and 11  reflect this re-weighting. 

Summary: Overview of Interest Rates 

According to the CFIB 1990 and 1994 survey data, interest rates charged by banks to SME customers 
on term loans have increased. This increase is preserved when the data are reweighted to remove sunivorship 
bias: however, it is not yet clear,.to what ex-tent non-response bias influences this finding. 

Thus far, it seems that interest rates are influenced by several factors simultaneously, including firm size 
and industry sector. It is likely that interest rates are also influenced by,' factors not yet identified here. For 
example, bankers ty, pically refer to the "5 C's" of commercial lending (çollateral, character, business conditions, 
capacity to repay, and capitalization) as determinants of risk. Traditionally, risk and required retums on capital 
are closely related. Accordingly, such factors are potential determinants of interest rates. Moreover, the popular 
media suggests that gender and technology  content are also potential determinants of interest rates, 
notwithstanding published research to the contrary. 

Because of the plethora of factors that could affect interest rates, rigorous analysis of the factors that are 
most closely associated with interest rates requires multivariate analysis. The findings of multivariate regression 
modeling of factors associated with interest rates on loans to SIVEEs are reported in the following section. 
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1.362 0.857 	 502 All Cases 1990 

All Cases 1994 1.534 	 0.791 	 1574 

Table 5 

Interest Rates on New Term Loans: 1990-1994 by Firm Size 

Mean Rate 	Standard 	Number of 
Above Prime 	Deviation 	 Cases 

Number of Employees: 

	

1 - 4 	 1.470 	 0.951 	 202 

	

5  - 19 	 1.407 	 0.790 	 228 

	

20 - 49 	 1.047 	 0.600 	 43 

	

50 - 99 	 0.806 	 0.610 	 18 

	

100 - 499 	 0.603 	 0.604 	 11 

Low Tech: Totals 
Number of Emplo■,rees: 

Medium Tech: Totals 
Number of Employees: 

High Tech: Totals 
Number of Employees: 

	

1.578 	 0.835 	 787 

	

Less than 5 	 1.732 	 0.881 	 258 

	

5 to 19 	 1.582 	 0.816 	 380 

	

20 to 49 	 1.322 	 0.724 	 110 

	

50 to 99 	 1.256 	 0.756 	 23 

	

More than 100 	 1.219 	 0.747 	 16 

	

1.501 	 0.750 	 648 

	

Less than 5 	 1.596 	 0.715 	 208 

	

5 to 19 	 1.561 	 0.761 	 306 

	

20 to 49 	 1.355 	 0.741 	 91 

	

50 to 99 	 0.937 	 0.599 	 28 

	

More than 100 	 0.909 	 0.454 	 15 

	

1.439 	 0.704 	 139 

	

Less than 5 	 1.565 	 0.700 	 46 

	

5 to 19 	 1.486 	 0.667 	 69 

	

20 to 49 	 1.188 	 0.756 	 16 

	

50 to 99 	 0.929 	 0.535 	 7 

	

More than 100 	 0.000 	 0.000 	 1 
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1.362 0.856 	 498 All Cases 1990 

1.414 0.857 	 1676 All Cases 1994 

Table 6 

Interes1 Rates on New Lines of Credit: 1990-1994 by Firm Size 

Mean Rate 	Standard 	Number of 
Above Prime 	Dmiation 	Cases 

Number of Employees: 

	

1 - 4 	 1.620 	 0.898 	 176 

	

5 - 19 	 1.338 	 0.801 	 232 

	

20 - 49 	 1.008 	 0.772 	 64 

	

50 - 99 	 0.716 	 0.369 	 18 

	

100 - 499 	 0.625 	 0.641 	 8 

Low Tech: Totals 
Number of Employees: 

Medium Tech: Totals 
Number of Employees: 

High Tech: Totals 
Number of Employees: 

	

1.449 	 0.861 	 769 

	

Less than 5 	 1.675 	 0.947 	 293 

	

5 to 19 	 1.433 	 0.767 	 331 

	

20 to 49 	 1.072 	 0.721 	 108 

	

50 to 99 	 0.944 	 0.654 	 29 

	

More than 100 	 0.719 	 0.713 	 8 

	

1.379 	 0.849 	 765 

	

Less than 5 	 1.613 	 0.994 	 233 

	

5 to 19 	 1.391 	 0.739 	 379 

	

20 to 49 	 1.057 	 0.739 	 109 

	

50 to 99 	 0.823 	 0.636 	 31 

	

More than 100 	 0.846 	 0.754 	 13 

	

1.411 	 0.871 	 142 

	

Less than 5 	 1.707 	 1.105 	 47 

	

5 to 19 	 1.404 	 0.709 	 71 

	

20 to 49 	 0.967 	 0.481 	 15 

	

50 to 99 	 0.656 	 0.229 	 8 

	

More than 100 	 0.750 	 0.000 	 1 
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All Cases 1994 

LOW Tech: Totals 
Number of Employees: 

Medium Tech: Totals 
Number of Employees: 

High Tech: Totals 
Number of Employees: 

All Cases 1990 

Table 7 

Interest Rates on Line of Credit Increases: 1990-1994 by Firm Size 

Mean Rate 	Standard 	Number of 
Above Prime 	Deviation 	Cases 

0.896 	 534 

	

1 - 4 	 1.730 	 0.972 	 122 

	

5 - 19 	 1.395 	 0.907 	 275 

	

20  -49 	 0.928 	 0.468 	 88 

	

50 - 99 	 0.768 	 0.455 	 28 

	

100 - 499 	 0.493 	 0.566 	 18 

0.791 	 1298 

	

1.417 	 0.769 	 584 

	

Less than 5 	 1.660 	 0.855 	 175 

	

5 to 19 	 1.437 	 0.670 	 283 

	

20 to 49 	 1.202 	 0.693 	 88 

	

50 to 99 	 0.654 	 0.617 	 26 

	

More than 100 	 0.625 	 0.483 	 12 

	

1.369 	 0.806 	 571 

	

Less than 5 	 1.505 	 0.906 	 133 

	

5 to 19 	 1.424 	 0.734 	 316 

	

20 to 49 	 1.141 	 0.755 	 92 

	

50 to 99 	 0.958 	 1.012 	 24 

	

More than 100 	 0.583 	 0.438 	 6 

	

1.441 	 0.820 	 143 

	

1.961 	 1.335 	 31 

	

1.376 	 0.507 	 79 	' 

	

1.167 	 0.572 	 21 

	

1.139 	 0.486 	 9 

	

0.583 	 0.382 	 3 
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Table 8 

1 

27 

Interest Rates to SMEs in 1990 
by Type of Loan 

Unweighted 	 Re-Weighted 
Mean 	Std. Devin 	N Cases 	 Mean 	Std. Devi  n  

New Lines of Credit: 1990 

Agriculture, Fishing, Farming 	 1.031 	 0.727 	 24 	 1.260 	 0.765 

Mining 	 1.000 	 0.000 	 2 	 1.000 	 0.000 

Construction 	 1.500 	 1.192 	 45 	 1.829 	 1.553 

Manufacturing 	 1.235 	 0.744 	 51 	 1.461 	 0.771 
Transportation & Communications 	 1.844 	 1.369 	 8 	 2.065 	 1.027 
Wholesale 	 1.039 	 0.563 	 36 	 1.305 	 0.478 
Retail 	 1.428 	 0.793 	166 	 1.594 	 0.822 
Finance, Insurance, Real Estate 	 1.483 	 0.679 	 45 	 1.672 	 0.685 
Services 	 . 	 1.363 	 0.921 	121 	 1.578 	 1.003 
Totals (498 Cases) 	 1.362 	 0.856 	 498 	 1.577 	 0.924  

Term Loans: 1990 

Agriculture, Fishing, Farming 	 1.133 	 0.633 	 15 	 0.720 	 0.518 
Mining 	 1.321 	 0.746 	 7 	 0.865 	 0.524 
Construction 	 1.172 	 0.720 	 29 	 1.206 	 0.836 
Manufacturing 	 1.408 	 0.919 	 68 	 1.544 	 1.200 
Transportation & Communications 	 1.241 	 0.873 	 28 	 1.639 	 1.087 
Wholesale 	 1.438 	 0.935 	 28 	 1.816 	. 	1.258 
Retail 	 1.398 	 0.924 	169 	 1.515 	 0.998 
Finance, Insurance, Real Estate 	 1.438 	 0.657 	 32 	 1.549 	 0.706 -:, 
Services 	 1.353 	 0.818 	126 	 1.500 	 0.919 
Totals (502 Cases) 	 1.362 	 0.857 	 502 	 1.488 	 0.983  

Line of Credit Increases:1990 
Agriculture, Fishing, Fanning 	 1.161 	 0.733 	 19 	 1.275 	 0.653 
Milling 	 1.083 	 0.382 	 3 	 1.228 	 0.291 
Construction 	 1.305 	 0.674 	 75 	 1.555 	 0.707 
Manufacturing 	 1.205 	 0.956 	 72 	 1.446 	 0.803 
Transportation & Communications 	 0.982 	 0.737 	 14 	 1.318 	 0.395 
Wholesale 	 1.078 	 0.698 	 55 	 1.133 	 0.505 
Retail 	 0.146 	 1.065 	173 	 0.194 	 1.321 
Finance, Insurance, Real Estate 	 1.588 	 0.852 	 17 	. 	2.047 	 0.945 
Services 	 1.392 	 0.809 	104 	 1.571 	 0.969 
Totals (532  Cases) 	 1.329 	 0.897 	 532 	 1.670 	 1.071 

*Source: 1990 CFIB membership survey. 
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Table 9 

28 

Interest Rates in 199.4 
New Operating Loans 

New Unes of Credit: 1994 Data 	 linweighted 	 Re-Weighted 

Mean 	Std. Dev'n 	N Cases 	 Nlean 	Std. Der'n 

For Entire Population (Total Cases - 2,657) 	 1.414 	 0.857 	1676 	 1.635 	 0.964  

Total: Low Tech 	 1.449 	 0.861 	769 	 1.659 	 0.937 

Agriculture. Fishing. Farming 	 1.102 	 0.745 	 54 	 1.074 	 0.665 

Mining. Primary Industries 	 1.517 	 0.630 	 15 	 1.522 	 0.715 

Manufacturing 	 1.403 	 0.787 	 90 	 1.695 	 0.618 
Construction 	 1.552 	 0.971 	 104 	 2.039 	 1.133 

Transportation & Communications 	 .1.360 	 0.724 	 28 	 1.432 	 0.614 
Wholesale 	 1.332 	 0.946 	 58 	 1.762 	 1.164 

Retail 	 1.495 	 0.875 	209 	 1.800 	 0.939 
Finance. Insurance, Real Estnte 	 1.519 	 0.736 	 52 	 1.611 	 0.821 
Business Services 	 1.600 	 1.059 	 28 	 1.482 	 1.035 
Community Services 	 1.233 	 0.710 	 15 	 1.223 	 0.619 
Hospitality etc. 	 1.548 	 0,900 	 88 	 1.705 	 0.975  
Tote Medium Technoloe Content 	 1.379 	 0.849 	765 	 1.597 	 0.975 

Agriculture, Fishing. Farrning 	 1.257 	 0.891 	 31 	 1.164 	 0.536 
Mining, Primary Industries 	 1.417 	 0.931 	 6 	 1.541 	 0.630 
Manufacturing 	 1.370 	 0.674 	 104 	 1.561 	 0.659 
Construction 	 1.350 	 0.809 	 93 	 1.546 	 1.024 
Transportation & Communications 	 1.375 	 0.782 	 22 	 1.437 	0.455 
Wholesale 	 1.198 	0.645 	 82 	 1.515 	0.655 
Retail 	 1.428 	0.977 	183 	 1.790 	1,104 
Finance, Insurance. Real Estate 	 1.288 	 0.681 	 60 	 1.503 	 0.731 
Business Services 	 1.530 	 0.942 	 50 	 1.714 	 1.065 
Community Services 	 1.461 	 0.969 	 19 	 1.632 	 1.489 
Hospitality etc. 	 1.497 	 0.931 	 92 	 1.728 	 1.108  
High Technology: Total 	 1.411 	 0.871 	142 	 1.684 	 1.069 
Agriculture. Fishing. Farming 	 1.000 	 0.661 	 3 	 1.325 	 0.289 
Mining. Primary Industries 	 1.118 	 0.728 	 19 	 0.965 	 0.789 
Manufacturing 	 1.250 	 0.500 	 6 	 1.617 	 0.000 
Construction 	 2.500 	 0.000 	 1 	 2.500 	 0.000 
Transportation it. Communications 	 1.088 	 0.450 	 17 	 0.991 	 0.436 
Wholesale 	 1.450 	 0.972 	 37 	 1.956 	 1.227 
Retail 	 1.750 	0.758 	 6 	 1.941 	 1.027 
Finance, Insurance, Real Estate 	 1.750 	0.535 	 15 	 1.552 	0.532 
Business Services 	 1.250 	0.866 	 4 	 1.250 	0.788 
Community Services 	 1.509 	 1.197 	 28 	 2.378 	 1.463 
Hospitality etc. 	 1.789 	 1.751 	 32 	 2326 	 1.427 
*Source: 1994 CFIB membership survey 
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Table 10 

Interest Rates in 1994 
Term Loans 

8 	*Source: 1994 CF1B membership survey 

Terrn Loans: 	1994 Data 	 linweighted 	 Re-Vt'eighted 

hiesin 	Std. Dev'n 	N Cases 	 Mean 	 Std. Dev'n 

For Entire Population (Total  Cassa:  2,433) 	 1.534 	 0.791 	1574 	 1.656 	 0.802  

Law Technology Content: Totals 	 1.578 	 0.835 	787 	 1.724 	 0.87.0 

Aericulturc. Fishin, Farming 	 1.356 	0.820 	53 	 1.329 	 0.727 

Mining, Primary Industries 	 1.135 	0.574 	 13 	 1.317 	 0.452 

Manufacturing 	 1.657 	0.895 	91 	 1.997 	 0.970 

Construction 	 1.607 	0.789 	83 	 1.795 	 0.778 

Transportation 8c. Communications 	 1.423 	0.626 	68 	 1.767 	 0.651 

Wholesale 	 1.578 	0.755 	37 	 1.915 	 0.639 

Retail 	 1.577 	0.794 	200 	 1.626 	 0.887 

Finance, Insurance, Real Estate 	 1.565 	0.837 	31 	 1.549 	 0.998 

Business Services 	 1.813 	0.974 	36 	 2,086 	 1.150 

Community Ser-vices 	 1.645 	0.718 	 19 	 1.719 	 0.639 
Hospitality etc. 	 1.584 	 0.930 	125 	 1.768 	 0.817  

Medium Technology Content: Totals 	 1.501 	 0.750 	648 	 1.594 	 0.719 

Agriculture, Fishing., Famiing 	 . 1.406 	0.842 	32 	 1.264 	 0.534 
Mining., Primary Industries 	 1.475 	1.233 	 10 	 1.476 	 3.261 
:Manufacturing 	 1.489 	0.740 	141 	 1.724 	 0.638 
Construction 	 1.665 	0.806 	62 	 1.807 	 0.773 
Transportation 8:. Communications 	 1.583 	0.569 	 18 	 2.297 	 0.671 
Wlolesale 	 1.399 	0.677 	• 	47 	 1.461 	 0.559 
Retail 	 1.480 	0.776 	142 	 1.558 	 0.766 
Finance, Insurance, Real Estate 	 1.404 	0.673 	30 	 1.638 	 0.690 
Business Services 	 1.500 	0.515 	34 	 1.533 	 0.666 
Community Services 	 1.380 	0.612 	23 	 1.446 	 0.639 

,•Hospitality etc. 	 1.585 	0.799 	 90 	 1.729 	 0.786  
HighTechnology Content: Totals 	 1.439 	 0.704 	139 	 1.559 	 0.697 

Mining, Primary Industries 	 1.250 	0,250 	 3 	 1.177 	 0.000 
Manufacturine 	 1.309 	0.737 	 17 	 1.353 	 0.587 
Construction 	 2.250 	1.061 	 2 	 2.966 	 0.277 
Transportation & Communications 	 0.500 	0.000 	 . 	 0.500 	 0.000 
Wholesale 	 1.143 	0.476 	 7 	 1.488 	 0.549 
Retail 	 1.523 	0.612 	22 	 1.736 	 0.504 
Finance, Insurance, Real Estate 	 1.250 	0.707 	 8 	 1.294 	 0.832 
Business Services 	 1.662 	0.631 	 17 	 1.573 	 0.760 
Community Services 	 1.381 	0.84.6 	21 	 1.480 	 0.930 
Hospitality etc. 	 1.565 	0.798 	27 	 1.712 	 0.640 
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Tablet 1 

Interest Rates in 1994 

Line of Credit Increases 

Line of Credit Increases: 1994 Data 	 Unweighted 	 Re-Weighted 

Mean 	Std. Dev'n 	N Cases 	 Mean 	Std. Dev'n 

For Entire Population 	 1.365 	 0.714 	1286 	 1.533 	 0.768 

Low Technology. Content: Totals 	 1.398 	 0.727 	 581 	 1.585 	 0.730 

Agriculture, Fishin. Farming 	 1.294 	 0.644 	 46 	 1.337 	 0.659 

Mining, Primary Industnes 	 1.625 	 0.744 	 8 	 1.207 	 0.655 

Manufacturing 	 1.292 	 .0.859 	 75 	 1.952 	 0.889 

Construction 	 1.458 	 0.726 	 72 	 1.667 	 0.719 

Transportation & Communications 	 1.513 	 0.559 	 20 	 1.610 	 0.427 

Wholesale 	 1.222 	 0.750 	 68 	 1.528 	 0.709 

Retail 	 1.429 	 0.666 	 162 	 1.632 	 0.681 

Finance. Insurance. Real Estate 	 1.364 	 0.727 	 22 	 1.475 	 0.810 

Business Services 	 1.565 	 0.632 	 23 	 1.817 	 0.625 

Community Services 	 1375 	 0.981 	 10 	 1.070 	 0.810 
Hospitality etc. 	 1.559 	 0.750 	 53 	 1.858 	 0.810  

Medium Technology. Content: Totals 	 1.330 	 0.718 	 565 	 1.452 	 0.787 

Agriculture, Fishin, Farming 	 1.313 	 0.907 	 28 	 1.440 	 0.858 
Mining, Primary Industries 	 1.071 	 0,554 	 7 	 1.923 	 0.318 
Manufacturing 	 1.365 	 0.703 	 89 	 1.559 	 0.575 
Construction 	 1.398 	 0.663 	 77 	 1.501 	 0.765 
Transportation & Communications 	 1.205 	 0.660 	 11 	 1.125 	 0.571 
Wholesale 	

z„. 
1.080 	 0.543 	 64 	 1.350 	 0.458 

Retail 	 1.385 	 0.750 	 157 	 1.631 	 0.815 
Finance. Insurance ,  Real Estate 	 1.406 	 0.741 	 16 	 1.815 	 1.181 
Business Services 	 1.511 	 0.688 	 22 	 1.388 	 0.882 
Community Services 	 1.020 	 0.615 	 19 	 1.011 	 0.475 
Hospitalip.'  etc. 	 1.529 	 0.765 	 52 	 1.399 	 0.773 

Totals: High Technology 	 1.364 	 0.639 	 140 	 1.603 	 0.860 

Agriculture, Fishing. Farming 	 1.400 	 0.566 	 2 	 1.400 	 0.433 
Manufactunne 	 1.298 	 0.507 	 30 	 1.736 	 0.444 
Construction 	 1.042 	 0.641 	 6 	 1.020 	 0.198 
Transportation & Communications 	 0.875 	 0.854 	 4 	 1.923 	 0.408 
Wholesale 	 1.578 	 0.734 	 16 	 2.166 	 0.542 
Retail 	 1.302 	 0.540 	 29 	 1.181 	 0.413 
Finance, Insurance, Real Estate 	 1.125 	 0.177 	 2 	 1.248 	 0.025 
Business Services 	 1.900 	 1.022 	 10 	 2.685 	 1.301 
Community Services 	 1.278 	 0.491 	 9 	 1.321 	 0.496 
Hospitality etc. 	 1.429 	 0.612 	 28 	 1.409 	 1.015 

*Source: 1994 CFIB membership survey 
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Factors Associated with Interest Rate Determination (1990 and 1994) 

This section presents the findings of multivariate analyses that attempt to identify factors associated with 

the interest rates banlcs charge SME customers on loans. These analyses are reported separately, in Appendix C. 
for each of term loans, new lines of credit, and applications to increase the limits of existing lines of credit. 

As noted, banking institutions assess borrower firms by means of implicit and explicit scoring systems. 

Each institution uses somewhat different models. Statistical  anal sis of aggregated data, . therefore, provides 

insights about the strongest correlations or about those variables that are most common through the system. 
Factors that are idiosyncratic to particular institutions are lost during aggregation. 

The common basis of assessment arc the "5 C's" noted previously in Appcndix B. It is reasonable, 
therefore. to expect that interest rates. like turndown rates, would correlate with variables that attempt to measure 
the  five underlying factors. Therefore, the candidate variable listed in Appendix B arc also employed as potential 
determinants of interest rates assessed loans to SMEs. The findings of these cor-relations follow., with the 
statistical findings detailed in Table 12. 

It was found that interest rates were strongly  correlated with measures of firm size. Neither the 
gender of the owner nor the level of technolocrv of the firm's products were found to be associated with 
interest rates. 

In the case of technology based firms, data from this survey show that neither access to capital (as 
measured by turndown rates) nor terms of lending (interest rates) are any different, other things being equal, than 
firms that are not technology-based. This result puts into question the clairns of those lobby organizations that 
argue that barks discriminate against Icnowledge-based firms. These findings suggest that a re-examination of the 
evidence provided to the contrary is in order. 

It was also found that interest rates displayed regional disparities. Borrowers in particular regions 
paid, on average, more for their loans after allowing for such factors as firms size and other measures of risk. 

As with loan turndown decisions, it is seen that more factors appear to be correlated vvith interest 
rates reported in 1994 than with those reported in 1990. It is suggested that this is consistent with the earlier 
suggestion that banks are becoming more sophisticated in their decision-rnalcing about lending to SME customers. 
It is likely that this change in decision-maldng practices is perceived by some small business owners as a shift in 

the 'rules of the game'. This perception might account for some of the anecdotal evidence that banks are 
becoming more stringent in requirements for credit. 

The findings confirm that the nature of the decision process is complex. Appendix D presents a model 
that attempts to synthesize the parameters of the decision proc,ess. 
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Table 12 

Multivariate Regression 
Coefficient Estimates 

Terna Loans 	 Lines of Credit 	Increases in LOC Limits 
Variable 	 1990 	1994 	1990 	1994 	1990 	1994 

Base Rate (°. .c.) 	 1.24 	2.46 	1.15 	1.97 	1.28 	1.59 

Size Measures  
No. of Employees 	 -0.242 	-0.0022 	-0.153 	-0.0064 	-0.166 

Size of Loan Facility 
(X  10 -7 S) 	 - 1,13 	- 1.51 	 -0.93 

Renion 
PEI 	 0.85 	 1.10 

NS 	 0.42 	 0.47 

QUE 	 -0.99 

MAN 	 -0.40 

ONT 	 -0.23 
ALTA 	 -0.36 	0.24 
SASK 	 -0.37 
NWT 	 2.16 

Industry  
Finance, etc. 	 0.52 	0.34 
Construction 	 0.29 	 0.26 
Hospitality 	 0.28 	 0.32 
Retail 	 0.30 

Ale of Business 	 -0.0073 	 -0.006 

Gender of Owner (I =Female, 0=Male) 	 -0.13 

Nature of Business  
Hieh Tech 	 0.33 
History of Exceeding LOC 	 0.38 	0.14 

Goodness of Fit (R'l 	 0.068 	 0.065 	 0.057 
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1 
2.3 Additional Results from the CFIB Survey Data 

Reasons for Loan Turndowns 

It is common that banks provide sr.lall business owners with an explanation of why loans are turned 

down. Table 15, below, presents the frequencies that particular reasons have been offered, as reported by small 
business owners on the 1990 and 1994 CFIB surveys. 

Two items are noteworthy from this table: 

• the  primary reason cited by banks for loan turndowns is an inadequate debt-equity balance. As 
noted by Peterson and Shuhnan, Canadian SM:Es rely on banks for credit to a greater dezree 
than small firms in most other developed countries. This is partially a result of an inchoate 
market for early-stage equity capital and the legislative barriers that inhibit equity formation. In 
some respects, the 'credit crunch' may be viewed as a result of insufficient equity capital. 

• a simificant proportion of the small business owners who reported a loan tumdown also report 
that their bankers did not provide a reason for the loan turndown 

Table 15 
Reasons for Loan Turndowns 

Reasons for Loan Turndowns 	Term Loans: 1990 	Tenn Loans: 	New Line of 	New Line of 
1994 	Credit: 1990 	Credit: 1994  

Too new in business 	..-.:.- 	 8.9 	 6.6 	14.0 	 9.5 
Too much outstanding debt 	 17.8 	10.9 	 7.0 	 8.7 
Insufficient equity 	 22.2 	22.1 	23.3 	22.5 
Poor industry conditions 	 6.7 	10.2 	 4.7 	13.0 
No reason given 	 13.3 	10.7 	18.6 	13.8 
Other 	 31.1 	39.5 	32.6 	32.4 

Collateral Requirements 

One of the concerns frequently raised by small business owners is that with the so-called 'credit crunch', 
banks have been demanding more capital than had been historically experienced. Table 16 presents, for new lines 
of credit and term loans, the cumulative distribution of banks' requirements for collateral, ex-pressed as a ratio to 
the loan facility. For example, in 1994, 75.6 percent of applicants for new lines of credit were required to provide 
a maximum of a 3:1 ratio of collateral to loan. Findings indicate that these distributions do not differ to a 
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statistically signi ficant or material extent. The claim that banks' are now requiring more collateral than in 
the past is not supported by these data. 

Table 16 
Ratio of Collateral to Loan  

Ratio of Collateral to Loan 	Terrn L,oans: 1990 	Term Loans: 	New Line of 	New Line of 
(Cumulative) 	 1994 	Credit: 1990 	Credit: 1994  

Less that $1 per $1 of loan 	 12.4 	19.0 	10.8 	16.8 
Si or less per $l of loan 	 39.6 	44.1 	35.2 	36.6 
S2 or less per $1 of loan 	 75.2 	79 .5 	62.0 	61.5 
$3 or less per $ I of loan 	 84.7 	83.7 	73.9 	75.6 
$5 or less per $ I of loan 	 92.6 	90.8 	86.9 	88,1 
Percent of borrowers 	required to 
provide more than $5 of collateral 	 7.4 	 9.2 	13.0 	1 9 .0 
per $1 of loan 

Complaints About "Bank Actions" 

The 1994 CFIB questionnaire asked respondents whether or not their banker had engaged in ans'  of the 
activities listed in the tables that follow. Table 17 lists responses about various "bank actions" broken down on a 
regional basis. Consistent with other findings in this report, it is seen that "bank actions" are more cormnon in 
Ontario, in general, than in the Eastern or Western provinces. 

The number of SME bank customers affected by these actions is also noteworthy. When the results are 
correlated with respondents' sèlf reported sales growth, the breakdown in Table 18 emerges. Banks actions 
appear to be most common for firms that have a record of declining sales. However, firms whose sales are 
rapidly growing (in excess of 20 percent per year over previous three years) bank actions also appear to be 
frequent. It is not uricornmon for rapidly growing firms to encounter finacial difficulties due to unanticpated 
higher levels of worldng capital, particularly accounts receivable and inventor-y, that accompany rapid growth of 
sales. To the ex.-tent that business owners are 'surprised' by the need to finance growing levels of current assets, 
bankers are sometimes called on at short notice and without full documentation for emergency capitalization. 
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*** Requests for additional collateral 
24.9 	14.5 *** Reduction in line of credit limit 
23.5 	10.7 *** Requests for more personal gilarantees 
31.0 	20.6 Requirements for consultant investigation 	 6. 1 	4.5 *** Requirements for more equity 
19.1 	11.8 Exercised control over payables 
4.7 	3.6 ** Called loan 
5.8 	2.6 *** Renegotiated entire fmancing package 

17.8 	11.3 *** Requirements for more frequent financial reporting 	 22.8 	15.2 *** Reduction on inventory financing 
9.4 	3.5 *** Reduction on receivables financing 

12.4 	4.7 Other 
13.1 	10.6 

Sales Growth Sales Growth 
6 to 20%  	>20%  

13.0 

7.6 
17.8 

3.8 
9.1 
4.0 
2.2 

10.9 
14.8 

2.5 
3.4 
8.7 

19.1 
10.3 
20.3 
4.3 

15.7 

4.3 
4.3 

13.6 
16.1 

5.2 
3.9 

13.0 
*Signifies statistically signifi tcorrdwioi

with
can 	

growth record. * *Sipiifies statistically sip-id-leant correlation, at  1.0%  level, of action with growth record. 

Table 17 
Citations of Bank Actions 

Bank Actions Cited 	 East 	Ontario 	West1 	Total Total Number of Respondents 	2337 	5275 	32911 	10903 'Requests for additional collateral 	 15.70% 	15.68% 	12.40% 	14.69% Reduction in line of credit limit 	 8.77% 	11.94% 	7.60% 	9.95% Requests for more personal guarantees 	 16.22% 	19.56% 	16.26% 	17.85% Requirements for consultant investigation 	 4.45% 	4.38% 	3.77% 	4.21% Requirements for more equity 9.29% 	11.58% 	9.15% 	10.35% Exercised control over payables 7.57% 	2.31% 	2.01% 	3.35% 2.27% 	2.26% 	1.67% 	1  08% 

Called loan 	

1 
11.72% 	• 	10.57% 	10- .85%i 

R enegotiated entire financing package 	 9.29% Requirements for more frequent financial reporting 	 15.32% 	14.54% 	12.58% 	14.12% Reduction on inventory financing 
4.58% 	5.52% 	4.38% 	4.97% 

5.90% 	4.83% 	5.26% 

Reduction on receivables financing 
4.45% Other 	. 
7.27% 	2.65% 	2.58% 	2.55%1 

Table 18 
Banks Actions by Record of Sales Growth 
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Concluding Summary of Findings from the CFIB Data 

A brief listing of the findings from analysis of the CFIB data includes: 

• rejection rates for loan requests in 1994 are higher than in 1990 and 1987; 
• access to credit is a strong f-unction of firm size with turndown rates being higher for smaller 

firms; 
• the level of technology does not appear to be a major factor in determining the frequency of 

turndowns (with the possible exception of applications for new lines of credit); 
• turndown rates are a function of geogiaphic region with high turndown rates recorded in 

Ontario; 
• the primary reason cited by banks for loan turndowns is an inadequate debt-equity balance 

yet, bankers frequently did not provide a reason for a loan turndown; 
• determinants of the three types of loan decisions have altered and by 1994, more factors are 

significant determinants of loan turndowns, and some of these additional factors are new.. 
• a loan turndown is more likely for: 

• smaller firms; 
• non-manufacturing firms (term loans); 
• firms that report a record of declining sales; 
• firms with a history of distress: 
• firms that have had to deal with multiple account managers: 
• firms in particular industrial sectors; 
• firms in particular geographic locations (Ontario, N.W.T., New Brunswick). 

• the siz,e of the borrower correlates strongly with rates charged on loans; 
• interest rates on loans ciid not vary significantly or materially across low, medium, and high 

tech fu-ms; 
• interest rates on term loans appear to have increased significantly between 1990 and 1994; 
• interest rates displayed regional disparities; 
• the distributions of collateral to loan have not changed between the 1990 and 1994 periods; 
• banks actions such a requiring more co llateral etc. appear to be most common for firms that 

have a record of declining sales; yet such bank actions also appear to be frequent for firms 
whose sales are rapidly growing. 

Taken together, these results suggest that structural changes in banks' decision-rnalcing has during the 
1990-1994 interval. Bank account managers appear to be more sophisticated in the sense that their decisions 
refle-ct more factors than in the past. As a result, small business owners may be perceiving that changes to the 
historical 'Œroundrules .  have occurred. The situation is exacerbated by two additional elements. First, the 
economics of small business banking provide fertile ground for misunderstandings and miscommunications. The 
limited time account managers can devote to each of 80 to 120 accounts reduces the manger's ability to fully 
assess risk and to acquire as in-depth an understanding of the client as might be desirable. Second, the situation is 
further aggravated when account managers are rotated. 
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This study found that market for debt capital to SMEs may be modeled as a set of risk adjusted 
supply and demand equilibria. Accounting for risk results in a change in the slope of the supply curve: an 
increase in the interest rate is correlated with the bank's offer of a smaller loan to the client. The 
effect of this smaller loan is to ameliorate the risk that is behind the higher interest rate and the concomitant 
payments on the loan due to the higher interest rate. This has the effect of reducing the risk associated 
with the loan. Interest payments are a fi xed cost to the small business, and the more money that has to be 
spent on interest payments, the higher the risk of failure of the business. It can be seen that in some 
individual cases »  the small business people might misinterpret this reduction in the loan size that the banks 
offer, in their efforts to stabilize the risk of the loan, as a "credit crunch". What is really happening is the 
market operating in an expected fashion, with a clear delineation of risk occurring. 

Readers are cautioned that survey data drawn from the CFIB membership are biased. While steps were 
taken to mitigate the effects of survivorship bias, the potential effects of non-response bias have not yet been 
addressed. The impacts of non-response bias can be profound. In particular, the 1994 CFIB survey was 
conducted in the March-April period of 1994. During this period, considerable media attention had been 
accorded many of the issues being evaluated. For example, reports of the hearings of the Parliamentary 
Committee on Industry were well-covered in the media and were directly related to these issues. It is conceivable 
and even likely that these reports  mas' have shaped some responses to the CFIB survey. 

Therefore, firther research was required. This took the form of an intensive sampling of bank loan files. 
The  findings from this sampling mild then be compared v.rith those of similar research conducted by Wynant 
and Hatch. These results are described in section 3 of this report. 
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Section 3 

Findings from Bank Loan File Data 

As part of the empirical exploration of hypothesis that the six major Canadian banks have been 
restrictin2 credit to SMEs during  the 1990-1994 period,  data  were gathered from a sample of bank loan 
files. The sample 1,vas chosen to represent all geographic regions of Canada and the six major chartered 
banks. Sample selection was designed to reflect the distribution of loan files according to these smidelincs. 
This section of the report describes the findinns of  the  analysis of these data. As a benchmark, the 1990 
work of Wynant and Hatch [WH. hereafter] is employed and comparisons of current findiims arc made 
against those reported by  WI-I. 

3.1 Bank Loan Files: Survey Process 

The data collection form was based on that used by Wynant and Hatch in their 1990 survey of 
bank: lending patterns to SMEs. Because of the focus of this study: on the credit crunch hypothesis. only 
those parts of the WH data collection fomi that potentially related to the credit crunch issue werc retained. 
The data collection form was pre-tested and refined. Careful additions to the forrn have been made in light 
of the 1987, 1990, and 1994 CFIB surveys and in light of pre-testing. The consistency gained by 
refinement of the WH data collection form is essential to providing comparisons of the 1994 situation with 
that of 1990. A copy of the 1994 survey forrn is attached as Appendix E. 

The sampling prograrn was designed to reflect: 

the approxiinate market shares of the six major Canadian banks. Market shares 
were estimated on the basis of the 1990 CFIB survey. 
The geo2raphic distribution of Canadian SMEs accordirm to telephone area codes. 
Again, data from the 1990 CFIB survey provided guidance for this step. 
A random selection of bank branches within area codes by bank from listings 
supplied by each of the banks. The active assistance of the Canadian Bankers 
Association and the senior management of the six major chartered banks was 
essential to this step. 

Based of the branches selected as noted above, an itinerary was established and sent to the vice-
presidents of Independent Banking of each of the six major banks. Their cooperation in arranging 
researcher visits to the branches was sought and provided without exception.- in every instance and 

-Without qualification, researchers have been provided unrestricted access to loan files of SMEs, have 
emoyed access to loan account managers, and have been provided with  an  y other additional 
information needed to complete the data collection instrument. The cooperation of the banks has been 
noteworthy. 
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AVERAGE SALES 	 AVERAGE TOTAL 
($000) 	ASSETS  ($000) BANK 

BNS 	,,, 982 	 721 
BMO 	 1,407 	 1,013 
DB C 	 982 	 588 
NAT 	 2,642 	 2,368 
ROY 	 1,211 	 652 
TD 	 821 	 908 

Table 19 summarizes the number of person-days, broken down by geographic region and banking 

institution, during which bank loan files were sampled. 

Table 19  
Distribution of Bank Sample 

REGIONS 	VISITED 
BANK 	ATLANTIC 	QUEBEC 	ONTARIO 	PRAIRIES 	BC 	TOTAL  

BNS 	 4 	 1 	 11 	 1 	 17 
BMO 	 13 	 3 	 2 	 18 
C1BC 	 3 	 1 	 16 	 5 	 3 	 28 
NAT 	 1 	 3 	 2 	 1 	 7 
ROY 	 3 	 3 	 24 	 / 	 5 	 37 
TD 	 3 	 3 	 2 	 1 	 9  
TOTAL 	14 	 8 	 69 	 14 	 116 

In accord with these work assigiunents, 17 percent of the 1,393 files in the sample was draven from 
branches of the Bank of Montreal, 13 percent from the Bank of Nova Scotia, 24 percent from the 
Canadian Imperial Bank of Commerce, 5 percent from the Banque Nationale, 34 percent from the Royal 
Bank, and 8 percent from the Toronto Dominion Bank. 

Table 20 presents the distributions of firm size, as measured by annual sales and book values of 
total assets, by each of the banks. 

Table 20  
Characteristics of Sample Data 

The file data were derived from a variety of documentation events in the small business/bank 
relationship.. In 57 percent of the cases the event is and annual review; requests for term loans (14 
percent), new lines of credit (7 percent), and increases in existing operating loans (5 percent) constitute 
most of the remaining cases. 

3.2 A Profile of SME Bank Clients 

This section outlines salient characteristics of bank SME borrowers. The profile developed here is 
clearly not accurate for even,  branch or bank. Bank strategies stress different segments of the SME 
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I. 
Age Category 	 Proportion of Borrowers 

Start -up 	 10.9% 
1 - 3 years 	 11.5% 
> 3 years 	77.8% 

Proportion of Borrowers Annual Sales Volume (S000) 
<250 

251-500 
501-750 

751-1,000 
1.001-2,000 
2,001-5,000 

>5,000 

28.8% 
20.0% 
11.2% 
8.9% 

16.7% 
11.2% 
3.3% 
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marketplace. However, the data presented here do provide a global sketch of SMEs that have successfully 
obtained bank loans. 

Company Attributes 

In general, a majority of borrowing clients are established firms. Tables 21 and 22 list the 
distributions of SME borrowers by age of firm and level of annual sales volume, respectively. In addition, 
the data indicate that, on average, bank SME borrowers employ 5.6 people but that the half the borrowers 
report less than 4 full-tile equivalent employees. Hence, while bank clients are among the smaller firms, 
the' are unlikely to be start-ups. 

Table 21  
Age Distribution of SME Borrowers 

Table 22  
Distribution of Sales Volume of SME Borrowers 

Half the businesses have been in operation for less than seven years. Borrowing firms have been 
owned by their current principals for an average of 7.3 years, with half the firms having been owned by the 
current owners for more than five years. The primary ovvner of two-thirds of the firms are men; women 
are the primary owners of one firm in 12 (8.3 percent). 

Industry sectors that represent the most borrowers are retail and services. Table 23 lists the 
sectoral distribution of bank SME borrowers. Most borrowers were limited companies. 
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Size of Operating Loan (S000) 	 Proportion  of Borrowers 
<25 	 31.4% 

26-50 	 18.6% 
50-75 	 7.5% 

76-100 	 9.8% 
100-250 	 19.8% 

>150 	 12.9% 

Table 23  
Seetoral Distribution of Bank Borrowers 

Industry 	 Proportion of 	 Industry 	 Proportion of 
borrowers 	 borrowers  

Construction 	 5,0% 	Agriculture, etc. 	 3.0% 
Mining & Primary 	 0.6% 	Transportation etc. 	 3.6% 
Manufacturing 	 7.9% 	Services 	 23.5% 
Financial, Real Estate 	 2.3% 	Professions 	 5.8% 
Wholesale 	 4.8% 	Hospitality 	 15.1% 
Retail 	 27.7% 	Other 	 0.8% 

SME-Bank Relationship 

Borrower firms tend to have been long-time customers vvith the bank. Two thirds of the firms were 
reponed to have been with their current banker for more than three years and only 17 percent had been with 
the lender for one year or less,  most of those being the start-ups noted in section 3.1.1. 

Typically, the average  loan is small. Table 24 presents the distribution of operating loan facilities 
and illustrates the nature of the small lending balances. Fifty  percent of SME borrowers boast a credit 
facility of no more than $50,000. This result carries clear implications over to the bank-SME relationship. 
Assuming, for example, that on a loan of this small size banks assess an interest rate of prime + 3, the 

maximum annual loan revenue from 50 percent of the bank's SME clients is approximately $2,000. After 
allowance for loan losses (typically estimated at 1 percent of balance), there remains little contribution to 
margin and overhead after the direct costs of the loan account managers are recognized. These economics 
drive the result that account managers must typically oversee 80 to 120 accounts. This result, in tum, 
implies contact time that averages 1-2 days per year. 

Table 24  
Distribution of Operating Loan Facility, by Size 

To help with risk assessment, outside uencies are often consulted. Dun and Bradstreet (or 
equivalent) report on 44 percent of borrowers. Credit bureau ratings on the principals are present in 77 
percent of the cases. Typically, borrower firrns have no reports of payment problems according to these 
rating services. 

Lenders also resort to information directly from the client. Historical financial statements are 
retained in files in 81 percent of the cases; hoveever, in only a minority of cases are business plans (14.2 
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I 

Mean Value ($000) 

Annual Sales 
Salaries & Draws by Owners 
Gross Profi t 
Before-Tax Profit 

Item 
1.090 

144 
39 9  

42 

percent) or pro-forma financial statements (10.0 percent) present. The quality of the information is 
generally good. Most firms provide financial data to the banks that have either been audited (2.8 percent of 
the cases) or that have been prepared by an external professional (59.5 percent of the cases). 

On average. SME borrowers present a reasonable financial profile to the bank. Tables 25 and 26 

present the mean values of selected income statement (Table 25) and balance sheet items (Table 26). 

Table 25 
Selected Income Statement Items (Mean Values) 

Table 26  
Selected Balance Sheet Items (1VIcan Values) 

Asset Item 	 Mean Value ($000) 	Liability/Equity Item 	Mean Value ($000)  
" 	 Accounts Payable 	 97 Cash 	 J..- 

Receivables it Inventory 	 245 
Total Current Assets 	 346 	Total Current Liabilities 	 219 

Total Equity 	 214 
Total Assets 	 572 

The profile of firms described here differs in several respects from that of the general population of 
Canadian SMEs and from the profile of respondents to the CFIB surveys. Bank borrowers are seen to be 
more established firms than those that responded to the CFIB questionnaires. The proportion of 
unincorporated businesses in the CFIB database was substantially higher. Nonetheless, CFIB respondents 
tended to bc larger than  the firms represented in the bank loan files: the median number of employees was 
7 in the CFIB database (compared with 4 in the bank files); 42 percent of CFIB borrowers reported 
operating loan facilities of less than $50,000 (50 percent in bank files database); and 63 percent of CFIB 
respondents had been owned by the current owners for more than ten years (half the firms in the bank loan 
files had been owned by the current principals for more than five years). 

'These results indicate that sample comprised by the CFIB respondents are not representative of 
SME bard: borrowers. In part ,  this is expected due to the survivorship bias and non-response bias inherent 
in the CFIB sampling frarne. 
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3.3 Terms of Credit: Interest Rates on Loans 1990:1994 

It is worth noting that banks do not track loan turndowns. Therefore, the bank loan file data do not 
permit evaluation of the contention of a credit crunch from the data gathered in this phase of the investigation. 
However, data on interest rates and collateral requirements are in place. 

In order to address the allegation of a credit crunch, terms of lending between 1990 and 1994 are 
compared. The comparisons are based on data derived from the 1994 survey of bank loan file data and the work 
carried out by Wyriant and Hatch in 1990. In their study.  WH calculated average interest rates broken down 

according to a variety of criteria. Tables 27 and 28 compare, for operating loans and floating rate term loans. 
rates assessed by banks according to the breakdowns reported by WH. 

\'ounger firms, and those with smaller loan facilities pay a greater premium now than in 1990. 
This is consistent with the organizational changes that have apparently resulted in more sophisticated decision 
making by loan account managers. However, these data do not support the contention that terms of credit are 
more onerous now than in 1990. 

Tables 27 and 28 reveal that. with some minor variations, rates charged on loans have not changed 
very much since 1990. This is a finding that is directly contrary to that based on the CFIB results reported 
in section 2 of this report: that rates on term loans have increased. The bank loan file data do not support 
this finding. This difference is probably attributable to the non-response bias that is often problematic for mail 
survey data. 

Summary: Findings from Bank Loan Files 

Contrary to the results based on CFIB survey data, analysis of data from bank loan files do not support that 
interest margins on term loans:rhave increased since 1990. The profiles of bank SME borrowers  vas  described 
and found to differ from that of respondents to the CFIB survey. This difference, possible non-response bias, 
may account for the differential results. 
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1.86 
1.88 
1.65 

2.23 
1.83 
1.54 

1.92 
1.85 
1.84 
1.60 

1.89 
1.78 
1.67 

1.79 
1.85 
1.67 
1.40 

c. 1.20 
1.70 
2.08 

2.34 
1.77 
1.79 
1.57 
1.32 
1.11 

2.03 
1.73 
1.61 
1.60 
1.37 
1.12 

2.02 
1.80 
1.63 
1.54 

1.84 
1.70 
1.53 

1.94 
1.46 
1.73 
1.45 

1.45 
1.58 
1.72 

2.34 
1.54 
1.48 
1.31 
1.22 
0.93 

Table 27 • 

Factors Affecting interest Rate Above Prime: 
Approved Operating Loans, 1990 and 1994 

Average Rate 
Above Prime  

Industry 	 II;vnant & Hatch 1990 	Ria'atz & Harnes 1994  
Agriculture. Fishing, Forestn. 	 1.35 
Mining &  Prima ry Industries 
Construction 	 1.82 	 1.58 
Manufacturing 	 1.64 	 1.43 
Transport  &  Communications 	 1.79 	 1.60 
Wholesale 	 1.56 	 1.60 
Retail 	 1.77 	 1.72 
Finance. Real Estate, Insurance 
Services 	 1.73 	 1.67 
Professionals 	 ira 	 1.65 

Age of Business 
< I  year 
1 - 3 years 
More tinut 3 years 

Annual Sales 
Less than 5250.000 	 2.11 
$251.000 to 5500.000 	 1.78 
S501,000 to  $750.000 	 1.55 
S751.000 to 51.000.000 	 1.55 
$ 1.001.000 to 52.000.000 	 1.38 
More titan $2.000,000 	 0.96 

Years Business Owned by Current Principal(s) 
Less  titan  1 year 
I  -3  years 

- 5 years 
More than 5 years 

Relationship with Bank 
Less than 1 •ear 
1-3 years 
Over 3 years 

Burden Coverage Ratio 
Less than lx 
lx to 2x 
2.01x to 5x 
More than 5x 

Risk Rating 
Above average 
Average 
Below Average 

Size of Loan Facility 
Less than  $25.000 
S26.000 to 550.000 
$51.000  to 575.000 
S76.000 to 5100.000 
$101.000  to S250.000 
More than  $250.000 

* indicates too few observations to report 
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2.09 
1.79 
1.59 
1.65 
1.57 
1.44 

1.98 
1.81 
1.73 
1.72 
1.59 
1.43 

2.00 
1.74 • 
1.72 
1.61 
1.40 
1.34 

1.98 
1.57 
1.83 
1.57 
1.53 
1.42 

Table 28 

Factors Affecting Interest Rate Above Prime: 
Approved Term Loans, 1990 and 1994 

Average Rate 
Above Prime  

nil/ant & Hatch 1990 	1?ichng & Haines 199-1  
Annual Sales 

Less than $250.000 
$251.000 to $500.000 
$501.000 to $750.000 
$751.000 to $1.000.000 
$1.001.000 to $2.000.000 
More than $2.000.000 

Burden Coverage Ratio 
Less than  lx 	 1.96 
lx to 2x 	 1.84 
2.01x to 5x 	 1.85 	 1.90 
More than 5x 	 1.71 	 1.65 

Size of Term Loan 
Less than $25,000 
$26.000 to $50.000 
$51.000 to $75.000 
$76.000 to $100.000 
$101.000 to $250,000 
More than $250.000 
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Section 4 

Summary and Discussion 

This report provides the findings of an investigation regarding the belief that lending institutions have 
teduc,eci access to credit for SMEs over the 1990 through 1994 period: the allezed "credit crunch". The finduiLYs 
were based on two sets of survey data regarding small business lending experiences in 1990 and 1994, thereby 
providing longitudinal "before" and "after" perspectives of SM -Es' borrowing experiences. 

The two categories of sunrey results were: 

• those conducted by the Canadian Federation of Independent Business (CFIB) in 1987, 1990, 
and 1994. Findings from these surveys were reported in Section 2 of this volume. 

• A random selection of bank loan files carried out in the summer of 1994 by the research team 
associated with this study. The results of this survey were reported in Section 3 of this volume. 

Findirigs from this investigation include: 

• rejection rates for loan requests in 1994 are higher than in 1990 and 1987; 
• turndown rates are higher for smaller firms and are subject to regional disparities, disparities 

that correlate with geographic levels of prosperity; 
• the level of technology is not a major factor in loan turndowns or interest rate determination; 
• the primary reason for loan turndowns is an inadequate debt-equity balance; 

• determinants of the three types of loan decisions have altered significantly. By 1994, more 
factors are significant determinants of loan turndowns, and some of these additional factors are 
new. Turndowns were found to be more comrnon if firms had had to deal with multiple 
account managers, other factors being held constant. 

• the size of the borrower correlates strongly with interest rates charged on loans; 
• according to CFM data, interest rates on term loans appear to have increased significantly 

betveeen 1990 and 1994; however, bank loan file data, selected randomly, did not support 
this finding. 

• interest rates displayed regional disparities: 
• the distributions of collateral to loan have not changed between the 1990 and 1994 surveys; 
• banks actions such a requiring more collateral etc. appear to be most common for firms that 

have a record of declining sales; yet such bank actions also appear to be frequent for firms 
whose sales are rapidly growing:. 

Taken together, these results suggest that structural changes in banks' decision-malçing have taken place. 
Bank account managers appear to be more sophisticated in their decisions, decisions that now reflect more 
factors. Small business owners may perceive this as a change to historical experience. The situation is 
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exacerbated by two additional elements. First, the economics of small business banking pravide fertile eround for 
misunderstandings and miscommunications. The limited time account managers can devote to, typically, each of 
80 to 120 accounts reduces the manger's ability to assess risk and to acquire as in-depth an understanding of the 
client as might be desirable. Second, the situation is further aggravated when account  managers arc rotated. 

On the basis of these findings, there are elements of banks' business practices with respect to 
SMEs that are open to criticism. Some of these represent failures (or inabilities) to communicate. Loan 
turndowns and "bank actions" need to bc  full  y explained to the small business customcr. Account 
managers  need to be able to deal with fewer clients so that good relationships and open  lines of 
communication can be maintained. To the extent that small business owners can acquire an understandinc 
of the (changing) bank decision process, ereater client satisfaction can be obtained 

Perhaps  the  major obstacle in this  regard are the inefficiencies inherent in the low mareins that 
result from small lending balances. By and large. it is the very smallest of bank-  business borrowers that 
face the most difficult situation, a situation that has a "vicious circle" aspect. Small borrowing balances 
represent low margin business to the bank so the account manager is too often unable to spend the time 
necessary to appreciate  full y the  fundamentals of the firm. This leads to cautious behaviour and an 
auemented likelihood of being turned down or subjected to a higher cost of borrowing. If a loan is 
advanced, the hieh interest cost is a fixed obligation that increases the firm's deeree of financial leveraee 
and its risk. The small borrowing balance and low margin make it difficult for the account manager to 
provide much remediation. Failure of the firm reinforces the sense that "smaller is riskier". 

One route out of this dilemma is to follow the leads of the Provinces of Quebec and Saskatchewan 
and to permit Credit Unions, Co-operative Banking firrns, and Caisses Populaires, to participate in the 
business loan market, perhaps up to a legislated loan ceiling. The experience in Quebec and Saskatchewan 
with this lenders has been positive. This step, of course, requires the involvement of provincial 
eovenunents to ease the barriers to entry for such institutions. 

It is difficult, howeeer, on the basis of the data collected and analyzed here to find for a "credit 
crunch". Two elements of evidence favour the "credit crunch" hypothesis: increases in loan turndown 
rates and increases in the average rates of interest on term loans. In the latter case, contrary evidence was 
documented. On the one hand, then, mail survey data (with its inherent non-response bias) is contradicted, 
on the other hand, by a randomly-selected sample of bank loan files. Turndown rates were found to have 
indeed risen. However, the tenor of borrowing has also changed given the recessionary forces that have 
characterized the early nineties. The banks' perceived riskiness of borrowers has increased both due their 
high levels of systematic risk and due to high failure rates among SMEs (see Volume I). These are forces 
that  ma  y well explain reluctance to lend. Moreover, the reduction in lending was found to have strong 
zeozraphic propensities that seem to correlate with regional levels of economic prosperity. 

It seems too great a leap to conclude, on the basis of these data, that Canadian banks have 
conspired explicitly or implicitly, to unduly restrict credit. 
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PARTICULARS OF THE CFIB DATA BASES 

The 1987 Survey 

In 1987, the CFIB conducted a national mail survey regarding on various aspects of their members' 
dealings with financial institutions. Survey questionnaires were mailed to randomly selected members of the 
CFIB. 8  The survey was mailed to randomly selected members on October 30, 1987. A reminder letter and a 
second copy of the  survey questionnaire were mailed November 16. The survey cutoff date was December 11, 
1987. À total of 3,217  usable responses were received, yielding a response rate of approximately 30 percent. 
The questionnaire employed had been pre-tested, and was comprised of four sections: the nature of the business; 
financing conditions; perceptions of oank compctition; perceptions and concerns rezarding bank service. A copy 
is attached. 

Not all 3.217 responses were used in this analysis. • Small businesses in the agriculture sector were not 
considered. Various filters for missing data and for responses which misinterpreted the questionnaire were also 
employed. Because lending criteria and terms of credit differ ac,cording to the type of loan, the remaining data 
were broken into three subgroups according to the type of loan request: terrn loans; establishing new lines of 
credit. and, requests to increase existing lines of credit. 

It should be noted that CFIB members tend to be more established in business and to be slightly larger than the 
average small business in Canada. This ditTerence is not unexpected, since firms which have been established for at 
least a few years are more likely to become members of a business organization than firms just starting out. In the 
context of the study, CFIB members could therefore be expected to have feveer financing problems than the average 
small business. In other respects, such as sector and geographic location, the CFIB membership is closely 
representative of the Canadian small business community. 
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Your Business 
1. What is your form of business organization? 

I. Proprietorship 	 2. Pannerehip 	 3. Corporation 

2. Please classify your major business activity using one of the categories below. (If more than one  appas.  mark the one which 
contributes the most toward your gross sales or total revenues.) 

1. Construction 	 5. Wholesale 	 9. Services 
2. Mining/011Field Services 	 6. Ratai 	 10. Professions 
3. Manufacturing 	 7. Agriculture/Forestry/Fishing 	11. Other 	  
4. Transportation/Communications 	8. Financial Services 	 (Describe) 

3. During your last fiscal year. what were your gross sales, net of sales taxes and other excise taxes? 

1. Under  $100,000  
2. $ 100.000 - 299.999 
3. 3300,000-499,999  

4. $  500,000-  699.999 
5. $ 700.000 • 999.999 
6. S1,000.000- 1,499.999 

7. $ 1.500.000 - 1,999,999 
8. $2.000.000 - 5.999.999 
9. S6,000,000 or More 

4. How many employees do you have including yourself? 	 es 

	 total employees,  of which 	 are part-time. 	 7-5 

5. How long have your owned your present business? 	 . 	years. 	 9- 1 

6. Which best describes your average amual change in gross sales revenues over the past 3 years? (Mark one only) 

1. Decrined more than 5% 	 3. Grew (6 - 20%) 	 5. Too new in busriess to compare 	 ii 

2. No change (-5 to + 5%) 	 4. Grew rapidly (more than 20%) 

7. Is the principal owner/operator of this business a: 

1, Male 	 2. Female 	 3. Male/Female equal Partners 	 12 

8. Where is your firm located? 

1. Rural area Of amati town (up to 10.000 population) 	 3. City (100.000 • 500.000 population) 	 13 
2. Small city (10,000 - 100.000 PoPuletIon) 	 4. Large city  (avec  500.000 population) 

The CFIB Banking Survey 15 a very effective tool. Your responses to this queshorviarre will provide us wah va1uabla data needed to act on 
your behalf. As is our rule, the information which you provide will remain confidential. 

Please circle or mark the appropriate answer. 

Financing Conditions 
9. Which one of the following represents your most significant concern with existing banking practices? (Mark one only) 

1. Collateral requrements 	 4. Fees/service charges 	 7. Term of the loan 
2. Interest rate charged 	 5. Competence of account manager 	8. Other 	  
3. Avaiabiity of credit 	 6. Speed of processing ban appkcation 	(Describe) 

10. Do you  have  a "line of credit .  for your business? 

1. Yes 	 2. No 

108) If "Yes", please indicate the knit (maximise Possible amount). 

	 (nearest thousand). 

10d) If "Yes", over the last 3 years, has yotr ine of credit: 

1. Increased 	 2,  Decreased 3. Stayed the same 

14 

I S 

15-19 

25,22 

23-2e 

77.33 

31 

	(nearest thousand). 

10b) If "Yes", please indicate the approximate average annual draw down on the line. 

	 (nearest thousand). 

10c) If "Yes", what is the interest nate? 

	 % OR Prime Rate + 	  

10d) If "Yea", what is the approximete value c4 the security recurred? 

Ctits tsanKing Survey 
•rO...TON 

.ftp11.1.10•N1 mJIMMI•• 

November, 1987 

SURVEY CONTINUED INSIDE 
• 	• ... 	 • _ 



1. 1987 
2. 1986 

3. 1985 	5. Before 	6. Never 
4. 1984 	 1984 	 Ined 

1. First 	 3. Third 
2. Second 	4. Fourth 

32 

13 

4043 

44.47 

51.54  

ss 

11. Do you have a fixed renn loan(s)? 

1. Yes 	 2. No 

I  l a)  If "Yes", where did you get your most recent fixed terrn loan? (Mark one Grey) 

1. Family, friends 	 5. Savings and Loan, Trust Company 

2. Other private indNictuals 	 6. Government agency or program 

3. Bank 	 7. Other 	  

4. Credit Union, Co-op, Caisse Populaire 	 (Describe) 

12. When was the last time you tried to get a loan for yotr business from a bank or bank4Ike Institution? (Quarter and year 

please. Inctucie any fixed term loans, a new line of credit or increases in a line of ensdiL Do not include draws on an 

established  lise  of credit.) 

Quarter of Year   Year 	 -  

12a) Where was the final loan decision made? 

1. My bear branch 	 3. Regional office 	 5. Don't know 	 as 

Speciakzecl Of main branch 	4. Head office 

12b) What type of loan Wa9 requested? (Mark one best answer) 

1. Fixed term 	 2. New lined credit 	 3. Increase kt Mao! credit 	 37 

12c) Was the loan, fine of credit or lane of credit increase approved? 

1. Yes, and I accepted it 	 3. Yes, but I reflected it 	 5. No final decision 	 38 

2. Yes, aller turther negotiation 	4. No 

12d) If "No", what was the primary reason given  for the turndown? 

1. Too new in business 	 5. Fiff11 .5 geographic or neighbourhood location 	 39 

2. Too much outstanding debt/insufficient equity 	 6. No reason given 

3. Bank's unlawaurable assessment 	 7. Other 	  
4. Poor industry conditions 	 (Describe) 

12e) If "No", what wasthe amount requested? 

	 (nearest thousand). 

121) Ilk was approved, please provide the following: 

1. Loan size. line ol credit sized sire of increase in fined credit. 

	 (nearest thousand). 

2. Payback perrad (term) 	 months OR 	 years OR 	 Nat Fixed. 4asa 

3. Interest  rate,,,. 	  OR Prime Rate + 	 _  % 

4. Was business and/or personal (non-business retated)cotiateral required? (Mark the one best answer) 

I. No collateral required 	 3. Yes, personal collaterai required 
2. Yes, business collateral required 	 4. Yes, business and personal collateral rearmed 

4a) What is the approximate value of the collateral requred by the bank? 

	 (nearest thousand). 	 58-59 

4b) Would (we) the bank automatically rescind collateral pledges when the loan is paid off? 

1. Yes 	 2. No 	 3. Don't know 	 so 

4c) Was yOUf SOCtr30 required to oo-sign Of guarantee the loan? 

1. Yes 	 2. No 	 3. Not appbcable, no spouse 	 el  

5. Did the bank require changes to your normal management/operating procedures as a condition of the ban? 

1. Yes 	 2. No 	 sz 

• 6. Was/is the method of ;is-payment by periodic equal kistaUmenrs7 

1. Yes 	 2. No 	 sa 

• 7. What was the purpose of the loan Of lined credit? (Mark all that apply) 

1. Working capital, e,g. Inventories, payroll, receivables 	 EA 

2. Fixed assets, e.g. plant, equipment, vehicles, real estate 	 as 
3. Cushion kr the unexpected 	 es 

8. Did the ben, fine  cl  credit or Pie of credit increase represent the amortit  you really warrted? 

1. Yes 	 2. No 	 87 

8a) If "No", approximately what  percent of yotr need did It represent? 

1. Under 10% 	 3.25-49% 	 5. 65 -89% 	 va  
2. 10 - 24% 	 4. 50- 64% 	 6.90-99% 



Bank Service 
17, Beiow are 5sted a number of characteristics for a bank or a bank•like institution. How important Is each one to you in 

conductrreg your firm's banking business? (Respond once per fine) 

a. Knows you and your business 	 la 	 2e 	 35 	 so 

b. Provides heiptul business suggestions, advice, and/or seminars 	lb 	 2b 	 3b 	 91 

c. Offers the "cheapest money" evadable 	 ic 	 2c 	 3c 	 92 

d. One person always handles  you  credit needs 	 ld 	 2d ' 	3d 	 93 

e. Convenient location 	 le 	 2e 	 3e 	si4 

.t. Reiable «arced credit 	 11 	 21 	 31 	 se 

g. Knows >viz ndustry 	 1g 	 2g 	 39 	 se 

h. SPeed of decisions and service 	 1h 	 2h 	 3h 	 ey 

I. Easy access to loan officer 	 11 	' 	21 	 3i 	 9e 

j. Often a wide range ol banking 3 erviCe3 	 11 	 21 	 31 	 se 

ik. Knows the local rnanosticomrnurity 	 1k 	 2k 	 3k 	103 

Very 	 Not 
Important 	Important 	Important 

1 	 2 	 3 

9. Were the size. terms and transaction generally satisfactory ? 

1. Very satisfactory 	 3 .  Could haws been better 	 69 

2. Satisfactory 	 4. Unsatisfactory 

9a) What parts of the loan or loan transaction could have been improved? (Mark all that apply) 

1. Interest rate 	 in  6. Wary you were treated 	75 	9. Other 	 7a 

2. Amount received 	 71 7. Took too long rt 	 (Descnbe) , 
' 3. Matunty (payback oenod) 	n 8. Didn't understand you. 	77 10.  None . . 

4. Collateral requirements 	73 	buss-lessor It's needs 

.5. Amount of  tees/charges 	74 

Bank Competition 
13. Have you noticed any cnange in competition for your firm's business among banks or bankaike institutions now compared 

to 3 years  ego?  

1. MuCh more competition 	 3. No change 	 5. Much less competition 	 en 

2. Skghlly more competition 	 4. Shghtly less competition 	 6. No opinion:  not  applicable  

13a) Within the last 3 yews, have you experienced a change in the tali:riving characteristics ot the bank or bank-like institution your 

firm has dealt with most often? 

A. Accessibility of account manager: 	 1. Better 	 2. No change 	3. Worse 	 el 

B. Services offered: 	 1, More 	 2. Same 	 3. Less 	 es 

C. Capability of statt/personnel: 	 I.  Better 	 2. No change 	3. Worse 	 au 

D. Continuity of account manager: 	 1. Better 	 2. No change 	3. Worse 	 ei 

,..i 	E. Lending cnteria: 	 1. More lenient 	2. No change 	3. More restrictive 	es 

14. Within the last 3 years, have you eye actively shopped for a different bank (riclucting bank•Gke instltutions) to service your 

business needs? 

.' 1, Yes 	 2. No 	 es 

I4a) If "No", why not? (Mark only one best answer.) 

1. Possible repercussions from current bank 3. Satisf ied with current bank 	5. Never thought about It 	 87 

2. No real difference in banks 	 4. Ordy one bank in the area 	6. Other 	  
(Describe) 

15. Within the last 3 years or since you changed bank.lbank•ike institutions (whichever is less), how many different account or 

institution managers have you dealt with at your principal bank/bank-5kt nstrtution? 

1. One 	 2. Two 	 3. Three 	 4 ,  Four 	 5. Frye or more 	 se 

	

16. When vras the last time you changed principal banks/bank-like institutions? 	 • 
1. Never or more_than 5 years ago 	3. 3-4 years ago 	 5. 1 - 2 years ago 	 ea 

2. 4 - 5 years ago 	 4. 2. 3 years ago 	 _ 6. Within last 12 months 

SURVEY CONTINUED ON OTHER SIDE 



18. How would you rate your major bank or bank-ike institution on these same characterantcs? (ResPond once per lone) 
Good 	Acceptable 	Poor 

1 	 2 	 3 
a. Knows you and your business 	 la 	 2e 	 T--a 	sal 

b. Provides helpful busness suggestions. advice. and/or serener! . 	lb 	 21) 	 3e 	ma 

c. Offers Me "cheapest money" available 	 lc 	 2c 	 3c 	sco 

d. One person ahveys handles your credit needs 	 Id 	 20 	 3ci 	1 01 

, a.  Conversent  location 	 le 	 2e 	 3e 	ies 

1. Reliable sourced credit 	 If 	 21 	 31 	 106 

g. Knows your industry 	 I g 	 2g 	 39 	107 

h. Speed of decirons and service 	 th 	 2h 	 3h 	106 

. I. Eas-y access to loan officer 	 11 	 21 	 3 1 	 109 

J. °tiers a wide range of baredng services 	 11 	 21 	 31 	s le 

A. Knows the local market/community 	 1k 	 2k 	 3k 	s 1 1 

19. Over the last 12 nbonths, has the ntrrnber of services on which you have pald  tees:  

1, Decreased substantially 	 3. Stayed the same 	 5. Increased substantially 	 112 

2. Decreased slIghtly 	 4. Increased skghtly 	 6. Don't know/haven't noticed 

19a) Over the last 12 months,  ha s the per unit slze of fees: 

1. Decreased substantially 	 3. Stayed the same 	 5. Increased substantially 	 113 

2. Decreased sIghtly 	 4. Increased slightly 	 6. Don't know/haven't noticed 

19b) If either has "Increased" does the additional cost reflect a comparable increase in the amount or quality of services 
received? 

1. Yes 	 2. No 	 114 

20. Do you do  your  personal banking at your firm's principal bank or bank-Ike ristilution? 

1. Yes. by choice 	 2. No. 	 3. Yes, at bankterfs insistence 	 115 

21. What Is your principal bank (or bank•lika institution) that you use for most of your business banking? (Mark one only) 

1. Canadian Imperial Bank of Commerce 5. Toronto-Dominion Bank 	 8.  TrusVPInance Company 	 115 

2. Bank of Nova Scotia 	 6. National Bank of Canada 	 9. Credit Union. Co-op. Caisse Populaire 
3. Bank of Montreal 	 7. Other chanered bank 	 10 Other 	  
4. Royal Bank of Canada 	 (Describe) 	 (Describe) 

22.  At  which location  of  your bank do you conduct your  business  banking? 

1. Headquarters/Main location 	 2. Speciafized small business branch 3. General branch 	 117 

23. In what provnce/terntory is your  principal business located? 	lie  
24. In the past three years, has your fi rm experienced market or financial difficulties? 

1. Yes 	 2. No 	 114 

24a) Within this period, would you describe your barsk's approach to your busness as: 

1. Very supportive 	 3. Unchanged 	 5. Harmful 	 120 
2. Supportrve 	 4. Not helpful 	 6. Other 	  

(Describe) 

Comments. 	  

Attach additional sheets it necessary. 



The 1990 CFIB Survey 

A national survey was also conducted by the Canadian Federation of Independent Business of its 
members in 1990. The questionnaire used for data collection was similar to the 1987 questionnaire described 
above. It included several variables which the 1987 survey lacked. Among such variables are years of 
managerial experience of owner, credit track record, and professional status of the financial manager. One of the 
primary purposes of the 1990 survey was to examine. in particular. terms of credit advanced to women business 
owners. 'Therefore, the questionnaire was mailed to all 5,246 women business owners listed on the CFIB 
membership and a random sample of 9,734 male business owners. To this end, questions were included on the 
principal owners and the financial manager of the enterprise. For each owner, it featured questions on the size of 
ownership, level of education. type of degree obtained (if  an) and managerial experience. It also investigated the 
gender:  identity, employment status, and training of the financial manager. 

There were 2.785 respondents to  the 1990 questionnaire, 28 of whom did not respond to the question of 
whether they had sought any form of debt financing in the years 1987-1990. There were five people who said 
they had not sought debt financing, but then indicated later that they had actually done so. Five hundred and 
ninety-four respondents indicate,d they had sought a term loan in the years 1987-1990, 627 respondents had 
sought a line of credit in the ■ 'ears 1987-1990: 635 respondents had sought an increasc in their line of credit. 
Seven hundred and eighty-six respondents had not sought  ans' of these three sources of business financing. 
Eighty-two respondents did not answcr questions about the type of fmancing sought after indicating they had 
sought financing. Again, respondents from  the  agricultural sector were deleted from consideration. 

Haines & Riding: 
Lending Priorities and SMEs: Empirical Findings from Survey Data 



-Your Business 
W111:1": is 1.11111" fi rm located ,  ( (:ircle one only) 

I. Small unto 111' rued area ( up to 111.0041 pet ple 

2. Small city ( 10.001 to 100.000 peop ( e) 

3. (:liv( Inn  IN)  I to Son.otio people I 
4. large city( more ilun 500.001)  people)  

I) 

2) Ise luny long has %tint husinesss been estalilisticit?( If less than  une  tear, please  nions!  Mr  lit tint  tear . 

	 11-1r6 

3a 1  What os the legal  Statuts  of unir business ingameat tort? (Circle rme only) 

1. A st /le rt1){1111:10(6111p (CPO to Q. 4) 	 2.A partnership 

3h) If new business is a rr.irtnership or a constinitum, hti.w many issuers  dites  it hat e> 

,htwners 

3e) If pair humus% is a partnership. is it an equal partnership? (Circle one only) 

I. Yes 	 2. Nit 

3. A corporatinn 

4) I  lins'. tin  average. hew ymir gross sales rep:lutes changt-ti over the past  lime  seers,  ( ( 	one  tittle) 

1. I )echned (more than 5.t, ) 	 3. (Irrn.  (6m  21m.) 	 17 
2. NO change ( • 5% Ito -45%) 	 4. (item* rapidly ( more than 2(i,..) 

5) I  (uns'  marry people tines icitir husinmorganiratum emptily? ( Inclusit any trimmer ssini mints fin- the business in nmr reiptinsc) 

	

emplirtre(s) of 	 in/are part.time (less  titan  3t) limns per week) 	 16.i4 

6) Please realume the extent to which  unir  torganiratitiris FINAL PRODCIC17SERVICE is "high tech" in nature I re  circling the 
appn innate notnner tin the scale below. (A rating of 1 means Utat your final product is not "high tech -  at all; 9 me-ans 
that your final prnduct or service is excheserely "high tech'. Iligh technoltigy tir "high 1C.C11-  in this  content  n:fen. ni 
such intittstnes tt,s senuctintittettirs and related silietin mcc'itntihitgv InuiitcelirstIitgy pharmaceuticals. armspace/Tatellite 
cumnninocatinns.,telestimmunicatitins and computers. for instance ,  if sow firrn pnidneet cookies ,  pin may wish  lui  ass.tgil 
a ruing of I; 111M-ever ,  if ontr firm prtititices semiconductors ,  mut nias'  wish 10 3661RO a rating of 9. These two ex• 
amples represent  exil-tracs  oral "mu  inlay  assign other ratings based on tour perception nt what the nature  tir unir  pnshicti 
sconce  is. 

1 	 2 	 3 	 4 	 5 	 6 	 7 	 8 	 9 	na 

7) On the stale  hehi.sv, please intlicue the extent to which tour organitation ESIPLOYS HIGH TECHNOLOGY to produte tts 
final products or to pnnule its serticts. (A rating of  t  means that your °leant/anion does nnt use high technnlogy 
at all in production: a rating  of  9 means that you  use  only high technology In pmductinn. for instance ,  thotigli 
your lirrn ntay pniduce a sitin.hip.,11 technology pmduct, it may minetitelt-es employ high technti(itg, such as computers 111 
pnithiction. If a plant for pnxineing cnokit-s is complett.ly automated for instance, twre may assign a rating of 9. t hi the 
other hand ,  if the cookies arr produced traditionalig you may want to assgn a rating of I.) 

Not -high tech -  at all 

1 	 2 	 3 	 4 	 5 	 6 

Vers'  "high tech- 

!) 	 9 	7e 

Vers'  "high tech" Not 'high  teck"  at et 

Background of Owner(s) 
A pnncipal owner tif a business is a person who towns a substantial po rt ion orate total mine ot that business enieronst• ( usually 21m. 
or mum  tif  total ustriership) and who Mats an 2CII1T rule in the martagentent/threction of Me business Below, piratic provide 
inkirmatum gm up to three of pile principal ineners. 

8) Please identify the gentler of each or the principal owners (durum* business in descending tinier of percentage of trwnenship; 
that is principal ORTer I should hate more (or an equal share) of total runny than (es) pnricirral im-ner II AND principal 
invner II should hase more (or equal) percentage of ttual ownership  titan  (as) pnnemal unmet  hit. (Circle 1 If the 
principal owner is male and circle 2 lfthe principal owner is female.) 

Principal 	 Principal 	 Principal 
Owner I 	 Owner  It 	 Owner  fil 	 Gender of Owner 

Stale 
2 	 2 	 2 	 Femal e  

2/.29 

,E06•6,63.4 
.060,611101116 1  111.116.•• • 

CUB Banking Survey 
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rue (TIli ilanking Stine\ is a vers  effective um!, 'tine responses to the questionitane will  provide us  with  valuable data needed 

to net on your behalf. M is our rule, the information you provide will remain confidential. 

• Y 

SURVEY CONTINUED INSIDE . 



9a) What et the highest Icsel td formal educ-ation that each of them -urn:1prd owners of )1iscr business has completed? ( rte-a.se circle 

one only for rach «wrier.) 

Principal 	 Principal 	 Principal 	 llighcst Level of Education 

Owner I 	 Owner 11 	 Owner III 	 Completed by Owner 

.1 	 4 	 4 	 Cidit-gr titris 

5 	 5 	 5 	 Und('rgraduate degree 

6 	 6 	 6 	 ( raduate degree 

If none of your principal crwrter(s) has a college or university degree, skip to Qurstion 10. 

9h) I fan  owner has a college or tinnersim degree. plea.se  indicate the tire of degree helm ,: (Circle 1 if die owner has a financial 

degree. circle 2 If the owner  has  another pmfesslonal degree and 3 if the owner  ha'  a n011•prilik10111)11al LiCgrre.) 

Principal 	 Principal 	 Principal 	 Type of Degree 

Owner I 	 Owner II 	 (›amer III 	 ()setter holds 

A financial profrscional degree (  cg  'el:morn . 

Al.11 A. or Ph ,  l). in Finance. Acci minting or 
lit.oin units 

2 	 2 	 t )titerproreviumal clegn.e (  cg.  niediral doctor. 
engineer. 12M1VT. etc. ) 

()tiWI' clegrer 

JO) 'hi '11-reer Indus, sec tor. hoc, nemy sears of managenal expenence (koes each (dim en  titrer  of sotir pnnemal metiers Inns: ,  
. 	 - 

Principal 	 Principal 	 Principal 
Cnener I 	 Chimer II 	 Owner  Ill 

Il)   Who is the k um:II/informal financial manager of )our business' (Circle one unit')  

I • A principal owner 	 3. An outside accounting  finit  
2. An emploox who ii.i)ot an turner 	 4.  1  nber ( Please TeCif1") 	  

12) o >or financial enunager 2 financial professional ( fleut is. is )(Mir financial manager u (31anerct.1 Accountant. CPA.  Cf A.  etc.?1 
( ( : truie one tun) ) 

I . Ves 	 2. No 

13) Is unit financial manager (ample ned on a full.time or pan.time hash.,  (1:Welt. one only) 

I. I Whom 	 2. Pan•time 	 3.1  ttiiçr  5  l'Itne-e sKcifY) 	  

t 	trh.1 0 the gentler iifsinur financial manager or the peruen web" heads peter finance ckyarment? (Circle one onIF) 

1. Male 	 2.  rcrnale 

3 

2 	 2 

3 	 3 

Sterne high sehool 

Iligh .lehlltil deplorna 

Some unncrsinVcrillegc 

isnr. )c-ars 

Debt Financing Experienc 
In tins section, please proside details :exult the most recent occamon on which spur firm sought credit fnem a financial institueion 
stirs( Wien. such credit takc-s the (Imn of leMI lixttl, a lint; of credit or :in men:we in an existing line of credit c tienne these 
terms  as  fl iilu ,n's  

lJne of c-redlti A lin of credit is defined here as a loan which is usually made io finance the tia•to-dav operations of ilir business. 

Terni  leant A  used  terra  loan is defined here as a loan sehich is usually 2 lumpostim and %cinch is expected to hc paid either a.. a 
lump.surn with interest after a ?peed -led period of tune or in periodic installment.. ovr..-r  a  specified pcnted of timic. 

15) I las sour firm sought a line of credit. an  incrrasc in a linc of credit ora  terni  limn from a financial institution inner 19147 1 5  t:irele 
one mile) 

1. Yes 	 2. No (Go to Q.31a) 

16) \then uas 	last time )osi applied fin-a file of credit. an  increase in a line ot credit or a terni Man> 

Month 	 Year.  . 

I 7) Did tins IIKKI muesli experience Moiler a term loan , a line of eredit or an increase in a line  t  if credit? ( Circle one only) 

1.1errn loan 	 2.1.Inc tiered:I 	 3. harem.< in line of em-clit 

18) From which of the killoreing fimixial institutions did ■siti Net-kale film of credit >nu desired? (Circle one  unie)  

1. Carradian lime:flat !lank  tif  Ctimmeree 	 6. National flank of Canada 
2. hank of Nina kulia 	 7. Other chartered hank ( Ple-ase describe) 	  
3 ,  flank of Montreal 	 8. Trust/finance company( Piece describe) 	  
4. Rural  Rank of Canada 	 9. f:redit onion, co-op. calve  populaire  ( Pleafe der.crihe) 	 
5. Tieninto-l)ominion Rank 	 10. Other (Please describe) 	  

19) What is  the  amount Wale linc of credit, increase in linc of credit or trrm Itnn pitt argplied for? 

St 	 (in nearrst thousand) 

20a) \Vas:one applicatie in accepted tir rejected hy the financial instinnion? (Circle one only) 

1.11R: appl ieut it en m-as accepted 
2. No decision 112S )ct been rrached (Go to Q.31a) 

20h) If (inn applimion was accepted, what is the FINAL amount of line of credit, inerrase in line oferctlit or terni  Fowl the 
financial ins:mum was a -Wing tit apprine? 

	 ( in nearest thotrand) 

3.1he application %eau refeeted outnght (Go Q.28.4) 



112.9e 1. Automithile 
2. Real estate 
3. ik•IRI. and •••ectinors 	 • 

Other 	. I 
( Please s(%ecify) 

1 	 2 
'2 
2 

1 	 • 2 

21)  trim the FINAL rate of Interest the finance tent 	to n.m.4 mining In Carer no the knelt( email- increase in  line of 
eredit 

	

	 ' or term loan )  

Interest rate = Pnrne rate . 	 _ percentage points alpine prime 	 64.1101 

22) What is the apprustrnate tattle of  the  gollairtal  Ilks financial institution FireLIY menrvu to'yecure the tine trf credit,. 
inerewe in tune of credit or term loan? 

• I, 	 ( in mitre« tliousand)  

23) Ulm usas required to co-sign or guarantee the liniiI credit, line of credit increase or term han' (Circle one only) 

I.  Nuit  required to sutpri, a cosigner 	 3. Ot her t Picard: speeds.)  	77 

2. Niy our )rtniniskls) 

2.1.) please irklicate heliew which of the following n ere demanded  tif  um at collateral and which of these were aemiallte  lui  unit 
tetruness as colla(eral  al  that  tinte  for Mc hoe  t ervdtt, own:we in line of credit  or terni  loan. (Circle I If the relevant 
response l.a"Yes" and circle 2 If the appropriate response la "No". Von may circle more than one response if more 
than one reset was requested of you and )ur was available to you as collatend.) 

	

Demanded M C.ollateral 	Available M Qillateral 

Btriinerts Assets 	 Yes 	 No 	les 	 No 

I. Accounts teem-able 	 I 	 2 	 I 	 ' 2 

Z. lintimin• 	 I 	 ) 	 1 	 , ) 

3. Automobile I 	 / 	 I 	 2 

4. (Mite csquinnecnt 	 I 	 2 	 I 	 / 

5. Niatannery 	 1 	 / 	 1 	 2 

6. Real estate 	 I 	 2 	 1 	 2 

7. {Solids and securities 	 1 	 2 	 1 	 i 

8. ()tlier 	 - 	 I 	 2 	 1 	 . 	. 2  -- 
I Ple774: specify) 	 . 

24b1 II perviiial :met, were Mkt mcittemed Mew-el:Mir to tint. please nrtruitle Me kitlersing infineitatum  a.' in the nreceding easc. 

Demanded M Curti:item! 	 Available M Collateral 
Personal Assets 	 Yes 	 No 	 Vert 	, 	No 

71.17A 

25) 1)61 	 require eliangc, to your mutual mainitaincitioperitum procedures as a contlitunt of the loan) 
(Circle one only) 

1.  'les (Plece specifv) 	2. No 	 07 

26) Were Inen7e. t(rms and transaction ..reucfnerfutry )  

Very I. Insattsbetorv 	 'en' SatIsfactorv 

2 	 3 	 4 	 5 	 6 	 7 	 S 	 9 	sis 

27a) Which motets orate titan  did nPu rif47016111.? (Cifele as mamas apply) 

I. Interest raie 	 6. Tn.>c  tuf  t•I ellatrral required 	 p9.103 
2. Amount annnried 	 7. (21angta required in unit> nonagentr id/operating prirrecittres 
3. Nlatunty(renhack  petite)) 	 8. (lunges required in one marketing strangles 
4. 5enice charges 	 9.  Nuit  applicable - did not nets mate 
5. An pun; Multilateral retint-dell 	 10. (Rher ( Please specify) 	  

271)) After all negotiation.,  (If any) were completed. n•hich aspecis til 	final infer made to um,  In • the financial institution 
timid hase been inipnned ,  ( Circle as mamas apply) 

I.  Interest rate 	 6.11ot of collateral required 	 ina.$115 

2. Amueunt approved 	 7. Changes required In %Inn managcsmentr tornit mg pn rectums 
3. Nlatunty (payback nertix11 	 S. (lunges required in unit nrarten ng strategies 
4. Servict: charges 	 9. Nitre. all a2reCiS wele Nat nfactory 

3. Amount of collateral requested 	 10. Diller  t  Please specify) 	  

21e) Ilid i•et accept the firrat terms and condltiims tuf the financial instinulttn ,  (Circle one oniv ) 

I. Yes (Go to Q.29) 	 2. No (Go to Q. 29) 	 112 

28a) if toter application was rejected. did too negotiate vtith the financial irntitution  Fora recintsiderationl (Circle one only) 

L 'ira 2. No 	 120 

28b) tilint was the rinmaru reason thc financial institution gee  (tut  the turiklimour ((*.itele  one  min . ) 	 ■ 

I. Too new in  business 	 5. Ilirrispenwaplin: ter neighbourhood kx.ation 	 121 

2. Too much outstanding debt 	 6. My reasi ,ru cirri 
3 , inkillicent crime 	 7. Other ( Please 	) 	  
4.  P•mr industry conditions 

28e)  II no reason was given. did you ask For a reason (Circle one only) 

I. Nes 	 2- >,1,) 	 122 

284.1) 1111:1t tin you html. the  primais  reason was  fur ulte runitknyn? (Circle one  tinta)  

1. 'lieu new in bustrksss 	 4. Dior indtra n• cindi thins 	 tau 
2. Trio nnich outstanding debt 	 5. Finn  a  gone-aphic or neighbourhood location 
3. Insufficient ecimry 	 6.  (liber ( liesse roccify) 	  

SURVEY CONTINUED ON OTHER SIDE 



e- Financial Statements 
35) Plrasc c.ltmpltic the ninon-mg slton .form income and balance sheet statements of iour hte.int-s3 past fiscal year. This informa-

lion %%ill remain strictly confidential. Please round off amounts to die nearest thoteeneL 

Income Statement 

Gross salt-% 	  .3 	Taxes 	  3 	155-184 
( /penning expenses 	  3  	 185-1510 
Ini rm.& expemes 	  3 	(Miters ( owners' hvitlximeeals/sulary 	 170 174 
I c-a.sc tied iga nnits 	  3  	(N2lanceq (M  e pc.-rcenta)t of salc-s ) 	.'. 	 175-182 

Balance sheet statement 

Assets 

 

LiabilIties  

ACCT mum% rrtynahle 	  s 	Account% pmable 	  .3  	ota.nr2 
Imentones 	  S 	long term tkiit 	  3  	103402 
I I. buds. scs-tt n Iles 	  c  	

taa.ace 
Ft XVII 3.‘ir LS 	  3 	  

.1,‘. -7 ,2 

29) 	I lave ills' o'er gimlets:1:r the limit tit otitrline (if crrilit)f Circle une en11) ) 

1. es 	 Z. ho 	 12s 

30) 1 i;i  ii Hi sser Ilecn 	lo par Isar). ;my prevn nis 'soulless II Ian ,  on lime' ((irri ,. one inliv) 

I. 5 es 	 2. Nit 	 1:5 

313) Mann ate laq three iv:n..113%1;  uni  vier actrrttnnJtttppctl  hit a different f)nancial ifltiltUtititt to service your business nerd.) 

(f:ircle one only) 

1.5t--t  2. No (Go to Q.31c) 	 128 

31b) If yes. why? (Circle one only) 

I. Not satisfied with current financial Mu ion ion 
2.1)1fferent hanks prtnidc different services 

3. Shopping can lead to better terms of credit 
4. Outer ( Please describe) 	  

177 

31c) If putt did not  chop (tir  another (inancial institution why  flint?  (Circle as niany apply) 

I. nai ieted with current hank 	 5. ()nit. tine hank in Iit, area 
2. Never thought Munn It 	 rep(rcussions  iront  current hank 
3.10itintw 	 7.  1  tuber t Please ilex-nix: 	  
4. tso rt-JI tIilIctenCe in tanks  - 

32) When na. !lie last  tinte  you changed mur financial institution ,  (Circle one onlv) 

128-134 

135 I. 2- 3  %ram apt 

5. Less  titan  2 iv.irs  agit  
I. Newt 
2. ti,rrv  titan 5 mars  agit 

 3.1-5 years  agit  

Bank Services 
33) Ilelow are li.ted a nundier ol characteristics  luira  financial institution. Fire plc:tie rate limy important each charactermie IN to 

ss RI in contlutlung unir husinem Second.  pli-ase rate the financial institution  ont  deal with most often in ternts  of hinv 
1181 are with  ILS  perti Irritancy on each of these charm-tensors 

' 

 

importance 	 Satisfaction 
Not Imporeuu...Vers• Important 	Not Satisfied—lien. Satbilled 

1. koc ens )11{1 and  unir  business  s 	 I 	 2 	1 	 I 	 3 , 
'2. Prtaidr% helpful business advice 	 I 	2 	3 	 I 	2 	3 
.3. Offers the cheapest miniey mailable 	. 	1 	2 	3 	 I 	 2 	3 
'4. Reliable source «credit 	 1 	2 	3 	 I 	2 	3 
5. l'n hides nick: ninge tit seroces 	 I 	2 	3 	 I 	 2 	3 
6. Acc-ritint manager is  case  to talk in 	 1 	2 	3 	 1 	2 	3 
7. Makes %um (eel comfortabIe 	 I 	2 	3 	 I 	2 	3 
fl.Tn-ats %nu with re 	 I spect 	 1 	3 	 1 	2 	 3 
9. rttxx./ Nource of %cilium capital 	 I 	 2 	3 	 I 	. 2 	3 

31)  on  the whol e . how satisfied am you nith the financial itcstitution :mu tical midi? (Circle one only) 

1.1lighlv satisfied 	 3. Somenhat dissatisfied 
2. Rcmst Malli V Fa I isfirtl 	 4. St n mg' y climati.fird 

184 

Comments. 	  

(Attach additional sheets if necessary) 

Thank you for completing this survey 



The 1994 CFIB Survey 

The 1994 questionnaire  vas an expansion of the 1990 instrument and retained most of its content and 
structure. Mailed to all members of the CFIB, it had the following sections: 

data about the respondents business: 
respondcnts' most siznificant concern ‘‘ith existing banking practices: 
information about debt financing experience: 
concerns about banks: 
bank services: 
bankruptcy experiences: 
bank activity: 
spacc for further comments. 

Of  the 10313 responses, 7,053 respondents indicated their firm had sought a line of credit, an increase in 
a line of credit, or a terni loan from a financial institution since 1991. As in the  two previous surveys, small 
businesses in the  agriculture  sector were excluded. A total of 2,185 respondents reported having soug,_ht a term 
loan since 1991: 2.396 had soueht to establish a new line of credit: and 1,741 had applied to increase the limits 
on existinc, lines of credit. 

Haines & Riding: 
Lending Priorities and SMEs: Empirical Findings from Survey Data 



Your Business 
1) Where is your firm located? (Circle one) 

1. Small town or rural area (up to 10,000 	3. City (100,001 to 500,000 people) 
people) 	 4. Large city (more than 500,000 people) 

2. Small city (10,001 to 100,000 people) 

2) Hoy,'  long have you owned your present business? (If less than one year, please round off to one year) 

	  years 

3) How, on average, have your gzoss sales revenues changed over the past three years? (Circle one) 

1. Declined (more than 5%) 	 3. Grew (6 to 20%) 
2. No change (-5% to +5%Y 	 4. Grew rapidly (more than 20%) 

4) Is (are) the principal owner(s)/operator(s) of this business: (Circle one) 

1. Male 	 2. Female 	 3. Male/Female equal partners 

5) Please evaluate the extent to which your firrn  's final product/service is "lowtech", "medium tech" or "high 
tech". (A rating of"low tech" means that your final product has little orno technology component, "medium 
tech" means there is a moderate amount and "high tech" means the final product is exclusively high tech.) 
(Circle one) 

1. Low tech 

6) Please indicate below the extent to which your firm employs high technology to produce its  final  products 
or to provide its services. (A rating of "low tech" means th.at your firm uses little or no high technology at 
all in production, "medium tech" means tha.t it uses a moderate amount ofhigh technology and "high tech" 
means that you use only high technology in production.) (Circle one) 
1. Low tech 	 2. Medium tech 	 3. High tech 

12 

13 

2. Medium tech 	 3. High tech 

IS 

10-11 

The CF1B Banking Survey is a very important tool. Your responses to this questionnaire will provide us with 
valuable data needed to act on your behalf. As is our rule, the information you provide will remain confidential. 

Please put your Member I.D. No. here 	 ' ' 	 ' 	 1-8 

This Member I.D. No. can be found in the bottom right-hand  corner  of your Mandate Ballot. 
Example: 00064509 

Instructions: Please circle ans' wer as shown° 

CF113 Banking Survey 
CANADIAN FEDERATION OF 
INIZI•PRNCIENT •LO•IN•13111 

M-SV0047-9402(169) 
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Priority Banking Concern 
Which one of the following represents your most significant concern with existing banldng practices? 
(Circle one) 

1. Collateral requirements 
2. Interest rates changed 
3. Fair terms and conditions of credit 
4. Fees/service charges 
5. Competence of account manager 
6. Speed of processing loan application 

7. Terms of the loan 
8. Bank's willingness to provide financing 
9. Reporting requirements imposed by bank 

10. Other (Please specify) 	  

Debt Financing Experience 
In this section, please provide details about your most recent application for credit from a financial institution. Most 
often, such credit takes the form of a term loan, a line of credit or an increase in an existing line of c redit. We define 
these as follows: 
Line of credit: A line of credit is a loan of variable size which is usually made to finance day-to-day operations. 
Term Loan: A fixed term loan is usually a lump-sum and is expected to be paid either as a lump-sum with interest 
after a specified period of time or in periodic installments over a specified period of time. 

8) Has your firm sought a line of credit. an  increase in a line of credit or a term loan from a financial institution 
since 1991? (Circle one) 
1. Yes 	 2. No (Go to Q.25) 

9) When was the last time you applied for a line of credit, an increase in a line of credit or a term loan? 
Month 	 Year  	 21 

10) For which type of credit did you most recently apply? (Circle one) 
1. Term loan 	 2. Line of credit 	 3. Increase in line of credit 

11) From which of the following financial institutions did you seek the form of credit you desired? (Circle one) 
1. Credit union, caisse populaire,  co-op (Please 	7. National Bank of Canada 

specify)  	8. Other chartered bank (Please specify) 
2. Canadian Imperial Bank of Commerce 
3. Bank of Nova Scotia 	 9. Trust/finance company (Please specify) 
4. Bank of Montreal 
5. Royal Bank of Canada 	 10. Other (Please specify) 	  
6. Toronto-Dominion Bank 

12) What is the amount of creciit you applied for? 

13) Was your application accepted or rejected by the financial institution? (Circle one) 
1. The application was accepted 	 4. The application was rejected outright 
2. No decision has yet been reached 	 (Go to Q. 21) 
3. The application was accepted in a modified 

form 

14) If your application was accepted, what is the final amount of credit the fmancial institution was willing to 
approve? 

15) What is the final rate of interest the fmancial institution was willing to charge? 

Interest rate = Prime rate + 	percentage points above prime 

2.32 

34-t2 
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16) What is the approxirnate value  of the  collateral the financial institution finally required to secure the credit? 

86-54 

17) Please indicate below which of the following business assets were demanded as collateral and which of 
these were available as collateral at the time of the application for credit. (Circle one answer for "demand" 
and one answer for "available" for each business asset.) 

Demanded as Collateral 	Available as Collateral 

Business Assets 	 Yes - 	No 	Yes 	No 

A. Accounts receivable 	 1 	 2 	1 	 1  •— 	55 63 

B. Inventory 	 1 	 / 	1 	 2 

C. Automobile 	 1 	 2 	1 	 2 	57 65 

c 

D. Office equipment 	 1 	 1 	 1 	 n 
.— 	58 6C 

E. Machinery 	 1 	 2 	1 	 2 

F. Real estate 	 1 	 2 	1 	 2 	60 6/3 

G. Bonds and securities 	 1 	 / 	1 	 2 	61 69 

H. Other (Please specify)  	1 	 1 	1 	 2 	62 70 

18) Please indicate below which of the following personal assets were demanded as collateral and which of 
these were available as collateral at the time of the application for credit. (Circle one answer for "demand" 
and one answer for "available" for each personal asset.) 

Demanded as Collateral 	Available as Collateral 

Personal Assets 	 Yes 	No 	Yes 	No 

A. Automobile 	 1 	 / 	1 	 2 	71 77 

B. Real estate 	 1 	 / 	1 	 2 	72 78 

C. Bonds and securities 	 1 	 2 	1 	 2 	73 79 

D. Other personal g,uarantees 	 1 	 2 	1 	 2 	78 183 

E. Personal guarantees of family, associates, etc. 1 	 2 	1 	 2 	75 81 

F. Other (Please specify)  	1 	2 	1 	 2 	76 82 

19) Did the financial institution require changes to your normal management/operating procedures as a 
condition of the loan? (Circle one) 

1. Yes (Please specify)  	2. No 

20) Please indicate if you were satisfied with the following: (Circle one for each) 
Satisfied Dissatisfied No opinion 

A. Size ofloan 	 1 	2 	 3 	. 

B. Terms ofloan (interest, collateral, timeframe) 	1 	2 	 3 	as 

C. Banker's handling of application 

	

	 1 	2 	 3 	. 

Please go to Question 23 



21) If your application was rejected, did you negotiate with the financial institution for a reconsideration? 
(Circle one) 
1. Yes 	 2. No 	 3. Renegotiation not permitted by bank 	8,  

22) What was the primary,' reason the financial institution gave for the tum down? (Circle one) 

1. Too new in business 	 6. Environmental risk 
2. Too much outstanding debt 	 7. No reason given 
3. Insufficient equity 	 8. Other (Please specify) 	  
4. Poor industry conditions 
5. Firm's geographic or neighbourhood 

location 

23) Has your business ever gone over the limit of its line of credit within the past three years? (Circle one) 
L Yes 	 2. No 

24) Has your business ever been unable to pay back-  any previous business loans on time within the past three 
years? (Circle one) 
1. Yes 	 2. No 9C 

Y-our Bank 
25) What financial institution does your firm use for most of its business banking? (Circle one) 

1. Credit union, caisse populaire, co-op 	 7. National Bank of Canada 
(Please specify)  	8. Other chartered bank (Please specify) 

2. Canadian Imperial Bank of Cornmerce 
3. Bank of Nova Scotia 
4. Bank of Montreal 
5. Royal Bank of Canada 
6. Toronto-Dominion Bank 

9 

9. Trust/finance company (Please specify) 

10. Other (Please specify) 	  

92 

.9 

9.4 

95 

1 

1 

Bank Services 
26a) Some banks have made movès to freeze or reduce some service charges for their customers. In the past 

year ,  has your fu-rn experienced a freeze or reduction in the cost of bank service charges? (Circle one) 
L Yes 	 2. No (Go to Q.26c) 	3. Don't blow (Go to Q.27) 

26b) If your firm has experienced the effects of a freeze or reduction in bank service charges  over  the  past year, 
what has been the net cost of the same services for your firm? (Circle one) 
1. The same 	 3. Not applicable, using different range of 
2. Lower 	 services 

4. Don't blow 
26c) If your firm has not experienced the effects of a freeze or reduction in bank service charges over the past 

year, what has been the net cost of the same services for your firm? (Circle one) . 

3. Not applicable, using different range of 
services 

4. Don't know 

27) Are you satisfied with the value for money spent by your business on bank service charges? (Circle one) 
1. Yes 	 2. No 	 3. Undecided 

28) Do you, your spouse or family members use your business bank for personal banlcing services (e.g. 
personal loan, car loan/lease, credit cards, RRSP, mortgages, etc.)? (Circle one) 
1. Yes 	 2. No 	 3. Not applicable 

1. Higher 
2. The same 
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Bankruptcy 
29) Has your business been involved in an insolvency, bankruptcy or receivership in the past year? (Circle 

one) 
1. Yes, as a creditor 	2. Yes, as a business 	3. No 9 7 .98 

Bank Activity 
30a) In the past year, has your bank(er) engaged in any  of the  following with respect to your business account? 

(Circle one for each) 
Yes 	No 

A. Requested the your business pledge more collateral to back up loan(s) 	1 	2 	. 

B. Lowered your firm's line of credit 	 1 	/ ,. 	to. 

C. Asked you to provide more personal guarantees or collateral 	 1 	2 

D. Required a consultant's investigation or report of your operations 	 1 	1  ... 

E. Required that you commit more equity to your firm 	 1 	2 	MI 

F. Exercised control over your firm's payables 	 1 	2 

G. Called your loan 	 1 	2 	105 

H. Renegotiated the entire financing package 	 1 	/ 	106 

I. Required more frequent financial reporting 	 1 	2 	107 

J. Cut back on inventory fmancing 	 1 	2 	108 

K. Cut back on receivables financing 	 1 	1 	 109 

L. Other (Please specify)  	1 	1 	tio 

30b) If yes to any part above, what caused the action to be taken by the bank? (Circle as many as apply) 

1. Sales less than expected 
2. Expenditures more than expected 
3. Value of collateral declined 
4. Arbitrary decision by the bank 
5. Exceeded credit limit 
6. Sector/region viewed as risky by bank 

7. Financial statements unacceptable to bank 
8. Too much outstanding debt 
9. Other (Please specify) 	  

111.119 

30c) How was the notice or explanation of the bank action(s) handled? (Circle one for each) 
Yes 	No 	Don't ICnow 

A. Fully explained 	 1 	2 	3 	le 

B. Done with reasonable notice beforehand 	 1 	2 	3 	121 

C. Fair, in view of the reasons given 	 1 	2 	3 	122 

D. Other (Please specify)  	1 	2 	3 	,zo 

30d) What has been the impact of the bank's action(s) on your firm? (Circle as many as apply) 

1. Firrn benefited from action(s) 
2. Finn has cut back on employment 
3. Firm has cut back on operations 
4. Firm has cut back on investments 

5. No pandcular effect 
6. Other (Please specify) 	  

126•129 



G. Restrictions on lending 1 	2 	3 

Bank Performance 
31) Please inciicate how the following characteristics of yOur firm's financial institution have changed over 

the last 3 yeats. (Circle one for each) 

Better No Change Worse 
A. Accountability of account  manager 	 1 	1 	3 	. 

B. Reliable source of credit 	 1 	1  .. 	3 

C. Knows you and your business 	 1 	2 	3 	132 

D. Knows your industry 	 1 	2 	3 
133 

E. Provides helpful business advice 	 1 	1 	3 

F. Services offered (value for money) 	 1 	2 	3 	,. 

G. Capability of staffipersonnel 	 1 	2 	3 	. 

IL Continuity of account manager 	 1 	1 	3 	, 

I. Requires fair and reasonable terms and conditions for loans 	1 	2 	3 	138 

J. Requires reasonable reporting documentation 	 1 	2 	3 	135 

K Requires reasonable amount of collateral 	 1 	1 	3 	140 

L. Branch can handle loan requests without going to a hider level 
for approval 	 1 	2 	3 	141 

Me Bank's understanding of your business plan and financial 
statements 	 1 	/ 	3 	142 

N. Bank's understanding of cash flow lending 	 1 	2 	3 	143 

32) Durin2 the last 3 years, how many different account  managers have you dealt with at your fmn 's principal 
financial institution? (Circle one) 

1. One 	 2. Two 	 3. Three 	4. Four or more 

33) Durinz the past 12 months, how would you describe your financial institution's approach to your 
business? (Circle one) 

1. Supportive 
2. Neutral 
3. Harmful 

4. Other (Please specify) 	  

145 
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MULTIVARIATE ESTIMATION OF FACTORS IN LOAN TURNDOWNS: 
AN OVERVIEW OF LOGISTIC REGRESSION AND FINDINGS 
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MULTIVARIATE ESTIMATION OF FACTORS IN LOAN TURNDOWNS: 
AN OVERVIEW OF LOGISTIC REGRESSION AND FINDINGS 

The Logistic Regression Technique 

The primary analytical technique employed in this aspect of the  study is that of stepwise logistic 
rectression. 9  The general form of the logistic model is: 	• 

E{ yin } = enx)  /  (]±e 1 ) 

The left hand term  ma  y be regarded as the probability of a loan turndown given a series of fi rm-specific 
characteristics denoted by the vector  {X}.  'These characteristics include measures of such attributes as firrn size, 
risk, credit ratings. etc. The right hand term is based on observations of fins that have either been turned dam) 
or not: A large value of efix}  yields a value of E{y/n} of close to 1.0 (e.g., turned down). A small value of enx)  
results in E{y/n} of close to zero (e.g.. not turned down). The f{X}.. then, represent those corporate 
characteristics that best discriminate between actual historical loan turndowns and actual loan acceptances. 

Here: v is the predicted number of turndowns in a sarnple of n cases. 
E {yin} is the predicted proportion of loan turndowns, and, 
f{X} is a linear model of the form ao  + a i X t  +a2X2  +a3X3  +... in which the X variables are 
properties of the firrn (e.g., firm size. etc.) and the a are pararneters that are estimated in a 
regression-like fashion and that arc related to the weight that each factor contributes to the 
likelihood of a turndown. 

The concept is to estimate the parameters {a,} of a linear model that will predict the proportion of 
rejections for combinations of values of a set of independent variables, {X}, in the above equation. In essence. 
this approach parallels the credit scoring systems used by banks but in this instance is based on combined data 
from actual turndowns and approvals. o 

L. EnP,elman, "Stepwise Logistic Regession", pages 330-344, in W.J. Dixon, Chief Editor, BMDP Statistical Soh-ware, 
University of Californ ia Press, Berkeley, 1985. 

S.J. Press, and S. Wilson, "Choosing Between Logistic Regression and Discriminant Analysis", Journal of the 
American Statistical Association, V. 73, No. 364, December, 1978, pages 699-705.. In their comparison of statistical 
discrimination techniques, Press and Wilson state: 

"lt is unlikely that [multiple discriminant analysis and logistic regression] 
will give markedly different results, or yield substantially different linear 
functions unless there is a large proportion of observations whose X-values 
lie in regions of the factor space with linear logistic response probabilities 
near zero or one.'' 

Since it is true in the present data that there are observations whose values do lie in regions of the factor space (that 
is, f(X} near zero), Press and Wilson's recommendation that maximum likelihood logistic regression be employed 
was followed. 
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This is considered an improvement on previous approaches to the analysis of loan turndowns for several 
reasons. First, logistic regression is a multivariate technique which permits the identification of sets of va.nables 
which_ in linc,ar combination, arc statistically associated with the probability of membership in one of twp 
mutually exclusive categories: loan turn down or not. Second, the use of this approach improves on the type of 
approach which anempts to relate loan turndown rates to individual (wiivariate) attributes of the sample. Third, 
because the statistical assumptions which underly logistic regression admits both continuous and categorical 
variables , the use of this technique is likely to be less subject to concerns over  the  assumptions than would 
discriminant analysis. Finally, logistic regression is more easily interpreted than discriminant analysis. 

Loan Turndowns: Potential Explanatory Variables 

The logistic regression function forecasts the probability of a loan turndown given the right hand sidc 
variables, variables that rneasure the "5 C's" that lie behind credit decisions. 

The following variables were available from the CFIB data as possible candidates for explanatory 
variables in the logistic regression. Selection of these candidate variables was based on attempts to measure 
empirically the risk concepts inherent in the "5 C's". For example, industrial sector and provincial jurisdiction are 
measures of "Conditions," size measures capacity. etc. Each measure, taken alone is arguably irnperfect. 
However, when considered as a group  the'  present a reasonable simulation of the factors frequently used in credit 
scoring systems. The variables are: 

Industrial sector. Following from the work of Thornton, who found that the likelihood 
of firms in the manufactwing industry being turned down svas different from that for 
non-manufacturing firms, X I  was set equal to 1 if the firm was in the manufacturing 
sector, and to 0 if not. 

X: 	The CFEB survey allowed for nine categories of gross sales, a mrasure of firm size. 
For the purposes of logistic regression, gross sales was treated as a pseudo-continuous 
variable by employing the median of each category of gross sales as values for X: . 

X3 	As a alternative measure of firm siz,e and capacity to repay a loan, X3 was  a continuous 
variable which represented the number of employees reported by each firm. The total 
number of employees was reduced by one-half the number of pan-time employees to 
provide a cross-sectionally consistent me,asure of each firm's Nvorldorce. In the 1994 
sui-vey, this was coded into seven categories (0-4, 5-9, 10-14, 15-19, 20-49, 50-99, 
>100). 

The age of the firni was a continuous variable ‘vhich, to some extent,  mas'  be viewed as 
one of several proxies for firm risk and character. 

It should be noted that several analyses were re-run using multiple discriminant analysis as an experiment. 
Generally, the results identified the same variables as significant, but had no predictive power. Typically, the 
multiple discriminant analysis results place all observations in the "approve" category, 
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X5 .X„.X7 
These variables were used as categorical variables to denote the location of the fimi. 
X5 took on the value of 1 if the firrn was located in a rural area, and zero if not. 
Likewise.  X6 and X7 were set to values of 1 if the firms were located in a small citv or a 
medium city, respectively, and zero if not. 

Xs,X9  These variables were also used as categorical variables to denote the nature of the rates 
of sales growth for the sample firms, another measure of capaciry. Variable XF was 
assigned the value of 1 if gross sales had declined more than 5% annually, and a value 
of zero otheruise. Similarly.  X9 was assigned the value of I if the sales growth was 
stable. Thus. firms with growing sales were assigned values of zero for both X4  and 
Xo. No fin-ther distinction was made between firms experiencing different rates of sales 
growth. 

Xio 	Question 24 of the 1987 CFIB survey asked businesses owners if their firm "had experienced 
market or financial difficulties" in the past three years. A value of X 10=1 was assigned for 
those firms which responded affirmatively to this question. For firms which responded "no" to 
this question, X 10=0. Firrns which did not respond to this quested were treated as missing data 
and excluded from the analysis. [1987 questionnaire] 

X11 	Has your business been involved in an insolvency, bankruptcy, or receivership in the past year 
as a creditor? (1 if yes, 0 if no) [1994 questionnaire] 

X 12 	Has your business been involved in an insolvency, banlo-uptcy, or receivership in the 
past year as a business? (11f  yes, 0 if no) [1994 questionnaire] 

X1.3 	Set equal to 1 if firrn is located in Ontario, zero otherwise. [1994 questionnaire] 

Set equal to I if respondent, spouse, or family members use your business bank for 
personal banking services, zero if otherwise. [1994 questionnaire] 

X15 	During the past three years, the number of different account managers at your firm's 
principal financial institution? [1994 questionnaire] 

X ic, 	Have 'ou  ever gone over the limit of your line of credit? (1 if . 'es. 1 if no) [1990 
questionnaire] 

X17 	Have you ever been unable to pay back any previous business loans on time? (1 if yes, 
0 if no) [1990 questionnaire] 

Xls 	Have your sales grown at +6 to +20% over the past three years? [A new category in 
1990 and 1994, 1 if yes, 0 if no; thus businesses with sales growth of over 20% were 
assigned a zero on X8 .  X9, and X 18]. 
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X19 	Set equal to 1 if firm is located in Newfoundland, zero otherwise.  11994 questionnaire] 

X20•X:-. 1• 

X2:X , "; 

These variables indicate the line of business of  the  loan applicant. If the business is in 
the construction, wholesaling, hospitality and tourism, and business services line of 
business respectively, the variable was set equal to one; zero othenvise. 11994 
questionnaire] 

X24 	Set equal to 1 if firm is located in the Northwest Territories, zero otherwise. [1994 
questionnaire] 

X2:-; 	Gender of principal owner(s)/operator(s) of the business. (1= female. 0 otherwise) 
11990 and 1994 questionnaire] 

X2b 	Set equal to 1 if firm is located in New Brunswick, 0 if othemise. [1994 questionnaire] 

X27 	Set equal to 1 if firm is in the service sector, 0 otherwise. [1990 questionnaire] 

Logistic Regression: Ovcrview of Findings 

The empirical findint,rs regarding determinants of each of temi loan decisions, new line of credit 
decisions, and decisions about applications to increase lines of credit are reported as follows. 

The decision model estimated on the basis of the 1987 CFLB survey data is first reported. Next, that 
particular model  is tested by then re-estimating it (replications) using 1990 and then 1994 data. New decision 
malnng models are then estimated based on 1990 and 1994 data. This sequence of estimation are carried out to 
determine how, if at all, lending decision-making had changed over the 1987-1994 period. 

The determinants impacting lending decisions are reported below in general terms for e,ach of the three 
types of loan applications: term loans, line of credit increases, and new lines of credit. The statistical details are 
summarized in Table 4. 

Determinants of Term Loan Decisions 

(a) Estimation Based on 1987 Data. 	Stepwise estimation of the logistic regression based on the 
entire 1987 data set of 1,034 term loan decisions (including 80 turndowns) 'yielded the finding that, the 
probability of being turned down for a term loan is higher, other things being equal, for non-manufacturing 
firrns, firms located in other than rural areas, and for firms which had experienced market or fmancial 
difficulty within the previous three years. Each of these variables was entered into the equation at a nominal 
significance level of ten percent or less. The overall logistic regression relationship, according to goodness-of-fit 
Chi-square statistics, was found to be a good fit to the data. 
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In ordcr to examine the robustaiess of titis rcsult and to investigate the predictive power of the model. the 
logistic regression was re-estimated based on a subsct of the original data. This subsct NUS generated bv selecting 
randomlv approximately 40 percent of the original 1.034 cases to serve as a "holdout" sarnple. Based on the 
remaining 544 cases (includes 51 turndowns) without missing data, the coefficients estimated on the basis of the 
reduced data set did not differ to a statistically significant extent from the original estimates. Thus the logistic 
regression model is not sample-dependcnt. 

The inclusion of the manufacturing dummy variable is consistent with the asset basis of terni loan 
financing. A history of financial distress is also an intuitively appcaling detemunant of 'enduit!. decisions. 
Clearlv, a firm which has few pledgeable assets and which has a history of market or fi nancial difficulties is not a 
good candidate for terni lending. The inclusion of the dummy variable representing a rural location is also 
interesting bccausc this variable ma y have several possible interpretations. 

(h)  Repheation of 1987 7er171 LOC117 Rendis Wilh 1990 Data. The model \vas re-estimated using the 
1990 data set, basez' on 563 observations (38 of which arc tunidowns). None of the coefficients were 
significant. 

(c:,) Replication of 1987 Terin LOC717 Results with 1994 Data. The model was rc-estimated using the 
1994 data set. It vas  found that  the  manufacturing variable was highly significant, indicating (as it did for 
1987) that other things being equal, the probability of being turned down for a term loan is higher for non-
manufacturing firms. This is consistent with the 1987 data set. The other variables were not significant. 

(d) Estimating the Probc-tbility of Terni LOCP7Turndowns : 1990 Data. Stepwise estimation of the 
logistic rerrression on the entire data set of 557 term loan decisions (including 38 turndowns) yielded the result 
that the probability of being turned down for a term loan is higher for firms that have experienced a sales 
decline, and is higher for firrns that have experienced a sales growth of between +6% to +20% over the 
past three years. 

(e) Estimating the 1-4robabihty  of  Term Locm Tumdowns : 1994 Data: Stepwise estimation of the 
log-istic reeession on the entire data set of 1.930 term loan decisions (including 260 tumdowns) :yielded the result 
that the probability of being turned down for a term loan is higher, other things being equal, for non-
manufacturing firms, for small firms, for firms that have experienced a sales decline, for firms located in 
Ontario, for firms that do not do personal banking at their business bank, and for those firms that have 
dealt with the highest number of account managers over the past three years. 

The overall logistic rezression relationship, according to goodness-of-fit Chi-square statistics, was found 
to be a good fit to  the data. Each of the variables above was entered in the equation at a nominal significance 
level of ten percent or less. 

Determinants of Line of Credit Increase Decisions 

(a) Probability of Turndowns of Line of Credit Increases : 1987 Data. The entire sample of 587 
outcomes (67 turndowns) of requests for line of credit increases was used to estimate the logistic regression 
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model. According to this finding, the probability of being turned down for an increased line of credit is 
highest, other things being equal, for fi rms which experienced financial or market distress in the previous 
three years and for firms with declining sales. Firms which have experienced distress and vvhich exhibit 
stable sales are the second-worst case. 

The overall logistic regression relationship, according to goodness-of-fit Chi-square statistics. Nvas found 
to be a good fit to the data. 

Ln ordcr to examine the robustness of the results and to investigate the predictive power of the logistic 
regression model was re-estimated, bascx1 on a randomly-generated subset of approximately 60 percent of the 
original data. Thus, based on a subset of 381 cases (41 of which were turndowns). the coefficients estimated on 
the basis of the reduced data set did not differ to a statistically significant extent from  the  estimates in (7). In 
addition. the Chi-square goodness-of-fit test statistics were also found to be significant at the 10 percent level and 
it is clear that the logistic regression model was not sample-dependent. 

(b.) Replicating the 1987 Results . for Line of Credit Increases with 1990 Data. The model was re-
estimated ■vith the 1990 data. There were 607 cases iricludecl in this analysis.  The  results were that the signs of 
the sales-growth and sales-stable coefficients were correct, but the coefficients are not statistically significant. 
The coefficients of X 16 and X 17  have counterintuitive signs, and arc also not statistically significant. 

(c) Replicating the 1987 Results .for Line of Credit Increases with the 1994 Data. The model was re-
estimated with 1994 data. There were 1,741 cases included in the analysis, of these, 257 .were turndowns of 
applications for line of credit increases. The coefficients on the sales-growth and bankruptcy involvement 
variables had the expected signs and were sig,nificant beyond the 10 percent level of type 1 errors. The 
coefficients on other variables were are non-sig,nificant. 

(d) Estimating the Probability of Titnidowns of Line of Credit Increases : 1990 Data. When the entire 
sample of 590 outcomes (46 turndowns) in 1990 of requests for line of credit increases was used to estimate a 
logistic regression model, it wefound that the probability of being turned down for a line of credit increase is 
higher for manufacturers and for firms in the service sector, is lower for older firms, and for firms with an 
intermediate rate of growth (+6% to +20%). 

(e) Estimating the Probability of Turndowns of Line of Credit Increases : 1994 Data. The entire 
sample of 1,661 outcomes (236 turndowns) of requests for line of credit increases WaS used to estimate a logistic 
regression model. The results suggest that the probability of being turned down for an increased line of 
credit is highest, other things being equal, for firms located in Ontario and Newfoundland. On the other 
hand, firms in the construction, wholesaling, and hospitality business are less likely to be turned down for 
an increase in their line of credit, as is the case where personal banking is done at the sanie bank. A 
previous history of business bankruptcy increases the likelihood of being turned down for an increase in the 
line of credit; an increased number of account managers also increases the likelihood of being turned down 
for an increase in the line of credit. Older businesses are less likely to have their application for an 
increased line of credit approved (a counterintuitive result), and finally, a history of sales decline means the 
business is more likely to have its application for an increase line of credit denied. The large number of 
variables are all significant at and beyond the five percent level. The overall logistic regression relationship, 
according to goodness-of-fit Chi-square statistics, was found to be a good fit to the data. 
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Determinants of Term Loan Decisions on New Lines of Credit 

(a) Probability ofTurndowns ofNew Lines of Credit: 1987 Data. The logistic regression model for the 
probability of turndowns for new lines of credit requests was first estimated usine the entire data set of 409 cases. 
which included 60 incidences of turndowns. According to the findings, the probability of being turned down 
for a new line of credit depends only on whether or not the firm has experienced financial or market 
distress during the previous three years. Other things being equal, the probability of being turned down 
for a new line of credit is estimated to be 8.5 percent, unless the firm has experienced distress during the 
previous three-year period,  in which case the probability of being turned down rises to 25.3 percent. The 
distress variable was significant at ex-tremely small p-values. 

In the manner of previous analyses , the logistic reeression model was re-estimated using a subset of 
approximately 60 percent of the  data, chosen randomly. Based on a subset of 281 cases (29 turndowns), the 
distress variable was  the  only discriminating variable. Based on the subset of data,  the probability of a turndown 
rose from 5.6 percent to 21 .3 percent for fi rms with a recent history of financial distress. Azain, it is clear that 
the logistic regression model was not sample-dependent. 

(h) Replicating the 1987 Results for New Line of Credit Applications with the 1990 Data. The model 
was re-estimated with the 1990 data. There were 591 cases included in this analysis: 43 of thesc cases were 
turndowns. None of the coefficients were significant. 

(c) Replicating the 1987 Result for New Lines of Credit Applications with the 1994 Data. The model 
was re-estimated aeain with the 1994 data  There were 2,396 cases includexl in the analysis; 370 of these cases 
were turndowns on new line of credit applications. The results were that the coefficients of the distress variables 
were significant at the 10 percent level of type I errors. 

(d,) Estimating the Probability of Turndowns of New Lines of Credit : 1990 Data. When the entire 
sample of 581 outcomes (42 turndowns) of requests for new lines of credit was used to estimate a loeistie 
rearession. no sienificant explanatory variables were found. 

(e) Estimating the Probabihty ofTurnelowns ofNew Lines of Credit : 1994 Data. The entire sample of 
2.113 outcomes (324 turndowns) of applications for a new line of credit was used to estimate a loaistic reeression 
model. The results imply that the probability  of being turned down for a neve line of credit is highest, other 
things being equal, for firms located in New Brunswick and the Northwest Territories and for fi rms in the 
business services sector. As in the case of turndowns of line of credit increases, when personal banking is 
clone at the sanie  bank as is making a decision on a new line of credit, the lilcelihood of the application being 
turned clown is lower. A business that has experienced business bankruptcy in the last year is more likely 
to be turned dovvn, while a business that has survived bankniptcy of a creditor in the last year is more 
likely to be granted a new line of credit. The larger the number of account managers the business has had 
to deal with over the last three years, the higher the likelihood of a turndown on the new line of credit 
application. The larger the firm, and the older the firm, the less likely the application for a new line of 
credit is to be turned down. A sales decline is also associated with a higher li!zelihood of a turndown. 
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Finally, and notable given previous research, if the principal owners/operators are female, the application 
for a new line of credit is more likely to be turned down. 

The logistic regressions were rerun separately for each bank to see if the source of the gender effect 
could be attributed to any bank or banks. These results indicate that the gender effect is due to the actions of 
credit unions, caisse populaires, and co-ops. Gender effects were not sieificant for any of the "big 6" 
banks. 

A Note on Financial Distress 

Common to almost all predictive models of loan turndowns was a corporate distress variable. This 
variable was seen to dominate all three logistic regression models in 1987. Small business.,..; which reported 
"market or financial difficulties" during the previous three 'e.ars were by no me‘-uis a rarity. Of the 3,139 
respondents to  the  survey who answered this question, 937 (almost 30 percent) replied they had encowitered such 
difficulties. 

The data from the 1987 CFIB survey does not allow for very much figther specification of the nature of 
"market or financial daculties". It is not surprising the distress response is siznificantly correlated with  the  rate 
of sales growth. Of the 269 firms which reported declining sales, 61 percent also reported "market or financial 
difficulties". By comparison. only 23 percent of the 2.041 firms experiencing increasing sales reported 
difficulties. However, of the 561 firms reporting sales growth rates of more than 20 percent per year. 144 firms. 
or 26 percent. reported difficulties. Of this latter group. one may speculate that the reported difficulties are 
artruablv related to the financial requirements resulting from increased levels of working capital typically 
associate with rapid expansion of sales. 

The nature of the distress concept rneasurement changed in the 1990 survey. Two questions were asked: 
"Have \ .ou ever gone over the limit of your line of credit?" (X16) and "Have you ever been unable to pay back  any 

previous business loans on tüte?" (X 1 7). It can be seen that neither of these questions are ever significant 
explanaton: variables in loan turndowns. It seems quite clear that these questions are inadequate measures of the 
dis-tress concept. 

Fortunately, the distress concept measurement changed again in the 1994 survey. Again two questions 
were asked: "Has your business been involved in an insolvency, banlauptcy or receivership in the past year as a 
creditor?" (X 11 ) and "Has your business been involved in an insolvency, banlŒuptcy, or receivership in the past 
year as a business?" (X 12). While neither of these variables arc able to significantly explain variation in term loan 
turndowns.  X12 is significant in estimating the probability of turndowns in line of credit increases in 1994, and 
both variables are significant in es-timattng the probability of turndowns of new lines of credit applications in 
1994. It is clear that the fact that more precise questions were asked in 1994 than in 1990, helped clarify the 
issues. 
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APPENDIX C 

MULTIVARIATE REGRESSION ESTIMATIONS OF DETERIVIINANTS OF 
INTEREST RATES ON TERM LOANS, NEW LINES OF CREDIT, AND 

LINE OF CREDIT INCREASES 
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MULTI VARIATE REGRESSION ESTIMATIONS OF DETERN1INANTS OF 
INTEREST RATES ON TERM LOANS, NEW LINES OF CREDIT, AND 

LINE OF CREDIT INCREASES 

Term Loans 

(7) 1990 Data. Of all thc candidate variable used here, only two variables were found to be correlated with 
interest rates on term loans accordine to  the 1990 CFIB survey data: both were variables that denoted the 
location of the respondent. It was found that if the respondent was located in the province of Nova Scotia, 
rates Were. on average, 42 basis points higher than the base case and if the respondent was located in the 
Province of Quebec, rates were, on average, 99 basis points lower than the base case. 

The zoodness of fit measure for this regression was not particularly strong. even thouzli both variables 
were siEnifi :arit at the 5 percent level. It is concluded that most firm-specific factors had little impact on rates on 
terni  loans. 

till 1994 Data. The findings of analysis based on 1994 data were found to bc more simificant. more intuitively 
appealine, and more revealing. First, average interest rates varied by location: 

interest rates were, on average, sig,nificantly higher in the Northwe,st Territories 
and Prince Edvvard Island; 
interest rates were, on average, sig,nificantly lower in Saskatchewan, Alberta, and 
Ontario. 

Rates varied by industry, being higher in the Finance/Insurance/Real Estate and Construction sectors. In 
this reeard, it should be noted that the industry sector in which most loan defaults were reported in the 1994 CFIB 
sui-vey was the Construction sector. Finally, the size of the firm (as measured by the number of employees)  as 

 stronelv correlated with the level of interest. 

New Lines of Credit 

(7) 1990 Data. The size of the firrn (as measured by both number of employees and the size of the loan facility) 
were found to be strongly correlated with interest rates on new lines of credit based on 1990 data. For both 
variables, larecr firms paid lower rates of interest. Moreover. firms in Manitoba paid lower rates (on average) 
while finns in Alberta paid higher interest rates. Firms in the Finance/Insurance/Real Estate sector also paid a 
premium as did firms whose products were deemed -hieh tech". 

(ii)  1994 Data. Analysis based on 1994 data showed some consistency with those based on 1990 data. Rates 
were again found to decrease for larger firms, with size being measured by both number of employees and size of 
loan facility. In addition, however, firms located in Prince Edward Island and Nova Scotia paid, on average, 
significant premia (1.1 and 0.47 percent_ respectiveM. Firms in the hospitality industry also paid a premium that 
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averaued 27 basis points. Older firms (aue of firm beinu one way to measure "character") paid lower rates and 
firms that had successfully survived previous firhancial distress also paid less. The latter findnili is one that does 
give pause for thought. Pie premium identi fi es for "high tech" firms in thc 1990 data vas no longer siznificant 
based on 1994 data. 

Applications for Increases in Lines of Credit 

(7) 1990 Data. Two factors were found to be statistically associated with interest rates charaed on applications 
for increased lines of credit accordinu to 1990 data. Auain, the size of the firm (numbcr of employees) and the 
level of interest rates were inversely correlated. In addition. firms that had a history of default paid a sionific2uit 
premium over the base rate. 

(11) 1994 Data. Size was found to bc inversely correlated with interest rates where size was aszain measured 
the size of the loan facility,  and the number of employees. Firms in the hospitality, construction , and retail sectors 
paid a premium of approximately 30 basis points. Interestirmly, women business owners, other thinus beinu 
equal. faced an interest rate that averauecl 15 basis points below male counterparts. 

Haines & Riding: 
Lending Priorities and SMEs: Empirical Findings from Survey Data 



APPENDIX D 

TYING IT TOGETHER: A SIMULTANEOUS EQUATIONS MODEL OF LENDING TO SMES 
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TYING IT TOGETHER: A SIMULTANEOUS EQUATIONS NIODEL OF LENDING TO SNIES 

This section of the study presents a comprehensive model of the cross-sectional supply-demand conditions 
for lines of credit. It employs data from the 1994 surrey only. 

The first dependent variable is  the  quantity of lending, as measured by  the  responses to the 
question: 

"If your application vas  accepted. what is  the final amount of credit the financial 
institution was willing to approve? $ 	 

The second dependent variable is the price of borrowing, as measured by responses to the question: 

"What is the final rate of interest the financial institution was willing to charge? Interest 
rate = Prime rate + 	percentage points above prime." 

The way the above price question is asked deserves comment. It can be seen that if the respondent 
Nvas  tIettinti the loan at prime, it would bc as natural to leave  the answcr blank as to fill in a "0 -  value. 
Therefore. the analysis hcrc is conducted two was to allow for both possibilities.  The  first analysis 
(summarized by  the  results in Table 13) presumes all non-respondents to this question. when a re.sponcient 
indicated thc-it they had a line of credit ,  received an interest rate at prime. The alternative analysis 
(summarized in Table 14) simply removes the non-respondents data from the sample. 

Step 1: Ordinary Least Squares Estimation 

The first  stage  of the analysis was to model determinants of quantity of lending and the pricc of 
borrowinti by means of ordinary least squares COLS)  analysis of each of the two dependent variables with 
a riroup of selected independent variables. Variable selection was governed by the findin2s of the earlier 
analyses reported here and by the theoretical considerations outlined by Melitz and Pardue (sec Volume I). 

This step resulted in an initial variable set that included the following variables: 

• dummy variables for the province in which the business was located (e.g., Ontario = 1 
if the business was located in Ontario, 0 otherwise); 

• dummy variables for the industry sector of the business (e.g.. Perssery = I if the 
business is a personal services business. 0 otherwise); 

• dummy variables to indicate whether the business had been involved in an insolvency, 
bankruptcy, or receivership in the past year either as a creditor or as a business; 

• a dummy variable corresponding to whether or not the firm's final product/service was 
"high tech"; 
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• dummy variables on whether the firm's gross sales or revenues declined more than 5 11, i. 
on average, over the past three years (1 = yes. ù no). remained unchanged (i.e., within 
a 5% range  either way), grew (+6% to ±20%). or experienced rapid growth (greater 
than 20%) on average over  the  past three years: 

• dummy variables on "Has your business ever gone over the limit of its line of credit 
within the past three years?" and on "Has your business ever been unable to pay back 
an  y previous business loans on time within the past three years": 

• the number of employees: 

• the number of account managers in the  past three years: 

• the age of the business: and. 

• the dollar a.mount of collateral required to secure the loan. 

Individual chartered bank effects were investigated,  but none were found. 

This list constituted the unrestricted list of variables initially used to develop an estimation model. 
After initial analysis,  a restricted  set of variables was arrived at. Thesc equations, which were then used in 
ordinary least squares and two-stage least squares analysis. were as follows: 

interest rate = 	f ( employinent. PEI, Nova Scotia. collateral, business agc, loan size) 

loan size = 	e (employment, collateral. bankruptcy of creditor, numbcr of business 
age, interest rate, account managers. wholesale sector). 11  

Step 2: Two-Stage Least Squares Estimation 

Two-stage least squares estimates remove the bias in the OLS coefficient estimates. It can be seen 
that all the variables included have coefficients that are highly statistically significant 

Tables 13 and 14 present the results. For each table, the ordinary least squares estimates are 
presented on the left. and the two-stage least squares estimates on the right. 

The results in Table 13 are all intuitively appealing. Variables associatcd with the risk of the 
business arc generally associated with higher expected interest rates. For example. as the size of the 
business (as measured by the number of employees) increases, the expected interest rate on the line of 
credit falls,  the amount of collateral increases,  the expected interest rate increases (other things being equal, 
the amount of collateral required is a measure of the riskiness of the loan). As the business' age increases, 
the expected interest rate falls. There is also an interest  rate  premium for businesses located in PEI and 
Nova Scotia. Thus, regional disparities noted earlier are confirmed. 

Note that the latter two variables were found to be statistically significant with the alternative definition of non-
response to the interest rate question. Otherwise,  the'  were not statistically significant. 
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These findinizs are consistent %yid) other Canadian research (Wynant and Hatch, 1990; and Haines. 
Riding,. and Thomas, 1991). It is not uncommon to find an inverse relationship between the interest rate 
charged. and the size of the loan. This study supports the hypothesis the market function as a family of 
risk adjusted supply and demand equilibria,  and not simple supply and demand equations. Thus. 
accountinsz for risk-  results in a change in the slope of the supply curve, making a nesy..ative slope coefficient 
reasonable. What happens on the supply sidc when there is an increase in the interest rate is that as a result 
of the increased interest rate. the bank now offers the client a smaller loan. The effect of this smaller lozm 
is to ameliorate the risk that is associated with the hieher interest payments on the loan because the interest 
rate has risen. This has the effect of reducinz the risk associated with the loan. Interest payments are a 
fixed cost to the small business ,  and the more money that has to bc spent on interest payments. the hiaer 
the risk of failure of the business. It can be seen that in sonie individual cases, the small business people 
iniat misinterpret this reduction in the loan size that the banks offer,  in their efforts to stabilize the risk of 
the  loan. as a crcdit crunch". It can be sccn that what is really  happening  is the market operatinz in an 
expected fashion. with a clear delineation of risk occurnng. 

Although there are differences in the coefficient values across the two analyses that correspond 
with the two different interpretations of a non-response. the differences arc not material.  The important 
difference in the two analyses lies in the quantity as the lefl-hand side dependent variable equation. In 
Table 14 it  cati bc seen that  the  alternative interpretation of the  interest rate data results in the addition of 
two explanatory variables in the quantity as the dependent variable regression:  the numbcr of account 
managers. and whether or not the business was in the wholesale sector. lie more account managers. the 
lower the expected loan size. Wholesalers receive a larger loan than other lines of business, other things 
bein2 equal. 

The results support the a2aremte data analysis conducted in Volume I. The results indicatc that a 
risk adjusted model of the Canadian capital market does seem appropriate. The variables perform well in a 
statistical sense. and yield reasonable results that are intuitively acceptable. Interpretation of the findin2s 
adds understanding to the factors that underlie accusations of a credit crunch and the operation of the 
market for debt capital to SMEs. 
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Table 13 

OLS: Quantity as the Dependent Variable 
(Attemalwe oefinnion of non-response to interest rate question) 

Variable 	 Beta 	Standard Error 	T-Stat 	P-Value  

l'Empioyrnen: 	 2092E1.454 	1720.636 	12.163 	0.000 
Collateral 	 0.037 	 0.005 	8.184 	0.000  
Bankruptcy of Creditor 	 163152.043 	49413.986 	3.302 	0.001  
Number of Account Managers 	-46193.051 	22589.272 	-2.045 	0.041 
Wnolesale 	 190625.289 	60490.467 	3.151 	0.002 
Busini...c. Age 	 3835.092 	1493.847 	2.567 	0.010 
Interest Rate 	 -53287.727 	14671.575 	-3.632 	0.000 
Constant 	 82515.304 	58183.519 	1.418 	0.156  

Residual DP. 	 1465 

OLS: Interest Rate as the Dependent Variable 
(Alternative definition of non-response to interest rate question) 

Variable 	 Beta 	Standard Error 	T-Stat 	P-Vafue_ j 
Employment 	 -1.077E-02 	3.178E-03 	-3.390 	0.001 

PEI 	, 	 6.553E-01 	3.339E-01 	1.963 	0.050 
Nova Scdtia 	 3.677E-01 	1.755E-01 	2.095 	0.036 
Collateral 	 1.5613E-06 	8.136E-09 	1.927 	0.054 
Business Age 	 -8.642E-03 	2.631E-03 	-3.284 	0.001 
Loan  Se 	 -1.827E-07 	4.561E-08 	-4.006 	0.000 
Constant 	 1.810E+00 	5.653E-02 	32.018 	0 .000  

Residual DF: 	 1466 
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Table 14 

SLS: Quantity as the Dependent Variab-le 
i (Aliernative definition of non-response to interest rate question) 

ariabl Beta Standard Error T-Strit P-Value 

t:rnotoyrnen; 	 19,6211173 	3.510E+01 	556.969 	0• OU0 '  I 
Collateral 	 0.038 	5.189E-05 	728.030 	0.000;  

Bankruptcy of Creditor 	 146452.944 	6.463E+02 	225.696 	0.0001! 

,Nurnber of Accourrt Managers 	-44460.762 	2.423E+02 	-183.502 	0.000 

Wholesale 	 171574.079 	7.752E+02 	221.332 . 	0.000 

Business Me 	 3046.437 	2.403E+01 	126.755 	0.000 

Predicted Interest Rate 	 -141151.978 	2.023E+03 	-69.768 	0.000 

iConstant 245207.743 3.765E+03 64.776  0.000 

Residual DP -  1465 

2SLS: Interest Rate as the Depencient Variable 
(Alternative  definition of non-response to interest rate question) 

Variable 	 Beta 	Standard Error 	T-Stat 	P-Value 

IE.rnpioyment 	 7.422E-03 	1.079E-04 	68.1300 	0.000 
PEI 	 6.356E-01 	4.810E-03 	132.153 	0.000 

1Nova  Scotia 	 3.136E-01 	2.545E -03 	123.220 	0.000 ' 
1C:4:Dilater& 	 4.726E-08 	2.062E-10 	229265 	0.000' 

 

Business Age 	 -4.491E-03 	4.397E-05 	-102.148 	0.000 
!Predicted Loan Size 	 -1.024E-06 	4.562E-09 	-224.361 	0.000 
constant 	 1.760E+00 	9.571E-04 	2053.703 	0.000  
I  
Residual DF: 	 1466 
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APPENDIX E 

BANK LOAN FILE DATA COLLECTION INSTRUMENT 
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1. 5. 
6. 
7. D.  
8. 4. 

FBDB 
NAT 
ROY 
TD 

BMO 
B NS 
CIBC 
CU/CAISSE 

GENERAL LNFORMATION 

1/ IDENill-1CATION: 
Transit No.: 	  

2/ LOCALITY: (Circle one) 
1. Rural 
2. Small city 
3. City  
4. Large  city 

3/ BANK: (Circle one) 

(<10,000 pop.) 
(10,000 - 100,000 pop.) 
(100,000 - 500,000 pop.) 
( >500,000 pop.) 

4/ Fil_..E NO: 	  

5/ ACCOUNT IS HANDLED BY: (Circle one) 
1. Full Service Branch account  manager  
2. IBC Account Manager 
3. IB Specialist in IBC 
4. Account  manager in CBC 

6/ ACCOUNT MANAGER,CREDIT APPROVAL LIMIT (S000): 	 

7/ YEAR.S CLIENT HAS BEEN WITH BANK: 

8/ YEARS CLIENT HAS BEEN WITH SAME ACCOUNT MANAGER: 

9/ NUMBER OF D11-1-RENT ACCOUNT MANAGERS IN LAST 3 YEARS: 

10/ FORM OF BUSINESS: (Circle one) 
1. Proprietorship 
2. Parmership 
3. Corporation 

10 a/ INDUSTRY OF BUSINESS ACTIVITY: (Circle one) 
1. Construction 	 5. 	Wholesale 	9. 	Services 
2. MiningJOil Field Services 	6. 	Retail 	 10. 	Professions 
3. Manufacturin 2 	 7. 	A2riculture/Forestry 11. 	Other 	  
4. Financial Services 	8. 	Transportation/Communications 
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INDUSTRY 

11/ Number Of Full Tirrie (Or Equivalent) Employees: 

12/ Age Of Business: 	 

13/ Owned By  Curent  Principals For 	Years. 

14/ Gender Of  Principal  Owner: (Circle One) 
1. Male 
2. Female 
3. Equal partnership 
4. Indete.rminate 

15/ D&B Rating: (Circle One) 
1. Prior Bankrupt 
2. Evidence of payment problems 
3. Acceptable 

16/ Credit Bureau Rating Of Owner/Managers: (Circle One) 
1. Prior Banlcrupt 
2. Evidence of payment problems 
3. Acceptable „. 

17/ Managers Shares Of Ownership: (Circle One) 

	

1. 	Manager 1: 	c- /c 
Manager 2: 	% 

	

3. 	Manager 3: 	% 

MOST RECENT LOAN APPLICATION 

18/ Type Of Credit Application: (Circle One) 
1. Term Loan 
2. New Line of Credit 
3. Increase of LOC facility 
4. Change in loan terms 
5. Annual Review 

• 6. Other 



1. Amount 
Recuested (S000)  

; 2. Interest Rate 
(Above Prime) 

19/ Loan Package Reque.sted By Customer: (Fill in Appropriate Blanks) 

Line Of Credit Term: Floatinab  I Term: Fixed 	Govt Guarantee 
Rate  Rate 

- • 	 ' 

3. Repayment 
T-rm (Yrs‘; 

';‘..f.et• 
-1; • - 

20/ Decision: (Circle One) 
1. Bank reject 
2. Bank accept, customer decline (GOTO: 21) 
3. Bank accept (GOTO: 23) 

21/ Why Reject.: (Circle Appropriate Reasons) 
1. Company lack.s track record 
2. Company has too much debt / too little equity 
3. Insufficient collateral / guarantees 
4. Anticipated repayment difficulty 
5. Poor financial history 
6. Not enough information provided 
7. Insufficient fiscal  management  ability 
8. Insufficient 2eneral  management  ability 
9. La.ck of confidence in owner/mana2er 
10. Company too small 
11. Loan too small 
12. Other 

22/ Why Customer Decline: (Circle. Appropriate Reasons) 
1. Too much collateral huarantee required 
2. Interest rate too hich 
3. Fees too hi.2h 
4. Too many conditions 
5. Company's requirements changed 
6. Amount of loan approved too low 
7. Decision took too  long  
8. Company lookin2 for competitive quote  (je shopping) 

3 



.; 

:3/ Loan  Package  Accepted: (Fill in Appropriate Blanks) 

Line Of Credit Term: Floating 	Term: Fixed 	Govt Guarantee ; 
Rate 	 Rate 

Amount 
Proposed 
(SOU) 

Interest Rate 
(Above Prime) 

, Repayment 
.  Term 

, Amount 
' Guaranteed By 

Govt ($0001  
! Type Of Govt 

Guarantee 

Annual Loan 
Mg.,mt Fee (S) 

: Net Loan 
: Application Fee 

(S)  

Date Loan 
Requested 
D/M/YR  
Date Loan 
Approved/ 
Reviewed 
D/M/YR 

.1 



STRENGTH WEAKNESS 

1. Sensitivity To Economic 
Environment (Generic)  
2. Sensitivity Of Economic 
Conditions (Current)  
3. Clients Marketing 
Mana2ement  
4. Client's Operations 
Manaeeme.nt 

It 
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24/ Account  Manager  Comments: (Fill In Appropiiate Blanks) 

S.  Client's Character 
6. Clients  Financial 
Management  
7. Security 
8. Future Cash Flows 
9. Anticipated Future 
Financin2 Needs  
10. vulnerability 

25/ Is Client Changing. Financial Institutions? (Circle One) 
1. Yes 
2. No 
3. Switch from other branch of same bank 

1 	26/ Bank Scoring System Rating: 	  

27/ Current Status Of Loan: (Circle One) 
1. 	Satisfactory 
/. 	Problem Loan 

28/ Problems Perceived By Acc.:ount  Manager:  (Fill In Appropriate Blanks) 

Problems 	 # of Occurances  
; 1. High administrative effort  
I  2. Recurring overdraft  

3. Margin violations  
4. Late information  
S.  Difficult to contact  
6. Poor sk-ills of client  

,  7. Poor character of client  
8. Poor communications with client 



5. Information reauester 4  bv ba.n.k 
S. Loan  marin  too low  

• 9. Amount of bank involvement 
10. Other 

29/ Proble,ms Raised By Client: (Fill in Appropriate Blanks) 

Problems 	 of Occurances 

1. Loan conditions  toc  resuictive 
'  2 Collateral reauirements 

3. Collateral reouirements 
4. Fees 
5. Speed of brocessin2 
6. Term of loan 

30/ Collateral (5000): (Fill In Appropriate Blanks) 

Eligible Or 	Marg,ining Value 
kppraiserl Value I 

Book Value 

1.  Personal Assets 
i  2. A/R  

; 3. Inventory  
; 4. Othe.r Business 

Assets 

6 



s000 	 YEAR: 	  

Cash  
Receivables 

31/ Financial Data: (Fill In Appropriate Blanks) 

; Inventory 

:  Other Current  
1 Total Current  
1  Net Fixed Assets & Land  
; 
;  investments 

. Intangibles, Goodwill, Etc. 

Total Assets 

• Short Term Bank Loans  
Other Current Liabilities 

• Total Current Liabilities 

1 Long Term Bank. Loans 	 I 	 I 

Other Lonp. Term Debt 	 ! _ 
1  Total Long Ter-in  Liabilities  

' Share Capital  
; Retained Earnings !  
1 Deferred Taxes  
1 Due to Shareholders  
.  Total Equity , i 

Sales 
Gross Profit  

i  in terest 
1  Leases. Rentals 	 '  
; Profit Before Tax  
;  Profit After Tax  
1  Dividends To Shareholders  

; 1 Salaries 8: Draws By Owner(s) 	 1 

32. Quantity of Information Provided to Bank: (Fill In Appropriate Blanks) 

Not in File 	 Partial 	 Comprehensive  
i 1. Business Fia 	; 

2. .,...istoncal  FS  
3. Pro-Forma F/S  
4. Personal 

.,  Financial Data  

133. Reliability of Financial Data: (Circle One in Your Opinion) 

1 	2 	3 	4 	 6 	 

1: Unreliable 6: Outside Financial Professional 	7: Audite.d 
7 
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DATE DUE - DATE DE RETOUR 

tJu lu 1995  

MAR 2 5 1997 
APR
AVR -  Li :997  

ISIC  1551 (2/90) 

INDUSTR 
filrgrn 

6436 


