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This report provides the findings of an investigation regarding the alleged “credit crunch”, a
hypothests that lending institutions have reduced access to credit for SMEs over the 1990 through 1994
period. This study brings to bear systematic and ngorous 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 extent to which terms of credit may have shifted between
1990 and 1994.

RS

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 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 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 significantly. By
1994, more factors are significant determinants of loan tumdowns, and some of
which are new. Turndowns were found to be more common if firns had had to
deal with multiple account managers, other factors being held constant.

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

according to CFIB data, interest rates on term loans appear to have increased
significantly between 1990 and 1994, however, bank loan file data, selected
randomly, did not support this finding,

interest rates displayed regional disparities that correlate with economic conditions;




B

B d

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

e “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;.

These results suggest that account managers appear to be more sophisticated in their decisions.
Small business owners may perceive this as a change to historical ‘groundrules’. The situation is
exacerbated by the economics of small 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 tumdowns 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 extent that small business owners can
acquire an understanding of the (changing) bank decision process, greater client satisfaction 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 make 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 firms, 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 “credit crunch” hypothesis: increases in loan 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 1I
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
regarding the “credit crunch” topic. The report concluded, inter alia, 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 (CFIB) 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

with 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 were designed to be as comparable over time as possible. As such, they
provide “before” and “after” perspectives on the terms 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 nigorous 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 two forms. First, the data from CFIB surveys from 1987, 1990, and 1994 are compared as to:

o rates of loan turndowns;

e interest rates charged on loans;

» empirical models of lending decisions; and, _
» other aspects of small firms’ borrowing experiences.

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 between 1990 and
1994.

Overview of Report

Following 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 tum down requests for term
loans, lines of credit, and increases in lines of credit;

measures trends in and determuinants of rates of interest for small business bank
borrowers, and the quantity of credit granted;

examines other potential changes in the bank/small firm interface related to the “credit

crunch” issue. These include collateral to loan ratios and factors associated calling
loans etc.

These findings provide a first perspective on the extent to which, if any, that these factors have shified 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 successfully modeled as a simultaneous rate/quantiry
decision process.

The third section provides a second perspective on these issues. It 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 by

Wynant and Hatch (1990) and comparative assessments of other aspects of the bank/SME relationship Results
from this section include:

development of a profile of small business borrowers;

a finding, contrary to that based on CFIB data, that interest rates on all types of loans
to SME borrowers have not increased during the 1990-1994 interim.

A companioﬁ volume explores issues related to the Small Business Loans Act (SBLA), issues that

include development of a profile of SBLA borrowers, findings regarding 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 because 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 .| The apparent decling 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 witmesses to the Standing Committee on Industry of the Federal Govemx;xent If

the supply of lending to SME's has shifted such that less credit is available, on a ceteris panbus basis, then the
claim of a “credit crunch” would 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 claims. One alternative is simply that demand 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 extent 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
SMEs. Anecdotal evidence is also insufficient in and of itself. The majority of small business bank customers
are satisfied with their respective banking relationships. While borrowers are free to articulate their gnievance.
confidentiality restricts the banks' ability to respond. It is not always 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 comprehensive outline of previous research compiled by the Conference
Board of Canada. One study worth of a bnief 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
wavs. 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 mvestigation found for the hypothesis a “credit crunch™. ‘

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.”

In summary, 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 understanding 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 steady, albeit negative, growth rate for over
a year" (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 extended 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 10 be a
contraction of lending to small firms could arguably result from the normal cycle of the economy.

To some extent, the appearance of a contraction in the supply of credit may also be an inflation-induced
artifact. Since 1981, the level of lending to "small" firms 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 defined as a reduction in the supply of credit assuming the quality of
borrowers remains stable. It is not clear that the assumption 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 Joans portfolio.

SMEs have higher levels of systematic risk. Even if small 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 financial leverage than do larger firms. That is, fixed costs
(including the costs of debt servicing) tend to be proportionately higher for smaller firms, 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 empinical evidence must address these contentions. The following sections report on the
findings of several analyses of primary data, findings that help narrow the issues.
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Section 2

Findings from CFIB Survey Data

Sources of Data

This section compares SME banking experiences over the 1987 - 1990 - 1994 peniods 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 descrbes 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 CFIB 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 form (1994 only).

A “tumdown” was defined as a.positive response to “application had been rejected”. Accordingly, tumdowns are
premised on the perspective of the business owner. These turndowns would include both formal and informal

turndowns. Findings with respect to overall turndown rates, the influence of size of firm, level of technology, and
geographic disparities follow.

Overall Tumdown 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 bank, 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

o Ul -TypeofLoan | “Number of ~ | “Numberof | * Turndown
Year 7 ‘Application - | 7 -Cases “Turndowns | Rate (%)
1987 Term Loans 1,034 80 7.74

New Lines 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 43 728
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 function 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 because it is likely that a variety of factors govemn the

turndown deciston. 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 Firm

- and Level of Technology
uwn“?-— T R
to 197 20 to 49 : 50¢to 99
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 22
Rejections 30 15 4 0
Rejection Rate 10.5% 6.6% 53% 0.0%
Line of Credit N Cases 192 272 108 4]
Increases Rejections 21 21 10 2
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 172% 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%
Mcdxum Tech N Cases 193 555 29 11
Rejections 29 78 2 3
Rejecuon 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 I of this report, most of the $4 billion national decrease in
outstanding loans was accounted for in Ontario. The high tumdown rates recorded in Ontario are consistent with

that observation. It may be argued that the high incidence of business bankruptcy observed in Ontario has
prompted caution in lending that has a regional basis.

Charts 1, 2, and 3 summarize the geographic distribution of loan turndowns. Clearly, tumdown

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. Three possible sources of difficulties in
previous research are:

¢ potential shortcomings in statistical procedures;

the combination of term 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
vanables.

In order to address these issues, three databases are employed together with statistical procedures that
are both more robust to underlying 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® 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 making. 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 decisions
have altered significantly since 1987,

By 1994, more factors are significant determinants of loan

turndowns, 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,

Appendix B contains a short outline of the logistic regression technique, including a rationale for its use in this
context.
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N Al
1

Region

Maritimes
Quebec
Ontario
Prairies

B.C. & North

Total

Maritimes
Quebec
Ontario
Prairies

B.C. & North

Total

Table 3

Turndown Rates
by Geographic Region

1990
Term Loans New Lines of Credit LC Increases
6.90% 4.65% 2.17%
5.48% 2.44% 10.00%
8.21% 8.97% 9.87%
5.74% 10.34% 7.84%
9.68% 10.71% 8.54%
7.39% 8.19% 8.79%
1994
Term Loans New Lines of Credit LC Increases
10.28% 18.94% 16.20%
9.51% 11.41% 10.84%
18.06% 16.85% 17.71%
8.94% 10.90% 10.83%
10.69% 15.27% 11.45%
= 13.23% 15.13% 13.59%
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Table 4

Logistic Regression Models of Loan Turndowns

Variabie Interpretation 1987 Replication: Replication Estimation Estimation
Estimation 1990 Data 1994 Data 1990 Data 1994 Data
Term Loans i )
X =1 if Manufacturing -0.300 0.560 " 0640 -0.520
X Number of employees ’ -0.027
Xs =] if rural location -0.220 -0.059 -0.075
Xe =] if declining sales 1.130 0350
Xio =] if distress history 0.450
X =] if Ontario iocation 0.580
X1 =] if personal banking 0.430
Xis Number of account managers 0.370
X =1 if ever over LOC limit =0.140 -0.210
X2 =1 if ever defaulted -0.018 0.450
X =] if sales growth 1.150
Line of Credit Increases
X Age of fum -0.038
X =] if declining sales 0.990 0.560 0.700 1.030 0.620
X =] if stable sales 0.370 0.430 0.120
Xio =] if distress history 1.030
Xu =] if firm had been creditor in bankruptey 0.049
Xz =1 if firm has history of banksuptey 1.640 1.940
Xn =] if Ontario location 0.370
X =] if personal banking 0.360
Xis number of account managers 0.180 -
Xis =] if ever over LOC limit -0.120
Xn =] if ever defauited -0.490
X =} if sales growth -1.070
X =1 if Nfid location 1.150
Xz =} if in Construction sector -0.650
X =1ifin Wh_olaale.seclor -0.760
X2 =1 if 1n hosptiality sector -0.830
Xa+ =1 if'in service sector 0.850
New Lines of Credit
X; Number of employees -0.035
X Age of firm -0.051
X =1 if declining sales 0.500
Xio =1 if distress hislor_\" 0650
X =] if firm had been ereditor in bankruptey -0.480 -0.410
Xis =1 if firm has history of bankruptey -0.720 1.080
X =1 if personal banking 0.370
Xis number of account managers 0.430
Xie =1 if ever over LOC limut 0.250
X.-, =1 ifmd:flw -0.]90
Xy =1 if in business services sector 0.970
Xu =1 if NWT location 1.670
Xa =] if female-owned -0.340
Xas =] if New Brunswick location 0.970
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The inefficiencies of the bank-SME interface mitigates against a profitable rclationship.  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 vear that a typical account
manager can accord a small business client. The economics of this situation providc fertile ground 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 regional banks results in lower rates of tumover of loan account managers. (The
arc. of coursc. obvious exceptions to this rule.) The account manager frequently has roots in the community with
arcater longevity and is better able to assess character and nsk than a typical Canadian counterpart.

Starting in the mid 1980's, the large Canadian banks began to alter their process of loan approval. Many

banks moved to a commercial loan centre and centralized loans officer system. The functions of branch officers

in such a svstem 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 among 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 they must supposedly judge. It might be hypothesized that such intuitive factors would become much
less relevant in an impersonal svstem 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 1s difficult to determine causal factors. By 1994, however, there appears to be some
regularization in the svstem. It is clear the new organizational arrangements have allowed the banks, as
organizations, to become moressophisticated in their approval process of loan applications. (Sophisticated is used
here n the sense that additional factors are taken systematically into consideration.) While it could be expected
that refusal rates would rise as a result of taking additional information into account in the decision process, it
should also be expected (other things being 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 turndowns in a
consistent fashion. In general, a loan turndown is more likely for:

e smaller firms;

¢ non-manufacturing firms (term loans);
 firms that report a record of declining sales;
o firms with a history of distress;
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e firms that have had to deal with multiple account managers;
o firms in particular industrial sectors;

e firms in particular geographic locations (Ontario, NWT, New Brunswick).

While most of these factors make intuitive sense. it seem clear that the banking industryv needs to take sieps to
mitigate the impacts of account manager turnover.
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2.2 The Pricing of Loans to SMEs: Interest Rates on Loans’

Overview of Interest Rates in 1990 and 1994

Tables 5. 6 and 7 break down by firm size the average interest rates reported by CFIB members for the
1990 and 1994 periods. These tables summarize interest rates on. respectively, new term 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.’ Charts 4. 5. and 6. and 7 summarize these findings in graphical format.

Tablc 8 breaks down the interest rates reported by CFIB members on the 1990 survey. Thesc rates
reflect the interest component of the cost of borrowing durnng the 1988, 1989, and 1990 periods. Rates are

broken down by industry for the three types of loan applicanons., 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
unweighted basis and according to a re-weighting that reflects the 1991 breakdown of small businesses nationally
(according to Statscan data for 1991). Inspection of these tables reveals that both on an unweighted and re-.

mnterest 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 technology-based firms did not vary signiﬁcantly7 or
materially across low, medium, and high tech firms; a somewhat surprising resuit

given much of the publicity accorded the laments of firms in the knowledge-based
sector;

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

Note the interest rates from the 1987 CFIB 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 term "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 staustically significant extents.

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

firms that have prospered to the point of being able to participate financially in the
CFIB; and.

. firms that have elected to respond to the survey request.

The first bias is known as a survivorship bias; the second is referred to as non-response bias. In this
casc. survivorship bias understates the expenences of smaller, more marginal SMEs, firms that typically have
most difficulty arranging financing. The second bias overstates the responses of those CFIB members who feel

particularly strongly about their banking experiences. Thus, to some extent, the two biases tend to offset each
other.

The usual means of correcting 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 because the random
selection of bank loan file data. the results of which wall be presented in a subsequent 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 survivorship
bias: however, it is not vet clear to what extent non-response bias influences this finding.

Thus far. 1t 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 typically refer to the "5 C's" of commercial lending (collateral, character, business conditions,
capacity to repay, and capitalization) as determinants of nisk. Traditionally, risk and required returns 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 multivaniate analysis. The findings of multivariate regression
modeling of factors associated with interest rates on loans to SMEs are reported in the following section.
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Interest Rates on New Term Loans: 1990-1994 by Firm Size

Mean Rate Standard Number of
Above Prime Deviation Cases

All Cases 1990 1.362 0.857 S02
Number of Emplovees: 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

All Cases 1994 1.534 0.791 1574
Low Tech: Totals 1.578 0.835 787
Number of Employees: Less than 5 1.732 0.881 258
5t019 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

Medium Tech: Totals 1.501 0.750 6148
Number of Employees: Less than 5 1.596 0.715 208
5t019 1.561 0.761 306

20to 49 1.355 0.741 91

50 to 99 0.957 0.599 28

More than 100 0.909 0.454 15

High Tech: Totals 1.439 0.704 139
Number of Employvees: Less than 5 1.565 0.700 46
5t019 1.486 0.667 69

20to 49 1.188 0.756 16

50 t0 99 0.929 0.535 7

More than 100 0.000 0.000 1
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Interest Rates on New Lines of Credit: 1990-1994 by Firm Size

Mean Rate Standard Number of
Above Prime Deviation Cases

All Cases 1990 1.362 0.856 498
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

All Cases 1994 1.414 0.857 1676
Low Tech: Totals 1.449 0.861 769
Number of Employees: Less than 5 1.675 0.947 293

5t0 19 1.433 0.767 331

20t0 49 1.072 0.721 108

50to0 99 0.944 0.654 29

* More than 100 0.719 0.713 3

Medium Tech: Totals 1.379 0.849 765
Number of Employees: Less than 5 1.613 0.994 233

5to 19 1.391 0.739 379

20t0 49 1.057 0.739 109

50 to 99 0.823 0.636 31

More than 100 0.846 0.754 13

High Tech: Totals 1.411 0.871 142
Number of Emplovees: Less than 5 1.707 1:105 47

5t019 1.404 0.709 71

20to 49 0.967 0.481 15

50to 99 0.656 0.229 8

More than 100 0.750 0.000 1
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Chart 5

Interest Rates on New Operating Loans:
1990-1994 by Firm Size
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Table 7

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

Mean Rate Standard Number of
Above Prime Deviation Cases
All Cases 1990 1.328 0.896 534
Number of Employees: 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
All Cases 1994 1.398 0.791 _ 1298
Low Tech: Totals 1.417 0.769 584
Number of Employees: Less than 5 1.660 0.855 175
5t0 19 1.437 0.670 283
20t0 49 1.202 0.693 88
501099 0.654 0.617 26
More than 100 0.625 0.483 12
Medium Tech: Totals 1.369 0.806 571
Number of Employees; Less than 5 1.505 0.906 133
5to 19 1.424 0.734 316
20t049 1.141 0.755 92
5010 99 0.958 1.012 24
More than 100 0.583 0.438 6
High Tech: Totals 1.441 0.820 143
Number of Emplovees: Less than 5 1.961 1.335 31
Sto 19 1.376 0.507 79
20to 49 1.167 0.572 21
50to 99 1.139 0.486 9
More than 100 0.583 0.382 3
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Chart 6

Interest Rates on Line of Credit Increases:
1990-1994 by Firm Size
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Chart 7

Interest Rates on Loans to SMEs:
1990-1994 by Level of Technology
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Interest Rates to SMEs in 1990

Table 8

by Type of Loan

Unweighted Re-Weighted

Mean Std. Dev'n N Cases Mean Std. Dev'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 1.46] 0.771
Transportation & Communications 1.844 1.369 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, Insurancc, Real Estate 1.483 0.679 45 1.672 0.685
Services 1.363 0.921 121 1.578 1.003
Totals (498 Cases) 1362 0.856 498 1577 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, Rea] 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, Farming 1.161 0.733 19 1.275 0.653
Mining 1.083 0.382 3 228 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

Interest Rates in 1994
New Operating Loans

New Lines of Credit: 1994 Data Unweighted Re-Weighted
Mean Std. Dev'n N Cases Mean Std. Dev'n
For Entire Population (Total Cases = 2,657) 1.414 0.857 1676 1.63% 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 0946 58 1.762 1.164
Retail 1.495 0.875 209 1.800 0.939
Finance. Insurance. Real Estate 1.519 0.736 52 1.611 0.821
Business Senvices 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
Total: Medium Technology Content 1.379 0.849 765 1.597 0.975
Agriculture. Fishing. Farming 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 1375 0.782 22 1.437 0.455
Wholesale 1.198 0.645 82 1515 0.655
Retail N 1.428 0.977 183 1.790 1.104
Finance, Insurance. Real Estate ¥ 1.288 0.681 60 1.503 0.731
Business Senaces 1.530 0.942 50 1.714 1.065
Community: Services 1.461 0.969 19 1.632 1.489
Hospiality etc. 1.497 0.931 92 1.728 1.108
High Technology: Total 1411 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 0.78%
Manufacturing 1.250 0.500 6 1.617 0.000
Construction 2.500 0.000 1 2.500 0.000
Transponrtation & Communications 1.088 0.450 17 0.99] 0.436
Wholesale 1.450 0.972 37 1.956 1.227
Reuail 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
Term Loans: 1994 Data Unweighted Re-Weaighted
Mean Std. Dev'n N Cases Mean Std. Dev'n
For Entire Population (Total Cases; 2,433) 1.534 0.791 1574 1.656 0.802
Low Technology Content: Totals 1.578 0.835 787 1.724 0.574
Agnculture, Fishin, Farming 1.356 0.820 53 1.329 0.727
Mining, Primary Industries 1.135 0.574 13 1317 0.452
Manufacturing 1.657 0.895 91 1.997 0.970
Construction 1.607 0.789 83 1.795 0.778
Transportation & Communications 1.423 0.626 68 1.767 0.651
Wholesale 1578 0.755 37 1915 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 Services 1.645 0.718 19 1.719 0.639
Hospitality etc. 1.584 0.950 125 1.768 0.817
Medium Technology Contens: Totals 1.501 0.750 648 1.594 0.7219
Agmicuiture, Fishing, Farming - 1.406 0.842 32 1.264 0.534
Muning, 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 & Communications 1.583 0.569 18 2.297 0.671
Wholesale 1.399 0.677 47 1.461 0.559
Retail NS 1.480 0.776 142 1.558 0.766
Finance, Insurance, Real Estaie 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 Comtent: Totals 1439 0.704 139 1.559 0.697
Mining, Primary Industrics 1.250 0.250 3 1.177 0.000
Manufacturing 1.309 0.737 17 1.3583 0.587
Construction 2.250 1.061 2 2.966 0.277
Transportation & Communications 0.500 0.000 2 0.500 0.000
Whoiesaie 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 1.38] 0.846 21 1.480 0.930
Hospitality ctc. 1.565 0.798 27 1.712 0.640
*Source; 1994 CFIB membership survey
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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
Agriculure, Fishin, Farming 1.294 0.644 46 1.337 0.659
Mimng, 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 1513 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 0810
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 1313 0.907 28 1.440 0.858
Mining, Primary Industries 1.071 0.554 7 1.923 0318
Manufacturing 1365 0.703 89 1.559 0.575
Construction 1.398 0.663 77 1.501 0.765
Transponation & Communications 1.205 0.660 11 1.125 0.571
Wholesale 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
Hospitality 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
Manufactunng 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
Retai] 1302 0.540 29 1.181 0.413
Finanee, 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 30
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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 banks 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 svstems.
Each institution uses somewhat different models. Stausucal analysis 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 are the "5 C's" noted previously in Appendix B. It is rcasonable.
therefore. to expect that interest rates. like turndown rates. would correlate with variables that attempt to measure
the five underlving factors. Thereforc. the candidate variable listed in Appendix B arc also emploved as potential

detcrminants of interest rates assessed loans to SMEs. The findings of these correlations follow, with the
statistical findings detailed n 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 technology 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 claims of those lobby organizations that

argue that banks discriminate against knowledge-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 1s seen that more factors appear to be correlated with 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-making about lending to SME customers.
It 1s likely that this change in decision-making practices is perceived by some small business owners as a shift in

the ‘rules of the game’. This percepton 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 process.
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Table 12

Multivariate Regression

Caoefficient Estimates

Variable

Term Loans

1990 1994 1950

Lines of Credit
1994

Increases in LOC Limits
1990 1994

Base Rate (%)

Size Measures

No. of Emplovees
Size of Loan Facility
(X 10-78%)

Region
PEI
NS
QUE
MAN
ONT
ALTA
SASK

NWT

Industrv
Finance, etc.
Construction
Haspitality
Retail

i

Age of Business

Gender of Owner (1=Female, 0=Male)

Nature of Business
High Tech

History of Exceeding LOC

Goodness of Fit {R*)

1.24 2.46

-0.242 <0,0022

0.85
0.42
-0.99
-0
-0.23

1.15 1.97

+0.153

113 -1.51

1.10
0.47

40

-0.36 0.24

+0.37
2.16

e e
b

<0.0072

0.33

0.34

0.28

-0.006

-0.0064 -0.166

-0.93

0.26
0.32
0.30

-0.13

0.38 0.14

0.068

0.065

0.057
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2.3 Additional Results from the CFIB Survey Data

Reasons for Loan Turndowns

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

down. Table 13, below, presents the frequencies that particular reasons have been offered, as reported by small
business owners on the 1990 and 1994 CF1IB surveys.

Two items are noteworthy from this table:

the primary reason cited by banks for loan tumdowns is an madequate debt-equity balance. As

noted by Peterson and Shulman, Canadian SMEs rely on banks for credit to a greater degree
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.

that their bankers did not provide a reason for the loan tumdown

a significant proportion of the small business owners who reported a loan turndown also report

Table 15
Reasons for Loan Turndowns
Reasons for Loan Turndowns Term Loans: 1990 Term Loans: New Line of New Line of
1994 Credit: 1990 Credit: 1994
Too new 1n business 8.9 6.6 14.0 9.5
Too much outstanding debt 17.8 10.9 7.0 8.7
Insufficient equity 222 22.1 233 225
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 39.5 326 324

Collateral Requirements

One of the concems 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, expressed 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:] ratio of collateral to loan. Findings indicate that these distributions do not differ to a

a9
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statistically significant 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 Term Loans: 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
$1 or less per $1 of loan 39.6 44.1 352 36.6
$2 or less per §1 of loan 75.2 72.5 62.0 61.5
3 or less per $1 of loan 84.7 83.7 73.9 75.6
$3 or less per $1 of loan 92.6 90.8 86.9 88.1

Percent of borrowers required to
provide more than $5 of collateral 74 9.2 13.0 12.0

per §1 of loan

Complaints About “Bank Actions”

The 1994 CFIB questionnaire asked respondents whether or not their banker had engaged in any 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 common 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’ sélf 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 uncommon for rapidly growing firms to encounter finacial difficulties due to unanticpated
hugher levels of working capital, particularly accounts receivable and inventory, that accompany rapid growth of
sales. To the extent that business owners are ‘surprised” by the need to finance growing levels of current assets,
bankers are sometumes called on at short notice and without full documnentation for emergency capitalization.
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Table 17
Citations of Bank Actions

Bank Actions Cited East Ontario West| Total|
Total Number of Respondents 2337 5275 329]| 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%, 17.859%;
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 pavables 7.57% 2.31% 2.01% 3.35%
Called loan 2.27% 2.26% 1.67% 2.08%
Renegotiated entire financing package 9.29% 11.72% 10.57% 10.859;
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%
Reduction on receivables financing 4.45% 5.90% 4.83% 5.26%
Other 2.27% 2.65% 2.58% 2.55%
Table 18
Banks Actions by Record of Sales Growth
Reported Bank Actions Declining Stable Sales Growth  Sales Growh
Sales Sales 610 20% > 20%
,T" Requests for additional collatera] 24.9 14.5 13.0 19.1
*** Reduction in line of credit limit ) 23.5 10.7 7.6 10.3
*** Requests for more personal gharantees 31.0 20.6 17.8 20.3
Requirements for consujtant investigation 6.2 4.5 3.8 4.3
*** Requirements for more equity 19.1 11.8 9.1 15.7
Exercised control over pavables 4.7 3.6 4.0 4.3
** Called loan 5.8 2.6 2.2 43
*** Renegotiated entire financing package 17.8 I1.3 10.9 13.6
*** Requirements for more frequent financia] reporting 22.8 15.2 14.8 16.1
*** Reduction on inventory financing 94 35 235 5.2
*** Reduction on receivables financing 124 4.7 34 3.9
Other 13.1 10.6 8.7 13.0
***Signifies statistically significant correlation, at 0.1% level, of action with growth record.
**Signifies Statistically significant correlation, at 1.0 % level, of action with growth record.
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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 function of firm size with turndown rates being higher for smaller
firms:

the level of technology does not appear to be a major factor in determunung the frequency of
turndowns (with the possible exception of applications for new lines of credit):

turndown rates are a function of geographic region with high turndown rates recorded in
Ontario;

the primany reason cited by banks for loan tumdowns 1s an inadequate debt-equity balance

vet. 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.
¢ ajoan tumdown is more likely for:

» smaller firms:

e 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 industral sectors;

firms in particular geographic locations (Ontario, N.W.T., New Brunswick).

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

interest rates on Joans did not vary significantly or materially across low, medium, and high
tech fimms;

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 collateral etc. appear to be most common for firms that

have a record of declining sales; vet 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-making has during the
1990-1994 interval. Bank account managers appear to be more sophisticated in the sense that their decisions
reflect more factors than in the past. As a result, small business owners may be perceiving that changes to the
historical “groundrules” have occurred. The situation is exacerbated by two additional elements. First. the
economics of small business bankang 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 cquilibria. 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 i1s behind the higher interest rate and thc 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 fixed 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.

Rcaders are cautioned that survey data drawn from the CFIB membershup are biased. While steps were
taken to mutigate the effects of survivorship bias. the potential effects of non-response bias have not vet been
addressed. The impacts of non-response bias can be profound. In particular. the 1994 CFIB survey was
conducted in the March-Apnl 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 cven likely that these reports may have shaped some responses to the CFIB survey.

Thercfore. further research was required. This took the form of an intensive sampling of bank loan files.

The findings from this sampling could then be compared with 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 cxploration of hypothesis that the six major Canadian banks have been
restricting credit to SMEs during the 1990-1994 period. data were gathercd from a samplc of bank loan
files. The samplc was choscn to represent all geographic regions of Canada and the six major chartered
banks. Samplc selection was designed to reflect the distribution of loan files according to these guidelines.
This scction of the report describes the findings of the analvsis of these data. As a benchmark. the 1990

work of Wynant and Hatch [WH. hercaficr] 1s emploved and comparisons of current findings arc made
against those reported by WH.

3.1 Bank Loan Files: Survey Process

The data collection form was based on that used by Wyvnant and Hatch in their 1990 survev of
bank lending patterns to SMEs. Because of the focus of this study on the credit crunch hypothesis. oniv
those parts of the WH data collection form that potentially related to the credit crunch issue were retained.
The data collection form was pre-tested and refined. Careful additions to the form have been made in hght
of the 1987, 1990, and 1994 CFIB survevs and mn light of pre-testing. The consistency gained bv
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 form is attached as Appendix E.

The sampling program was designed to reflect:

the approximate market shares of the six major Canadian banks. Market shares
were estimated on the basis of the 1990 CFIB survey.

The geographic distribution of Canadian SMEs according 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

“Wwithout qualification, researchers have been provided unrestricted access to loan files of SMEs, have

enjoyed full access to loan account managers. and have been provided with any other additional

information needed to complete the data collection instrument. The cooperation of the banks has been
noteworthy:.
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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 18
CIBC 3 1 16 5 3 28
NAT 1 3 2 1 7
ROY 3 3 24 2 5 37
TD 3 3 2 1 9
TOTAL 14 8 69 14 116

In accord with these work assignments, 17 percent of the 1.393 files in the sample was drawn 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

S - AVERAGE SALES AVERAGE TOTAL
BANK _(s000) ASSETS (5000)
BNS N 982 721
BMO 1.407 1.013
CBC 982 588
NAT 2.642 2,368
ROY 1.211 652
TD 821 908

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

Thus section outlines salient characteristics of bank SME borrowers. The profile developed here is
clearly not accurate for every branch or bank. Bank strategies stress different segments of the SME
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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 emplovees. Hence, while bank clients are among the smaller firms
thev are unlikely to be start-ups.

Tablc 21
Age Distribution of SME Borrowers
Age Catepory Proportion of Borrowers
Start-up 10.9%
1 -3 vears 11.5%
> 3 years 77.8%

Table 22
Distribution of Sales Volume of SME Borrowers

Annual Sales Volume ($000)

Proportion of Borrowers
<250 28.8%
251-500 20.0%
501-750 11.2%
751-1,000 8.9%
1.001-2,000 16.7%
2.001-5.000 11.2%
>5,000 3.3%

Half the businesses have been in operation for less than seven vears. 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 vears. The primary owner 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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Tabhle 23

Scctoral 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% Hospitahity 15.1%
Retail 27.7% QOther 0.8%

SME-Bank Relationship

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

Typically, the average loan 1s small. Table 24 presents the distribution of operating loan facilitics
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 carnes clear implications over to the bank-SME rclationship.
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 turn,
- implies contact time that averages 1-2 days per vear.

S Tabic 24
Distribution of Operating Loan Facility, by Size

Size of Opcerating Loan (S000)

Proportion of Barrowers
<25 31.4%
26-50 18.6%
50-75 7.5%
76-100 9.8%
100-250 19.8%
>250 12.9%

To help with nsk assessment. outside agencies 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 firms 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; however, in only a minority of cases are business plans (14.2
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percent) or pro-forma financial statements (10.0 percent) present.  The quality of the information is
gencrally good. Most firms provide financial data to the banks that have cither been audited (2.8 percent of
the cascs) 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 Vaiues)
Item Mean Value (8000)
Annual Sales 1.090
Salaries & Draws by Owners 144
Gross Profit 392
Before-Tax Profit 25
Table 26
Selected Balance Sheet Items (Mean Values)
Asset Item Mean Vaiue (8000} Liability/Equity Item Mean Value (3000)
Cash 32 Accounts Payable 97
Receivables & 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 be larger than the firms represented in the bank loan files: the median number of emplovees 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 vears).

These results indicate that sample comprised by the CFIB respondents are not representative of

SME bank borrowers. In part, this is expected due to the survivorship bias and non-response bias inherent
in the CFIB sampling frame.
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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 tumdowns. ‘Therefore. the bank loan filc 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 Wynant and Hatch in 1990. In their study, WH calculated average interest rates broken down

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

Younger 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 oncrous 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 loansthave increased since 1990. The profiles of bank SME borrowers was 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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Table 27

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

Industry Hynant & Haich 1990 Riding & Harnes 1994

Agriculture, Fishing, Forestry
Mining & Pnmary' Industries
Construction

. Manufacturing
Transport & Communications
Wholesale
Retail
Finance. Real Estate, Insurance
Services
Prolessionals

Age of Business
<1 vear
1 -3 vears
More than 3 vears

Annual Sales
L.ess than §250.000
§251.000 10 $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

Years Business Owned by Current Principal(s)
Less than 1 year
1 -3 vears
4 - 5 vears
More than 5 vears

Relationship with Bank
Less than 1 vear
I-3 vears
Over 3 vears

Burden Coverage Ratio
Less than 1x
IXto2x
2.0Ix10 5x
More than 5x

Risk Rating
Abaove average
Average
Below Average

Size of Loan Facility
Less than $25.000
$26.000 to $50.000
$51.000 to $75.000
$76.000 to $100,000
$101.000 1o $250.000
More than $250,000

Average Rate
Ahove Prime
* 1.35
* *
1.82 1.58
1.64 1.43
1.79 1.60
1.56 1.60
1.77 1.72
* *
1.73 1.67
na 1.65
1.86 2.23
1.88 1.83
1.65 1.54
211 2,03
1.78 1.73
1.558 1.6}
1.55 1.60
1.38 1.37
0.96 1.12
1.92 2.02
1.85 1.80
1.84 1.63
1.60 1.54
1.89 1.84
1.78 1.70
1.67 1.53
1.79 1.94
1.85 1.46
1.67 1.73
1.40 1.45
c. 1.20 1.45
1.70 1.58
2.08 1.72
2.34 2.34
1.77 1.54
1.79 1.48
1.57 1.31
132 1.22
1.11 0.93

* indicates too few observations 1o report
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Table 28

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

Average Rate
Above Prime
Hynant & Hatch 1990 Riding & Haines 1994

Annual Sales

Less than $250.000 2.09 1.98
$251.000 to $500.000 1.79 1.81
$501.000 to $750.000 1.59 1.73
$751.000 to $1.000.000 1.65 1.72
$1.001.000 to $2.000.000 1.57 1.59
More than $2.000.000 1.44 1.43
Burden Coverage Ratio

Less than Ix 1.96 *

Ixto 2x 1.84 *

2.0Ixto 3x 1.85 1.90
More than 5x 1.71 1.63

4

Size of Term Loan

Less than $25,000 2.00 1.98

$26.000 to $50.000 1.74 1.57

$51.000 to $75.000 1.72 1.83

$76.000 to $100,000 1.61 1.57

$101.000 to $250,000 1.40 1.53

More than $250.000 1.34 1.42
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Section 4

Summary and Discussion

This report provides the findings of an investigation regarding the belief that lending insttutions have
reduced access to credit for SMEs over the 1990 through 1994 period: the alleged “credit crunch™. The findings

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 SMEs’ borrowing experiences.

The two categories of survey results were:

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

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

Findings from this investigation include:

 rejection rates for loan requests in 1994 are higher than in 1990 and 1987:
e 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. Tumdowns were found to be more common 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 CFIB data, interest rates on term loans appear to have increased significantly
between 1990 and 1994, however, bank loan file data. selected randomly, did not support
this finding.

e interest rates displaved 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; vet 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-making 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 cconomics of small business banking provide fertile ground 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 nsk and to acquire as in~depth an understanding of the
clicnt as might be desirable. Sccond. 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. Somc of these rcpresent failures (or inabilities) to communicate. Loan
turndowns and “bank actions™ nced to be fully explained to the small business customer.  Account
managers nced 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 understanding
of the (changing) bank dccision process. greater client satisfaction can bc obtained

Perhaps the major obstacle 1n this regard are the inefficicncies inherent in the low margins 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
nceessany to appreciate fully the fundamentals of the firm. This leads to cautious bchaviour and an
augmented tikelihood of being turned down or subjected to a higher cost of borrowing. If a loan is
advanced, the high intcrest cost is a fixed obligation that increases the firm's degree of financial leverage
and its nisk. The small borrowing balance and low margin make it difficult for the account manager 1o
provide much remediation. Failurc of the firm reinforces the sensc 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 firms, 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
governments to ease the barriers to entry for such institutions.

It is difficult, however, on the basis of the data collected and analvzed 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 casc, contran 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 ratcs were found to have
indeed nisen. However, the tenor of borrowing has also changed given the recessionary forces that have
charactenized 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 may well explain reluctance to lend. Moreover, the reduction in lending was found to have strong
geographic propensities that seem to correlate with regional ievels of economic prospenty.

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.* The survev was mailed to randomly' selected members on October 30, 1987. A reminder letter and a
sccond copy' of the survey questionnaire werc mailed November 16. The survey cutoff date was December 11,
1987. A total of 3,217 usable responses were received, vielding a response rate of approximately 30 percent.
The questionnaire emploved had been pre-tested. and was comprised of four sections: the nature of the business:

financing conditions: pereeptions of vank competition; perceptions and concems regarding bank scrvice. A copy
1s attached.

Not all 3.217 responses were used i this analysis. Small businesses in the agriculturc sector were not
considered. Various filters for missing data and for responses which misinterpreted the questionnaire were also
emploved. Because lending cnteria and terms of credit differ according to the type of loan. the remaining data

were broken into three subgroups according to the type of loan request: term 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 difference 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 fewer 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.

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




CHIB Banking Survey

November, 1987

CANADMAN FEOFRATION O
WOAPEROENT BGMESS

The CFIB Bankng Survaey is a very aflactive (00l. Your responses [o this guestionnare will provide us with vanabie dala neeaed to acton
your behall. As is our rule, the intormation which you provide will remain confidential.

Piease circla or mark the approoriale answer.

Your Business

1. Whalis your torm ol business organization?

i, Prophetorship 2. Partnership 3. Corpuration

3. Stayed the same

2. Pleasaclassily your major business activity usmg one of the categories below. (Il more than one applias, mark the one which
contributes the most loward your gross saies or totai revenues.)
1. Construction 5. Whoiasaie 9. Services
2. Minmg/Oll Field Services 6. Retail 10. Prolessions
3. Manutaclurng 7. Agricilture/Forestry/Fishing 11. Other
4. Transportation/Communicalions 8. Fnancla!Smgs (Describe)
3. Durning your last fiscai ymar, whal were your gross sales, net of sales laxes and oth er excise laxes?
1. Unoer $100,000 4.8 500,000- 699,999 7. $1,500,000 - 1,999,999 3
2. $100.000-299.999 5.8 700,000- 999,999 8. $2,000.000- 5,999,999
3. $300,000-499,999 6. $1,000.000- 1,499,999 9. $6,000,000 or More
4. Howmany empioyses do you have including yourseit? a8
total employees, ol which are pan time. 78
5. Howlong have your owned your present business? years. 10
6.  Whichbest describes your average annual change in gross sales ravenues over the past 3 years? (Mark one only)
1. Declined more than 5% 3. Grew (€ - 20%) 5. Too newin busness tocompare 1"
2. Nochange (-5 to + 5%b) 4, Grew rapidly (more than 20%)
7. isthaprincipal owner/operator of this busness a:
1. Male 2. Female 3. Male/Female equal partners 12
8. Whereis your firm located?
1. Rural area or small town (up to 10,000 poputalion) 3. Clty {100,000 - 500,000 populetion) 12
2. Small erty (10,000 - 100,000 papuiation) 4. Large city (over 500,000 popuiation)
T
Financing Conditions
9. Which one ol the lofilowng repraesents your most significant concern with extsting banking practices? (Mark one only)
1. Collateral requiraments 4. Feas/service charges 7. Term of the loan "
2. Interest rate charged 5. Competence of account manager 8, Other
3. Availabikty of credit 6. Speed of procesang loan appication {Describe)
10. Do youhave a "ine of credit” lor your business?
1. Yes 2. No 15
10a) I “Yes™, please indicate the frnit (maxmmum possible amount).
Seoiv e (nearest thousand). 1819
10b) 11 **Yes", plaase indicate the approxmnate average annual draw down on the ina.
$ (naarest thousand). R
10¢) [11"Yes", whal is the interest rate?
% OR Prima Rate + %. nx
10d) 11 "Yes", whatis the approximace vakse of the security required?
$ - (nearest thousand). b ]
10e) 11 "Yes", overthe last 3 yaars, has your ine of credit:
1. increased 2, Decrnasad

an
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11. Doyou have a lixed termioan(s)?

1. Yes 2. No a2
11a} 1t “Yes", where did you gat your most recent fixed term loan? (Mark ons only)

1. Family, friends 5. Savngs and Loan, Trust Company L\

2, Other private individuals 6. Government agency of program

3. Bank 7. Other

4, Cradit Union, Co-op, Caigse Populaire (Describs)

12.  When was the iast tme you tried 1o get a loan for your business from a bank or bank-iike instiution? (Quarter and year
please. Inctude any fixed term loans, a new ina of credil or increases in a ne of credit. Do not includa draws on an
estabRshed Ane of credil.)

Quarterof Yeat . Year - -
1. First 3. Third M 1. 1987 3. 1985 5. Belore 6. Never as
2. Second 4. Fourth 2.1986 4, 1984 1984 ined
12a) Where was the final loan decision made?
1. Mylocalbranch 3. Regionai office 5. Don't know )
2. Speciakzed of main branch 4. Haad office
12b} What type ol loan was requested? (Mark one bes! answer)
1. Fixed tarm 2. New ine of credit 3. increase in fine of credit a7
12c) Was theigan, fine of credit of bne of credit increase approved?
1. Yes, and | accepted lt 3. Yes, but i rejactedit 5. No inal decision 38
2. Yes, after turther negotiation 4. No
12d) lf“No", what was the primary teason given for the furndown?
1. Too new in busmess 5. Firm's geographic or neghbourhood location )
2. Too much cutstanding debu/insutlicient equity 6. Noreason given
3. Bank’s uniavowrable assessment 7. Other
4. Poor mdustry conditions {Describe)

126} 11“No*, whal was the amoun! requested?

S . (nearest thousand). : Ve

120) it it was approved, please pravide the lohowng:
1. Loansize, ne ol credit size of size of increase in ine of credi.

$ {nearest thousand). 7oy
2. Paybackpenad(term) months OR years OR Not Fixed. 4850
3. Interestrdte o _%ORPrimeRate + ____ % 51-54
4. Was business and/or personal (non-business related) collateral required? (Mark the one best answer)
1. Nocollaleral required 4. Yas, personal collaterat requred 55
2. Yes, busmess collaleral required 4, Yes, busness and personal collateral required .

4a) What i the approxmate vakee of the Collateral requared by the bank?

3 {(nearest thousand). 5659
4b} Would (will) the bank automatically rescind collateral pledges when the loan is paid off?

1. Yes 2. No 3. Don'tknow &0
4c) Was your spouse required 1o co-sign or guarantes the loan?

1. Yes 2 No 3. Not appkcable, no spouse 81
5. Didthe bank require changes 1o your normal management/operating procedures as a condition of the loan?

1. Yes 2. No &
6.  Was/ia the method of repaytment by penodic equal instatiments? .

1. Yes 2. No (5]
7. Whatwas the purposs of the loan or kne of credit? (Mark sil that apply) ’

1. Working capital, e.g. inventories, payroll, receivables L]

2. Fixed assals, 8.¢. piant, eqapment, vehicles, real estate [4)
.. 3. Cushion for the unexpected [

* 8. Didtheloan, ine of cradit or ine of credil ncrease repressnt the amount you reaily wanted?

1. Yas 2. No [ 24
8a) I(“No", approximatety what percent of your need did it represent?

1. Under 104 3. 25-49% 5. 65-89% [T

2. 10 24% 4, 50- 84% 6. 90-99%




9. Were the size, terms and transaction generally satisiactory?

1. Very salisiactory 3. Could have been batter 69
2. Sausiactory 4. Unsatistactory
9a) What parts of the loan or loan transaction could have been improved? (Mark att that apply)
1. Interest rate 70 6. Way you weres treated 7 9. Other ]
2. Amount received 71 7. Tooktoo ong \ ™ (Dascnbe)
3. Matunty (payback penod} 72 8. Didn'tunderstand you 77 10, None m
' 4, Colaterat requirements ke busness of it's nesds
.5, Amount of lees/chargas 7
Bank Competition
13.  Mave younoticed any change in compaetition for your flrm’s business among banks or bank-fike institutions now compared
10 3yearsago?
1. Much more compatition 3. Nochange 5. Much less compstition 80
2, Skghtty more competition 4. Shohtly iess compatition 6. No opm¥on;: not appliicable
13a) Withinthalast 3years, have you experienced a changa in the following characteristics of the bank or bank-ike institution your
tirm has deall with most otten?
A. Accessibiity of account manager: 1. Better 2. Nochange 3. Worse 81
B. Servicesollered: 1. More 2. Same 3. Less 82
C. Capabiiity ol stati/persommst: 1. Better 2. Nochange 3. Worse &
D. Continnty of account managev: 1. Batter 2. Nochange 3. Worse Y]
. € Lenongentena: 1. More lerwent 2. Nochange 3. More restrictive 85
14.  Within the fast 3 years, have you ever actively shopped {oc a different bank (nciuding bank-fke institutions) to service your
business neads?
71, Yes 2.No ]
tda) It“No", why not? (Mark only ane best answer.)
1. Possible repercussions from current bank 3. Satisfied with currentbank 5. Never thoughtabout It a7
2. No real difference in banks 4, Onlyonebankinthearea 6. Other
(Describe)
15, Within the tast 3 years or since you changed bank/bank-ike institutions (whichever is less), how many different account or
mstitutkan managers have you deal! with at your princrpal bank/bank-ike institution?
1. One 2. Two 3. Three 4, Fowr 5. Five or mofe 88
16, When was the last tsme you changed principal banks/bank-ike institutions? .
1. Never ormorg than 5 years ago 3. 3-4yearsago 5. 1-2yearsago &
2. 4-5yearsago 4. 2-3yearsago _ 6 Withmnlast 12months
Bank Service
17. Betow are fisted a number of characteristics lor a bank or a bank-kke instijution. How imponiant is sach one 1o you in
conductmg your firm’s banking busxess? (Respond once per ine)
Very Not
important Important Important
1 2 3
8. Knowsyou and your business 18 2a 3a 90
b. Provides hein{ul business suggestions, advice, and/or seminars 1b 20 3b 94
c. Ofiers the “cheapest money™ avaiabla 1¢ 2c 3¢ ”
d. One person always handles your credit needs id 2d 3d L]
e. Convenientlocation L] 2e e 12
.. Relable source ot credil 1 poa 3t )
g. Knows your ndustry 19 29 39 v
h. Speed of decisions and sanvice th 2h 3h L
. Easyaccesstoloanofilcer 1 2 3 9
j.  Offers a wide range of banking services 1 2} 3 "
k. Knows the local markst/community 1K 2k 3k 1. ]

SURVEY CONTINUED ON OTHER SIDE




18.  MHow wouid you rate your major bank or bank-ike mstitution on these same characienistics? (Respond once per ine)
Good Acceptable Poor
1 2 3
a. Knows you and your business 1a 2a T3 101
b. Provides heipiul busmesa suggestions, advice, and/or semmars 1b 2b b 1]
c. Ofers the "cheapest money " avalabie ic 2¢ 3 103
d. One person aways handles your credil neads 1d 20 3d 104
.8. Convenient location 1e 2e Je 105
1. Redabie source ot credit 1 2! kel 106
0. Knows your incustry 19 29 39 107
h. Speed of decisrons and service 1h 2h 3h 108
.. Easyaccesstoloan officer U 2l 3i 109
|.  Otfers a wide range of banking services 1) 2 3 1no
1k, Knows the local market/commurnity 1K 2k 3k e
19. Overihe last 12 months, has the number of services on which you have paid fees:
1. Decreased subsiantially 3. Stayed the same 5. Increased substantiatly "2
2. Decreased sfightly 4. Increasad shghtly 6. Don't knowMaven'i noticed
19a) Overthelast 12months, has the per unit s)ze of fees:
1. Decreased substantiaily 3. Slayedthe same 5. Increasad substantially 13
2. Decreased shghlly 4. Incraased shghtly 6. Don't know/maven't noticed
W 19b) If either has "Increased” does the additional cost reflect a compareble mcrease in the emount or quahty of services
receved?
1. Yes 2. No 14
20. Doyoudo your personal banking et your firm's principal bank of bank-fke mstitution?
1. Yes. by choice 2. No. 3. Yes, at bank(er)'s inaisience 15
21.  Whatlsyour principal bank (or bank-kke institution) that you use for most of your business banking? (Mark one only)
1. Canadian Imperal Bank ol Commerce 5. Toronto-Domwmon Bank 8. TrusyFnance Company s
2, Bank of Nova Scotia 6. Nationa! Bank of Canada 9. Credit Union, Co-op, Caisse Populaire
3. Bank of Montreal 7. Other chartered bank, 10, Other,
4. Royal Bank of Canada (Oescribe) {Describe)
22, Atwhich tocation of your benk do you conduct your busmess banking?
1. Headquarners/Mam location 2. Speciakized smal business branch 3. General branch "z
23.  Inwhat provncefterritory is your princlpll-busnness located? 1s
24.  Inthepestihree years, has your firm experienced market or financial ditficuities?
1. Yes 2. No "y
\| 24a) Within this period, would you describe your bank's approach to your busness as:
1. Very supportive 3. Unchanged 5. Harmful 120
2, Supportrve 4. Not heipiul 6. Other
(Describe)
Comments:
Attach additional sheets if necessary.




The 1990 CFIB Survey

A national survey was also conducted by the Canadian Federation of Indepcndent 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 vears of
managenal experience of owner, credit track record. and professional status of the financial manager. Onc of the
primary purposes of the 1990 survey was to examune, in particular. terms of credit advanced to women business
owners. Therefore. the questionnaire was mailed to all 5.246 women business owncrs listed on the CFIB
membership and a random sample of 9.734 malc 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 any) and managerial expenience. 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 vears 1987-1990. There were five people who said
they had not sought debt financing. but then indicated later that thev had actually done so. Five hundred and
ninety-four respondents indicated they had sought a term loan in the vears 1987-1990, 627 respondents had
sought a linc of credit in the vears 1987-1990: 635 respondents had sought an increasc in their line of credit,
Scven hundred and eighty-six respondents had not sought any of these three sources of business financing.
Eighty-two respondents did not answer questions about the type of financing sought after indicating they had
sought financing. Again. respondents from the agricultural sector were deleted from consideration.

Haines & Riding:
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CFIB Banking Survey

July, 1980

The CITH DBaaking Sunaey g veny effectove ool Yinee responses 1o the questionmure will pravide us with valuibic daty needeal

wracton your behalf, As s our rude, the information yau peovide will cemamn confidential.

Your Business

1} Where te e fiem oetted? (Ciecle one ontyv)

Lo dmali entn ar el area (up to LD pevple) 3. Cite CHIREE 10 SOOI peeple) ™

Thvv i mverape, e e gross sates reveiaes chanped ovee the past three sean? { Circle one onivy
1. Dechoed (nvre than ')

3. Girewe (Gt 200%.)
2. 0 change (45" 10 +5%)

4. Grew rapidiy ( mare shan 2004

S} iy mamy people gos yoe basiness oganizacon onpbn? Cincticke any ommer st aorks fae the business in your response)

eamiinve(s) of whicl 0 is/ane part-time (less timn 30 bours per week )
6) IMuae avaluae the extent to which yaur organizatinn’s FINAL PRODUCT/SERVICE is “high tech™ in aatuee by circling the
appropnate namber an the seale belose, (A ratlng of 1 means that your final product is not “high iech™ atalk; $ means
that vuur final praduct oc service is exclustvely “high tech™ High sechmtom ur “high sech™ on thus context refees W
such industnes as seomeneductnes and rebued sdlicon technatoms hintechookny:. phammaccuticals. acrspace/satelhive
cummuncitmns, (elecnmmunicabons skl compates. for inaaee. if e fiem prisdeces coolaes, yon may wish o asagn
a matiag of 1; hnwever. if wur finm produces semconducines, yon may wish 10 aswgn 2 mnng of 9. These 1w ex-

aNMIES RPRCDT eXUENKes 3md your niay avagn other RURES based vn wsure perception 1) what the natore of e product/
st i)

Not“hlgh wech” acall

Very “high tech”
1 2 3 4 5 6 7
On the seale beluw, pleese axdicate the extent i whicl your arganizaiion EMPLOYS HIGH TECHNOLOGY i produce s
final prxducts or t praude s senices. (A mating of 1 means that your organizmtion does not use high technology
atall in production: a rating of @ means that you use only high technology tn production. For instance, e
your firm may produce a sonshigh wehnology product, it msy sonethietoss employ lngh techaalogy sch as compaers in
prxinciion, I a plant for praducing cookics is commietely attomated for instance, one may awien 2 monp of 9. On e
nher hand, if the cookies are procduced tradinonally, you may wan o asegna rung of 1.)

Not “high tech™atali

. Yery "high tech”
1 2 3 4 S 6

9
2, 5l eny LN e )LD people) o Larpe Cuv (more tian SIREOON peopic )
2} Juse howy long bus siee hreaness bees established? (0 less tean one year please sonnd off e veac)
——yuary ° 032
3a) What s the legal saatos of vor business angamzaten? (Circle one onle)
1, A sote propactashup {Go to Q. 4) 2. A partnership 3. A comxtratinn 13
3b) e husisess s a partneesiip or a comoambiod, Iese many aoeners does it hag?
Maner ALH 1)
3c) 1w buseneas i€ .a partoership, it an cquil pannentop? { Cirele one onlv)
1. Yer 2.Noy 1
4)

IB“QI

7 B 9 28

8 9

Background of Owner(s)

A pancipal awarer nf 2 business is a person who owns a subseantial panion of the setat equine ol that bursness enterpase (usatlye 200,

or nware of 10tal iwnership} and who plws an actee ke in the marapenent/direcunn of the business, Betosy, please poanide
infirmairon on up t three of your prinapal immers,

8) Please identife the pender of each af the principal tvmers of your business in descending onder af percentage of mamenship;
that is, pnoemal trmer | should hne maore (o an equal share af wxal gy than (as) panapal tavner 1 AND prnapal
aner 1 dxld have more (or equal) percentage of wnal vsvnenship than (as) prnapal eavner L (Clrcle ©If the
principal owner Is male and circie 2 if the principal owner is femate,)

Principal Principal Principal
Owner! Owner It Owner (11 Gender of Owner
i i Male 2129
2 2 2 Fermale
]
.~

SURVEY CONTINUED INSIDE




9a) What i the highest level of frrmal educaton that each of the panapal imnen of your business has completed? (Piease clrcie
one only for each awner.)

Principal Principal Principal Highest Level of Education
Ownerl Ownerll . COwmerll] Completed by Owner
i | 1 Some high schoal 2032
2 2 2 Nigh sehool dmioma
3 3 R Some unnersinv/college
| 4 4 Cotepe depree
S 5 5 Underpraduate degree
I G O Graduare depree

If none of vour principal owner(s) hasa coli'e'gc or untversity degree, skip to Question 10.

ob) 1fan tnvner hias a college orunnervwne degree, please indieate the npe afdepree helows (Clrele T ifthe owner hasa financial
degree. clrele 2 If the ommer f1as another professional degree and 3 If the owmer hava noa-professionad degree.)

Principal Principal Principd Type of Degree
- Owner! Owmer i} Ownerill Owner halds

| ! | A fimtncial professional tegnee (e B Comm, 3334
MILA orF PR\ Finance, Accounting ar
Frtsenmies

2 2 2 (ther padessional degree j e.g. axedeeal decctor,
cngineet. lmvaer, tic.)

2 3 A tither depree

10) In'wiir ikdpsine sector, hes many vears of managenal expenence does cacl of up o three of your poncipal ivvaers hine?

Principal Principal Principal *
Owyer Owneril Owner I} -
ears ——— U ———— VCATS . - 3841

t1)  Whaisthe formal/informal financal manager of vour business? (Cirele one only)

L. A principal owner 3. An entside aceounting ini

«
2. Aneaployve wincs ot airpaner 4. (iher § Please speecify)
i2)  Ivuser financial manoper 2 manciat professicnal (i is,is your linancial manager a2 (hanered Acomuntan, CPAL CGA, ere?)
(Carcle pneunhy )
1. Yes R 2, No a
13} ivwr inancial aunegeer crploved pn a Gl time or part-tinge basis? (Ciecle one oniyi
1, Futl-ome 2, Part-tne 3. Onlrer (Plesee Nweify) [T
1 Whatisahe gentder of your fimancial mamager or the persan who xS seree finance cepartment? (Circle one anly)
1. Make . Female as
. . .
Debt Financing Experience-
In tus seaem, please provide details abont the moast recent occasumn an which ywour finn soughit crdit from a inancial instautinn
Mot ufien, sch eretit tkes the A of 3 term lian, a Gine of credit or an mcrease in an exstng bne wf eredit We detine these
1eems as folloas
Line of credlt: A line of credit is defined here as a lnan which s ustally made to firanee the day-to-dav operattons af the hsiness,
Term Loam A fixed term lnan os defined here as a loan which is usmally 2 funpesunt and which is expected to be pad either as a
lnop-sum wath interest after a pecificd penod of time or in periodic ingallments iver a pecified penmd of nme.
15)  Haswyour firm saveht a ilne of credit, an increasc in a line of eredit ora rorm loan from 2 fnancial institution sonce EYR™?( Circle
one only) .
1. Yes 2. No(Go 1 Q.312) <8
16)  Whenwas b last tome s applicd far a line of credit, an inerease in a line of credit or 2 term oan?
Mondh Year. ___ <730
17} Dud thes it recent expenence inulve 2 fean doan, 2 hae of ercdit or an increase itz line of eredit? (Circe one pnlv}
1. Jermiloan 2. Unc of credst A 3. hewrv i hine af credh s
18)  From sluch of the fllemang financial instations did you seek the kim of eredit you desured? (Cirele nne only) ’
1. Canadian hnpenal Bank af Commeree 6. Natenal Bank of Canada 52
2, Bank of Nena Scotia 7. Oriwer chanered bank ( Please describe)
3. RBank nf Moatreal 8. Trust/finance company ( Vicase desenbe )
4, Renal Rank of Canada 9. Credit unibn, co-on, caiss poprilaire (Please describey
5. Torat-Dominion Bank 10. Other (Please deseribe )
19)  What isthe anxwint uf the line of credit, increase in line of eradit o term hian you agplied for?
st — (In ncarest thousand ) s3.57
20a) Was yaur apphcation aceeptedd or reected by the finaneial ininntion? (Circle one valy)
1. The applicate was aceepied 3. The applicanon was rexccted owinght (Go = Q.28a) [t
2, No devisien has yet hern reached (Go (0 Q.31a) PR
20h)

If your applicaiion was accepted, what is the FINAL amoumt of fine of ercdit, increase in line qperedit or term loan the
financral instinriteon was willing wo appriae?

s (in ncarest thousand)




S. lirm s peoygaphic ar neiphbourhood locaton
3. infficient ey

G. Other ( Mease speecif)

21} Wit i tle FINAL rate of intere™ the financal nstgutte nas willing te clarge o the line f¥ v:n:-.“ InCRease e line of

credit e verm kian?
Interest rate = Pnme rie . — pereentape pomtis dheat PANK Py
22)  What i the approximaie saiue of (e collitenl the financial institution FINALLY reguircs 10/ seoure it bk of credit,
incruase in hine of credi or teem luan?
Ly — ], 1 L PR AL
23)  Whrwsis requeered to co-sign o guarantece the ine i credit, I of credit inerease ar term kan? ( Circle one oniv)
1, Nt regpnined b applv a oeagoee 3. Onter € Mease ety ) 72
2, My {ouf ) o s)
24a) Mease indicate bele which uf the fillimang swere denanded of souas collatecal and which uf these were meatabie e e
buunesy as enllateral at that ome for the e of eredit, inerease in line ul eredit ur tem zn, (Clecle 1 1 the relevant
response is “Yea” and circle 2 If the appropriate response ix “No™ You may circle more than one response if more
than one mset was requesied of you and/or was madlable 1o you as collavernl.)
Demanded As Collateral Avallable As Catlateral
Business Assets Yes No Yes No
1. Accounts recenvhie 1 2 t .2 FAVTY
2. fnveiny i 2 | 2
3, Awtomobile 1 2 1 2
A Oflice equipment ! 2 { 2
$. Machinery 1 2 1 2
6. Reubestate i 2 ! 2
7. Bonxds and secorisics t 2 1 N
8. Other 1 2 i 2
( Pleis spegtdy)
2:tb) U pervat e were sl regquested afemalable w vow, please pawide the follinving fonuaten as in e preceding cee
. Demanded As Collateral Asallable As Collateral
Persanal Assets L Yex No Yes . No
1. Amonx e 1 2 i 2 85-96
2. Restl estane 1 2 t 2
3. o and seenntes L 2 i 2
AL iher | 2 1 .2
( Please peailv)
25)  Dhid the fmaacial instiratmn regquire changes m e noml nuapenientoperitang procctiares as a conditor of the loan?
(Crirele one aniy)
1, Yes (Mense specifv) 2. Nu »
20)  Were Hwe size, lerms and tranactinn satisfcton?
Yery Uasatsictory Very Satisfactory
) 2 3 4 5 [ 7 ) 9 L /
7a) \Which aspects of the foan it veur negatizte? (Circle as vy as apply)
1. Interest mte 6. N 0 cullateral requined #9108
2. Amount appnncy 7. Changex regqnned in your panagenent/operting procesinmes
3. Matunty (pmback peried) 8. Changes reytnred in e markehing serategies
4 Servee charpes 9. Nut applicahiv « did not negaatiate
S, Ansauni uf collatenl regireied 10. (Other ( Mlese speciiy)
Z7h) Alter all nepetiaviogs (I anr) were campleten. which aspevts ni e final nifer m:nl:‘ nrou by the financi:l nstitmeen
wuld haae been impraed® | Circle as many asapply)
1. Interest tate 6. = of collateeat requered 10118
2, Anwamt appnnd T Champes regunred Inwar macigeeient sopennnme procethanes
3. Matunty {pavhack perind) 8. Chanpees retqpored in your markething mtogies
4. Service chamees 9. N, all apects were satisfacury
5. Anxmnt of codlatermi reguesed 10, ey ( Please spevify)
Z7¢) Did yent acoept the final terms and conditions of the financial ingtitution? (Clrelc one onlvy
1. s (G010 Q.2v) 2, N {Go 10 Q. 29) ne
2Ba) i vmr applicatinn was rejected. did v nepatiate with i financial instittion ki a reconsideration? (Circle one inly't
JPRYCY 2. No ! 120
28b) \What was the paman: reason the financial instituikon gave for e wnwkavee? (Citcle one uaty) '
1. T resy in husiness 5. 1irm’s prographic ur nepitbearhond kocticon 121
2. Tixt much nuttandiog debt 6. Nurrcamm pen
3. Imwtfic et equay 7. (nher { Please specifi')
<. Poor ardustne comditums
28¢) 1l no reason was gnen, did you ask kir 3 reason (Cirele nne only)
1.\es 2 Nu 122
28d) Wha do you think the pramany rasin was fir the nixknen? (Circle one tnldy)
1. Towy new in bastniess 4, Poar industry conditinm 23
2, Too amch outsanding deht
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29)  Have yoo over pone osur the imit of s e of credir? { Girele one only )
Lyes Lo 124
AR)  Hhne e ever beei nmale o pav ek ane previeons basares ko on ieee? (Cirele ane anhv)
1\ 2.8u s
31a) Within the fas three years, iiave yan over acinehy shopped for 2 different financial instieutian 1o semace sour bustness needs?
{ {ircle one only) A
1.%es 2.No (Gaow Q.31c) 128
31b) M yes, whn? {Circle one nniy)
1. Nut satisficd with current financial instttion 3. shopping can lead tn better terms of credit 27
2. Different banks provide dilferent senaces 4. Oer (Picase desenibe)
31c) IMwnudid oot shop fur apather financial insttution, why not? ( Circle as many as appiv)
1. Aatisfied wih current hank 5. Onivnne bank intixe area 128104
2, Never thoupht abeut o 6. Pinathie reperatssions trom current hank
3. Toer Inesy T (e (Please teseniie )
A Mo reat dilferencee in banks =
32)  When was thwe kst time sun chanped vaor financil institation? { Circle one anly)
L. Never . 4. 243 wamapn 128
2. Mare than § wears agn $. Less than 2 vears ago
3.-0-5 warsapo
o
Bank Services
33) el are listed anumibxer ol chareienisties for a fnancial insptutian. Finst please mte (eav imponant cach cluraetenstic s th
warincunchicning yanr business Seeexd, plense rate the financial institutinn sesa deat watl avost olften in terns of how sagsficd
i ane wath s pepomiance an each af these chametenstes
Imporance Satisfaction
Not Impormne... Yery imporant Not Satisfied. .. Very Satisfed
1. Kmnes vk and yur husiness 1 2 A ] 2 IR
‘2. Premdes helpful business advice 1 2 3 ) 2 3
3. Offiers the dheapest neixy mailable 1 2 R 1 2 A
‘4. Reliable source nf credit 1 2 3 1 2 3
S. Prinides widk runge of senaees ] 2 3 1 2 3
6. Acenunt mamger is easv to talk o 1 2 3 1 2 3
7. Makes you feet comfortable l 2 3 t 2 3
8. Treals vis with respect t 2 3 1 2 3
9. Gexxd source of venture capieal t 2 3 | L2 3
3 Ontle whale, hone satisfied are you with the financial insatition you deal witl? ( Circle one anty)
1. Highlv swtisfied 3. Sanwwvhn dissatisfied 154
2. Reasonuhilv satisfied o, Stronghy dissatisfied
. . .
Financial Statements
35)  Please compiete the followang shan-fm incume and baianee sheet datenwents of yvour business past fiscal vear. This informa.
hon wali remain stnctly confidential, Piease round of amounts to the nearest thousand.
Income Statement
GrossSales . oot iici i e Taxes oo e e | (55184
Opermtingexpenss ... ..., 8 185180
Interest expenses Lol . $ Onvners’ (ovwners’ rvitidrmeals/salanye 170174
leaseobligatons .o s tsalaney) (asapereentageodsales) L 178182
Balance sheet statement
Assers Liabiljtles
Atciarsrevenabke L Ll L S Acountspmable L.l |, 183192
Imentones oL, e lonprermckebt oLl | . 180-202
Bondse secunties ... e o 20207
FIXewlaseels .. oivininiinnennnn. L ST 8202
Comments:

(Attach additional sheets if necessary)

Thank you for completing this survey




The 1994 CFIB Survey

The 1994 questionnaire was an expansion of the 1990 instrument and retained most of its content and
structure. Mailed to all members of the CFIB. 1t had the following sections:

. data about the respondents business:

. respondents' most significant concern with existing banking practiccs:
. information about debt financing experience:

. concerns about banks:

. bank services:

. bankruptcy experiences:

. bank activity;

. spacc for further comments.

Of'the 10.713 responses. 7.053 respondents indicated their firm had sought a line of credit. an increase in
a linc of credit. or a term loan from a financial institution since 1991. As in thc two previous survevs. small
businesscs in the agriculture sector were cxcluded. A total of 2,185 respondents reported having sought a term

loan since 1991: 2.396 had sought to cstablish a new line of credit. and 1.741 had applied to increase the limits
on cxusting lines of credit.

[
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% .
A CFIB Banking Survey

canNaDiaN FEDERATION OF
INDEPENDENT BUBINEEE

M-SV0047-9402(169)

The CFIB 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 LD.No.here, £ -~ ' ' | ' ! |

-4

This Member 1.D. No. can be found in the bottom right-hand corner of your Mandate Ballot.
Example: 00064509

Instructions: Please circle answer as shown@

Your Business
1) Where is vour firm located? (Circle one)
1. Small town or rural area (up to 10,000 3. City (100,001 to 500,000 people) s
people) 4. Large city (more than 500,000 people)

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

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

10-1t

3) How, on average, have your gross 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%5¥ 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) Pleaseevaluatethe extentto which yourfirm’s final product/serviceis “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. Lowtech 2. Medium tech 3. Hightech

6) Pleaseindicate 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 that your firm uses little or no high technology at
all in production, “medium tech” means that it uses a moderate amount of high technology and *high tech”
means that you use only high technology in production.) (Circle one)

1. Lowtech 2. Medium tech 3. Hightech

SURVEY CONTINUED INSIDE -—*—-




Priority Banking Concern

7) Which one of the following represents your most significant concem with existing banking practices?
(Circle one)

1. Collateral requirements

Interest rates changed

Fair terms and conditions of credit
Fees/service charges

Competence of account manager
Speed of processing loan application

7. Terms of the loan

8. Bank'’s willingness to provide financing

9. Reporung requirements imposed by bank
10. Other (Please specify)

19

Sk W

Debt Financing Experience

Inthissection, please provide details about vour mest recent application forcredit froma 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 credit. 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.

since 19917 (Circle one)
1. Yes 2. No (Goto Q.25)

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

18-21

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 instirutions did you seek the form of credit you desired? (Circle one)

1. Credit union, caisse populiire, co-op (Please 7. National Bank of Canada
specify)

Canadian Imperial Bank of Commerce

Bank of Nova Scotia 9. Trusv/finance company (Please specify)

Bank of Montreal

Royal Bank of Canada

Toronto-Dominion Bank

8. Other chartered bank (Please specify)

v AL

10. Other (Please specify)

12) What is the amount of credit you applied for?
5

24.32

13) Was your application accepted or rejected by the financial institution? (Circle one)
1. The application was accepted
2. No decision has yet been reached

3. The application was accepted in a modified
form

l 8) Has vour firm sought a line of credit, an increase in a line of credit or a term loan from a financial insdtution

4. The application was rejected outright
(Goto Q. 21)

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

$

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

L

a2




16) What is the approximate value of the collateral the financial institution finally required to secure the credit?
s .

these were available as collateral at the time of the application for credit. (Circle one answer for “demand”

l 17) Please indicate below which of the following business assets were demanded as collateral and which of
' and one answer for “available” for each business asset.)

Demanded as Collateral ~ Available as Collateral
Business Assets Yes - No Yes No
1
1

A. Accounts receivable

[ §9]

o

1
B. Inventory 1
1

[SO T

Automobile

[0 ]
—

Office equipment 1
Machinery 1

5
—
]

[ XS T ]
oy
9

Real estate 1

—
1J

Bonds and securities 1
Other (Please specify) 1

oo T e TN
b
b

tJ
N

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
B. Real estate

9

1

(8]

tJ
to

1 1
Bonds and securities 1 1
Other personal guarantees 1
Personal guarantees of family, associates, etc. 1

Other (Please specify) 1

HET 0
RN
SRR R

rJ
—

19) Did the financial institution require changes to vour normal manaszemenr/operaun procedures as a
condition of the loan? (Circle one)

1. Yes (Please specify)

l 18) Please indicate below which of the following personal assets were demanded as collateral and which of

9

No

Satisfied Dissatisfied No opinion
A. Size of loan 1 2 3
B. Temms of loan (interest, collateral, imeframe) 1 2 3
C. Banker’s handling of application 1 2

LS ]

20) Please indicate if you were satisfied with the following: (Circle one for each)
Please go to Question 23

74 %

FEN 1)

76 82




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  »

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

1. Too new in business 6. Environmental risk o
2. Too much outstanding debt 7. No reason given
3. Insufficient equity 8. Cther (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)
1. Yes 2. No

24) Has vourbusiness ever been unable to pay back any previous business loans on time within the past three
vears? (Circle one)

1. Yes 2. No %
Your Bank
25) What financial institution does yvour firm use for most of its business banking? (Circle one)
1. Credit union, caisse populaire, co-op 7. National Bank of Canada o
(Please specify) 8. Other chartered bank (Please specify)
2. (Canadian lmpenal 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
Bank Services

26a) Some banks have made moves to freeze or reduce some service charges for their customers. In the past
vear, has your firm expenenced a freeze or reduction in the cost of bank service charges? (Circle one)
1. Yes 2. No (Go to Q.26¢) 3. Don’t know (Go to Q.27)

26b) If your firm has experienced the effects of a freeze or reduction in bank service charges overthe past year,
what has been the net cost of the same services for your firm? (Circle one)

1. Thesame

3. Not applicable, using different range of %
2. Lower services
4. Don’t know

26¢) Ifyour 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) .

1. Higher 3. Notapplicable, using different range of =
2. The same services
‘ 4. Don’t know
27) Are yousatisfied with the value for money spent by your business on bank service charges? (Circle one)
1. Yes 2. No 3. Undecided

95

28) Do you, your spouse or family members use your business bank for personal banking services (e.g.
personal loan, car loan/lease, credit cards, RRSP, morigages, etc.)? (Circle one)

1. Yes 2. No 3. Not applicable

%
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Bankruptcy

29) Has your business been involved in an insolvency, bankruptcy or receivership in the past year? (Circle
one
1. L’es, as a creditor 2. Yes, as a business 3. No _—

Bank Activity

30a) Inthe 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 that your business pledge more collateral to back up loan(s) 1 2 "
B. Lowered your firm’s line of credit 1 2 00
C. Asked you to provide more personal guarantees or collateral 1 2 o
D. Required a consultant’s investigation or report of your operations 1 2 2
E. Required that you commit more equity to your firm 1 2 109
F. Exercised control over your firm’s payables 1 2 o4
G. Called your loan 1 2 -
H. Renegotiated the entire financing package 1 2 106
I. Required more frequent financial reporting 1 2 or
J. Cut back on inventory financing 1 2 108
K. Cut back on receivables financing 1 2 108
L. Other (Please specify) 1 2 1o

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
Expenditures more than expected
Value of collateral declined
Arbitrary decision by the bank
Exceeded credit limit

[

S e

Sector/region viewed as risky by bank

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

30c) How was the notice or explanation of the bank action(s) handled? (Circle one for each)

Yes No Don’t Know
A. Fully explained 1 2 3 2
B. Done with reasonable notice beforehand - 1 2 3 @
C. Fair, in view of the reasons given 1 2 3 2
D. Other (Please specify) 1 2 3 =

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

1. Firm benefited from action(s)

2. Firm has cut back on employment
3. Firm has cut back on operations
4. Firm has cut back on investments

5. No partiCU.lar effect 124129
6. Other (Please specify)




31) Please indicate how the following characteristics of your firm’s financial institution have changed over

32)

Bank Performance

the last 3 years. (Circle one for each)

Better

A. Accountability of account manager 1
B. Reliable source of credit , 1
C. Knows you and your business 1
D. Knows your industry 1
E. Provides helbﬁll business advice 1
F. Services offered (value for money) 1
G. Capébility of staff/personnel ‘ 1
H. Continuity of accoﬁnt manager 1
I. Requires fair and reasonable terms and conditions for loans 1
J. Requires reasonable reporting documentation 1
K. Requires reasonable amount of collateral 1
L. Branch can handle loan requests without going to a higher level

for approval 1
M. Bank’s understanding of vour business plan and financial

statements 1
N. Bank’s understanding of cash flow lending l
O. Restrictions on lending 1

During the last 3 years, how many different account managers have you dealt with at your firm’s principal

financial insttution? (Circle one)
1. Onme 2. Two 3. Three

No Change Worse

2

-—

SIS SN SEES IS S|

t9

9 N

v

2
2

4. Four or more

-~

J

G (93]

(93}

(9D Gy W W w w

L) (93}

193}

(93}

33) During the past 12 months, how would you describe your financial institution’s approach to your
business? (Circle one)
1. Supportive 4. Other (Please specify) "
2. Neutral
3. Harmful
Comments




APPENDIX B;

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 emploved n this aspect of the study 1s that of stepwise logistc
rcgrcssion.g The general form of the logistic model 1s:

{v/n} =™/ (1+")

The left hand term mayv be regarded as the probability of a loan turndown given a series of firm-specific
charactenistics denoted by the vector {N,}. Thesc characteristics include measures of such attributcs as firm size.
risk. credit ratings. cte. The night hand term is based on observations of firms that have either been turned down
ornot: A large value of ™ vields a value of E{v/n} of close to 1.0 (e.g., turned down). A small value of e®*!
results in E{y/n} of closc to zero (e.g.. not tumed down). The f{X}. then. rcpresent those corporate
charactenistics that best discriminate between actual historical loan tumdowns and actual loan acceptanccs.

Here: v is the predicted number of turndowns in a sample of n cascs.
E {v/n} is the predicted proportion of loan turndowns. and.
f{X} is a linear model of the form ap + a,X; +a,X> +a; X3 +... in which the X variables are
properties of the firm (e.g.. firm size. etc.) and the a, are parameters that are estimated in a

regression-like fashion and that arc related to the weight that cach factor contributes to the
likelihood of a turndown.

The concept 1s 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 tumdowns and approvals. 10

@

L. Engelman, "Stepwise Logistic Regression”, pages 330-344, in W.J. Dixon, Chief Editor, BMDP Statistical Software
Unaversity of Califorrua Press, Berkeley, 1985.

S.J. Press, and S. Wilson, "Choosing Between Logistic Regression and Discriminant Analysis", Journal of the

Amecrican Statistical Association, V. 73, No. 364, December, 1978, pages 699-705.. In their comparison of statistical
discnmination techniques, Press and Wilson state:

“It is unlikely that [multiple discriminant analysis and logistic regression)
will give markedly different results, or yield substantially difterent 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 approachces to the analysis of loan tumdowns for several
rcasons. First. logistic regression 1s a multivanate technique which permits the identification of scts of vanables
which. in lincar combination. arc statistically associated with the probability of membership in one of two
mutually exclusive categories: loan turn down or not. Sccond. the use of this approach improves on the type of
approach which attempts to relate loan turndown rates to individual (univanate) attributes of the sample.  Third.
because the statistical assumptions which underly logistic regression admits both continuous and categorical
variablcs. the use of this technique is likely to be less subject to concerns over the assumptions than would
discriminant analysis. Finally. logistic regression i1s more casily interpreted than discriminant analyss.

Loan Turndowns: Potential Explanatory Variables

The logistic regression function forccasts the probability of a loan tumdown given the nght hand side
variables. vanablcs that mecasure the "5 C's"” that lic behind credit decisions.

The following variables were available from the CFIB data as possible candidates for cxplanaton:
variables in the logistic regression. Selection of these candidate vanables was based on attcmpts to measure
cmpirically the risk concepts inherent in the "5 C's". For example, industrial sector and provincial jurisdiction are
measures of "Conditions." size mcasures capacity. etc. Each measure, taken alone is arguably imperfect.

However. when considered as a group theyv present a reasonable simulation of the factors frequenthy used in credit
scoring systems. The variables are:

X, Industrial sector. Following from the work of Thomton. who found that the likelihood

of firms in the manufacturing industrv being turned down was different from that for

non-manufacturing firms, X, was set equal to 1 if the firm was in the manufacturing
sector, and to O if not.

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

X; As a alternative measure of firm size and capacity to repay a loan, X; 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 part-time employees to
provide a cross-sectionally' consistent measure of each firm's workforce. In the 1994

survey, this was coded into seven categones (0-4. 3-9, 10-14, 15-19. 2049, 50-99.
>100).

X The agc of the firm was a continuous variable which, to some extent, may 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 prediclive power. Typically, the
multiple discriminant analysis results place all observations in the "approve" category.
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N XNo

Xia

Xis

Xis

XsXe.

X7
These variables were used as categorical variables to denote the location of the firm.
Xs took on the value of 1 if the firm was located in a rural arca, and zcro if not.
Likewisc, X¢ and X5 were set to values of | if the firms were located in a small eity ora
medium eity, respectively, and zero if not.

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 capacity. Varable Xy was
assigned the valuc of 1 if gross sales had declined more than 5% annually, and a value
of zero otherwise. Similarly, Xy was assigned the value of 1 if the sales growth was
stable. Thus. firms with growing sales were assigned valucs of zcro for both Xy and

XNo. No further distinction was made between firms experiencing different rates of sales
growth.

Question 24 of the 1987 CFIB survey asked businesses owners if their firm "had experienced
market or finanetal difficultics" in the past threc years. A value of X;=! was assigned for
those firms which responded affirmatively to this question. For firms which responded "no" to

this question. X,¢=0. Firms which did not respond to this quested were treated as missing data
and excluded from the analysis. [1987 questionnaire]

Has vour business been involved in an insolveney, bankruptcy, or receivership in the past vear
as a creditor? (1 ifves, 0 ifno) [1994 questionnaire]

Has your business been involved in an insolvency, bankruptcy, or recetvership in the
past vear as a business? (1 if ves, 01fno) [1994 questionnaire]

Set equal to 1 if firm is located in Ontarnio, zero otherwise. {1994 questionnaire]
Set equal to 1 if respondent. spouse. or fanuly' members use vour business bank for
personal banking services, zero if otherwise. [1994 questionnaire]

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

Have vou ever gone over the limit of your line of credit? (1 if vyes, 1 if no) [1990
questionnaire]

Have you ever been unable to pay back any previous business loans on time? (1 if yes,
0 ifno) [1990 questionnaire]

Have your sales grown at +6 to +20% over the past three ycars? [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 Xs, Xo, and X)3].
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Xio Sct equal to 1 if firm is located in Newfoundland. zero otherwise. [1994 questionnaire]

Now Xz

AnXNx
These variables indicate the line of busincss of the loan applicant. If the business is n
the construction, wholesaling, hospitality and tounism. and business scrvices hine of

business respectively, the vanable was set equal to onc: zero othcrwise.  [1994
qucstionnairc]

Xoa Set equal to 1 if firm is located in thc Northwest Territones. zero otherwisc. [1994
questionnairc]

X

[#]

s Gender of principal owner(s)/operator(s) of the business. (1= female. 0 othenwise)
1990 and 1994 questionnairc)

Ao Sct equal to 1 1f firm is located in New Brunswick, 0 if otherwisc. [1994 questionnairc]

Xz Set equal to 1 if firm is in the service sector. 0 otherwise. [1990 qucstionnairc]

Logistic Regression: Ovciview of Findings

The empirical findings regarding determinants of each of term loan dccisions, 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 CFIB 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
making 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 n general terms for each of the three

rypes 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 Daia. Stepwise estimation of the logistic regression based on the
entire 1987 data sct of 1,034 term loan decisions (including 80 tumdowns) vielded the finding that, the
probability of being turned down for a term loan is higher, other things being equal, for non-manufacturing
firms, firms located in other than rural areas, and for firms which had experienced market or financial
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 stanstics, was found to be a good fit to the data.
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In order to cxaminc the robusmess of this result and to investigate the predictive power of the model. the
logistic regression was re-gstimated based on a subsct of the onginal data. This subsct was gencrated by sclectng
ra;1doml_\' approximately 40 pereent of the onginal 1.034 cases to serve as a "holdout" sample. Based on the
remaining 344 cases (includes 51 turndowns) without missing data. the cocfficients estimatcd on the basis of the

reduced data set did not differ to a statisticallyv significant extent from the onginal csimates. Thus the logsuc
regression model is not sample-dependent.

The inclusion of the manufacturing dummy variable is consistent with the assct basis of term loan
financing. A history' of financial distress is also an intuitively appealing determunant of lending decisions.
Clearly, a firm which has few pledgeable assets and which has a history of market or financial difficulties is not a
good candidatc for term lending. The inclusion of the dummy variable representing a rural location is also
intcresting becausce this vanable may have several possible intcrpretations.

(b) Replication of 1987 Term Loan Results with 1990 Data. The modcl was re-cstimated using the

1990 data sct. based on 563 observations (38 of which arc turndowns).

None of the coefficients were
significant,

(c) Replication of 1987 Term Loan Results with 1994 Data. The model was re-estimated using the
1994 data sct. It was found that thc 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 Probabiliny of Term Loan Turndowns : 1990 Data. Stcpwise estimation of the
logistic regression on the entire data set of 557 term loan decisions (including 38 turndowns) vielded 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 firms that have experienced a sales growth of between +6% to +20% over the
past three years.

(e) Estimating the Rrobability of Term Loan Turndowns : 1994 Data: Stepwisc estimation of the
logistic regression on the entirc data set of 1.930 term loan decisions (including 260 turndowns) vielded 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 logsstic regression relationship. according to goodness-of-fit Chi-square statistics, was found

to be a good fit to the data. Each of the vanables 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 firms which experienced financial or market distress in the previous
three vears and for firms with declining sales. Firms which have experienced distress and which exhibit
stable sales are the second-worst case.

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

In order 1o examunc the robustmess of the results and to investigate the predictive power of the logistc
regression model was re-estimated. based on a randomly-generated subset of approximately 60 percent of the
origmal data. Thus. based on a subset of 381 cases (41 of which were turndowns). the cocfficicnts cstimated on
thchbasis of the reduced data set did not differ to a statistically significant extent from the estimates in (7). In
addition. the Clu-squarc goodness-of-fit test statistics were also found to be significant at the 10 percent level and
it 1S 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 with the 1990 data. There were 607 cases included in this analvsis. The results were that the signs of
the sales-growth and sales-stable coefficients were correct. bur the coefficients are not statistically significant.
The coefficients of X and X, 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 tumndowns of
applications for line of credit incrcases. The coefficients on the sales-growth and bankruptcy involvement
variables had the expected signs and were significant beyond the 10 percent level of type I errors. The
coefficients on other variables were are non-significant.

(d) Estimating the Probability of Turndowns of Line of Credit Increases : 1990 Data. When the entire
sample of 390 outcomes (46 tumdowns) in 1990 of requests for line of credit increases was used to estimate a
logistic regression model, it was found 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 tumdowns) 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 same 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
varables 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 of Turndowns of New Lines of Credir: 1987 Data. The logistic regression model for the
probability of tumdowns for new lines of credit requests was first estimated using the entire data set of 409 cascs.
which included 60 incidences of tumdowns. 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 vanable was significant at extremely small p-values.

In thc manncr of previous analvscs. the logistic regression modcl was re-estimated using a subsct of
approximately 60 percent of the data. chosen randomly. Based on a subset of 281 cases (29 trndowns). the
distress variable was the only discnminating variable. Based on the subset of data. the probabiliny of a tumdown

rosc from 3.6 pereent to 21.3 percent for firms with a recent history of financial distress. Again. it is clear that
the logistic regression model was not sample-dependent.

(b) Replicaiing the 1987 Results for New Line of Credit Applications with the 1990 Daia. The model

was re-cstimated with the 1990 data. There were 591 cases included in this analysis: 43 of thesc cascs were
turndowns. None of the coefficients werc significant.

(c) Replicating the 1987 Result for New Lines of Credit Applications with the 1994 Data. The model
was re-estimated again with the 1994 data. There were 2.396 cases included in the analvsis; 370 of these cases

werc 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 tvpe I errors.

(d) Estimating the Probability of Turndowns of New Lines of Credit ;: 1990 Data. When the entire

sample of 581 outcomes (42 tumndowns) of requests for new lines of credit was used to estimate a logistic
regression. no significant explanatory variables were found.

(e) Lstimating the Probability of Turndowns of New Lines of Credit : 1994 Data. The entire sample of
2,113 outcomes (324 rumdowns) of applications for a new line of credit was used to estimate a logistic regression
model. The results imply that the probability of being turned down for a new line of credit is highest, other
things being equal, for firms located in New Brunswick and the Northwest Territories and for firms in the
business services sector. As in the case of turndowns of line of credit increases, when personal banking is
done at the same bank as is making a decision on a new line of credit, the likelihood of the application being
turned down is lower. A business that has experienced business bankruptcy in the last year is more likely
to be turned down, while a business that has survived bankruptcy 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 likelihood 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 cffect
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 significant for any of the "big 6"
banks.

A Note on Financial Distress

Comnion to almost all predictive modcls of loan turndowns was a corporate distress vanable.  This
variable was seen to dominate all three logistic regression models in 1987 Small businessc. which reported
"market or financial difficultics” dunng the previous threc vears were by no means a rarinn.  Of the 3,139

respondents to the survey who answered this question, 937 (atmost 30 percent) replied they had encountered such
difficulties.

The data from the 1987 CFIB sunvey does not allow for veny much further specification of the naturc of
"market or financial difficulues”. It is not surprising the distress response is significantly corrclated 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 thc 2.041 firs expcriencing increasing sales reported
difficulties. However. of the 561 firms reporting sales growth rates of more than 20 percent per vear. 144 firms.
or 26 percent. reported difficulties. Of this latter group. onc may speculatc that the reported difficultics arc

arguably 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 measurement changed in the 1990 survey. Two questions were asked:
"Have you ever gone over the limit of vour line of credit?" (X)¢) and "Have vou ever been unable to pay back anv
previous business loans on time?" (X)7). It can be seen that neither of these questions are ever significant

explanatory variables in loan tumdowns. It seems quitc clear that these questions are inadequatc measures of the
distress concept.

Fortunately, the distress concept measurement changed again in the 1994 survey. Again two questions
were asked: "Has your business been involved in an msolvency. bankruptcy or receivership in the past vear as a
creditor?" (X)) and "Has vour business been involved in an insolvency, bankruptcy. or receivership in the past
vear as a business?" (X;2). While neither of these variables arc able to significantly explain variation in term loan
turndowns, X, is significant in estimating the probability of turndowns in line of credit increases in 1994, and
both variables are significant in estimating the probability of tumdowns 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 clarifv the
1ssucs.
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APPENDIX C

MULTIVARIATE REGRESSION ESTIMATIONS OF DETERMINANTS OF
INTEREST RATES ON TERM LOANS, NEW LINES OF CREDIT, AND
LINE OF CREDIT INCREASES
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MULTIVARIATE REGRESSION ESTIMATIONS OF DETERMINANTS OF
INTEREST RATES ON TERM LOANS, NEW LINES OF CREDIT, AND
LINE OF CREDIT INCREASES

Term Loans

(i) 1990 Daia. Of all the candidate variable used here, only two vanables werc found to be corrclated with
interest rates on term loans according to the 1990 CFIB survey data:  both were vamables 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 i the
Province of Quebec, rates were, on average, 99 basis points lower than the base case.

The goodness of fit measure for this regression was not particularly strong. even though both variablcs

were signifi -ant at the 5 percent level. 1t is concluded that most firm-specific factors had little impact on rates on
ternm loans.

(it} 1994 Data. The findings of analvsis based on 1994 data were found to be more significant. more intuitively
appealing. and more revealing. First, average interest rates varicd by location:

interest rates were, on average, significantly higher in the Northwest Territories
and Prince Edward Island;

interest rates were, on average, significantly lower in Saskatchewan, Alberta, and
Ontario.

Rates varied by industry, being higher in the Finance/Insurance/Real Estate and Construction sectors. In
this regard. it should be noted that the industry' sector in which most loan defaults were reported in the 1994 CFIB

survey was the Construction sector. Finally, the size of the firm (as measured by the number of employees) was
strongly correlated with the level of interest.

New Lines of Credit

(1) 1990 Data. The size of the firm (as measured by both number of emplovees 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. larger firms paid lower rates of interest. Moreover. firms in Manitoba paid lower rates (on average)

while firms in Alberta paid higher interest rates. Firms in the Fumnce/lnsurance/Real Estate sector also paid a
premium as did firms whose products were deemed “high tech™.

(i) 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 emplovees 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. respectively). Firms in the hospitality industry also paid a premium that
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avcraged 27 basis points. Older firms (age of firm being one way to measure “character™) paid lower rates and
firms that had successfully sunvived previous financial distress also paid less. The latter finding s onc that docs

give pause for thought. The premuum identifics for “high tech™ firms in the 1990 data was no longer significant
based on 1994 data.

Applications for Increases in Lines of Credit

) 1990 Data. Two factors were found to be statistically associated with intcrest rates charged on applications
for increased lines of eredit according to 1990 data. Again. the size of the firm (number of cmplovees) and the

level of interest rates were inverscly correlated. In addition. firms that had a history' of default paid a sigmificant
premium over the base rate.

(i) 199+ Data. Size was found to be mversely correlated with interest rates where size was again measured by
the size of the loan facility. and the number of emplovees. Firms in the hospitality. construction. and retail sectors

paid a premium of approximatcly 30 basis points. Interestingly. women business owners, other things bemg
cqual. faced an interest rate that averaged |3 basis points below male counterparts.
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APPENDIX D

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

This scction of the study presents a comprchensive model of the cross-scetional supply-demand conditions
for lines of credit. It employs data from the 1994 survey only.

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

“If vour application was accepted. what is the final amount of credit the financial
stitution 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 mstitution was willing to charge? Interest
ratc = Prime rate + percentage points above prime.” ‘

The way the above price question is asked deserves comment. [t can be scen that if the respondent
was getting the loan at prime. it would be as natural to Icave the answer blank as to fill in a “0" valuc.
Therefore. the analysis here i1s conducted two wayvs to allow for both possibilitics.  The first analvsis
(summarized by the results in Table 13) presumes all non-respondents to this question. when a respondent
indicated that they had a line of credit. received an interest rate at prime. The altemative analysis
(summanzed in Table 14) simplyv removes the non-respondents data from the sample.

Step 1: Ordinary Least Squares Estimation

The first stage of the analvsis was to model determinants of quantity of lending and the price of
borrowing by means of ordinany least squares (OLS) analysis of each of the two dependent vanables with
a group of selected independent variables. Vanable selection was governed by the findings of the earlier
analvses reported here and by the theoretical considerations outlined by Melitz and Pardue (sec Volume 1).

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

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

dummy variables for the industry scctor of the business (c.g.. Persserv = | if the
business is a personal services business. 0 otherwise);

dummy vanables to indicate whether the business had been involved in an insolvency.
bankruptcy, or receivership in the past vear either as a creditor or as a business:

a dummy vanable 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 revenucs declined more than 3%
on avcrage. over the past three vears (1 = ves. U = no). remained unchanged (... within
a 5% range cither way). grew (+6% to +20%). or cxperienced rapitd growth (greater
than 20%6) on average over the past three vears:

dummy variables on "Has your business cver gone over the limit of its linc of credit
within the past three vears?" and on "Has vour business ever becn unable to pay back
any previous business loans on time within the past threc years'

e thc number of cmplovees:

o the numbecr of account managers in the past threc vears:
» the age of the busmess: and.

s the dollar amount of collateral required to sceure the loan.
Individual chartered bank effects were investigated. but none werc found.

This list constituted the unrestricted list of varables initially used to develop an estimation model.
Aficr initial analysis. a restricted sct of variabltes was arrived at. Thesc equations. which werc then used in
ordinary Icast squarcs and two-stage lcast squares analysis. werce as follows:

intcrest ratc = f (cmploymcent. PEL Nova Scotia. collateral. busincss age, loan size)

loan size = g (emplovment. collateral. bankruptcy of creditor. numbcer of business
- 1
agc, interest rate, account managers. wholesale sector).

Step 2: Two-Stage Least Squares Estimation

Two-stage lcast squares estimates remove the bias in the OLS coefficient estimates. 1t can be seen
that all the variables included have coefficients that are highly statisticallv 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 associated with the risk of the
busincss arc gencrally associated with higher expected interest rates. For cxample. as the size of the
busincss (as measured by the number of emplovees) increases. the expected interest ratc on the line of
credit falls. the amount of collateral increases. the expected interest rate increases (other things being equal.
thc amount of collateral required is a measure of the riskiness of the loan). As the business' agc increases.

the expected intercst rate falls. There is also an interest ratc premium for busincsses 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, they were not statistically significant.
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These findings are consistent with other Canadian rescarch (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 adjusied supply and demand equilibria. and not simple supply and demand equations.  Thus.
accounting for risk results in a change in the slope of the supply curve. making a ncgative slope cocfficient
rcasonable. What happens on the supply side when therc is an increase in the interest rate 1s that as a result
of the increased interest rate. the bank now offers the client a smaller loan. The effeet of this smaller loan
is to ameliorate the risk that 1s assoctated with the higher interest payments on the loan because the interest
rate has risen.  This has the cffect of reducing the risk associated with the loan. Interest pavments arc a
fixed cost to the small business. and the more money that has to be spent on interest pavments. the higher
the risk of failure of the business. 1t can be scen that i some individual cases. the small business people
might nusinterpret this reducuon in the loan size that the banks offer. in their efforts to stabilize the risk of

the loan. as a “credit crunch”. It can be scen that what 1s really: happening is the market operating in an
cxpected fashion. with a clear delincation of risk occurning.

Although there arc differences mn the cocfficient values across the two analyses that correspond
with the nwo different interpretations of a non-response. the differences arc not material.  The important
difference in the two analvses lies in the quantity as the lcfi-hand side dependent varable equation. In
Table 14 it can be seen that the alternative interpretation of the interest rate data results in the addition of
two explanatory variables in the quantity as the dependent vanable regression: the number of account
managers. and whether or not the business was in the wholesale sector. The morc account managers. the

lower the expected loan size. Wholesalers receive a larger loan than other lincs of business. other things
being equal.

The results support the aggregate data analysis conducted in Volume I. The results indicate that a
risk adjusted model of the Canadian capital market does seem appropriate. The variables perform well in a
statistical sense. and vicld rcasonable results that are intuitively acceptable. Interpretation of the findings

adds understanding to the factors that underlic accusations of a credit crunch and the operation of the
market for debt capital to SMEs.
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Tahle 13

[OLS: Quantity as the Dependent Variable |
(Atternative gefinnion of non-response 10 interest rate question)

[Variable Beta Standard Error _T-Stat _P-Value |
[Emproymen: 20928 .452 1720838 12.163 0.000 l
Coilateral 0.037 0.005| 8.184 0.000
Bankruptey of Creditor 163152.043 48413.8988) 3.302 0.001
Number of Account Managers | -46183.051 22589.272) -2.045 0.041
Wnolesale 190625.288 60490.487| 3.151 0.002
Business 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 DF: 1465

OLS: Interest Rate as the Dependent Variable
(Alernative definition of non-response 1o interest rate question)

Variable Beta Standard Error  7-Stat  P-Value
Employment -1.077E-02 3.178E-03] -3.390 0.001

PEI - 6.553E-01| 3.339E-01 1.863 0.050

Nova Scotia 3.677E-01 1.755E-01] 2.095 0.036
Caollateral 1.568E-08 8.13BE-09] 1.927 0.054

Business Aga -8.642E-03 2.631E-03| -3.284 0.001

Loan Size -1.827E-07 | 4.567E-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 Variable i

(Akernative definition of non-response 1o Interest rate question) v

i
i

Vadable Beta Standard Error  T-Stat P-Value 1
Zmpioymen: 19621.173 3.510E+01 558.969 G.000 i
Collateral 0.038 5.189E-05 728.030 0.000¢
Bankruptcy of Creditor 146452.944 6.483E+02 225.886 0.0001
Number of Account Managers | -44460.762 2.4236+02 -183.502 0.000
Wholesale 171574.079 7.752E+02 221332 0.000
Business Age 3045.437 2.403E+01 126.755 0.000
Predicted Interest Rate -141151,978 2.023E+03 -69.768  0.000|
Constant 245207.743 3.785£+03 64.776 0.000
Residual DF: 1468

i2SLS: Interest Rate as the Dependent Vanable
(Altemative definition of non-response to interest rate question)

Variable Bets Standard Error T-Stat P-Value
[Employment 7 .422E-03 1.079£-04 68.800 0.000})

6.356E-01 4.810E-03 132.153 0.000
[ a Scolia 3.136E-01 2.545%-03 123.220 0.000
|Coliateral 4.72BE-08 2.062E-10 229 285 0.000
Business Age -4 491E-03 4 387E-05 -102.148 0.000
Predicted Loan Size -1.024E-06 4.5626£-09 -224.381 0.000
Constant 1.760E+00 B.571E-04 2053.703 ) 0.000
Reskiual DF: 1486

Haines & Riding.

Lending Priorities and SMEs: Empincal Findings JSrom Survey Data




APPENDIX E

BANK LOAN FILE DATA COLLECTION INSTRUMENT
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GENERAL INFORMATION

1/ IDENTIFICATION:
Transit No.:

2/ LOCALITY: (Circle one)

1. Rural (<10,000 pop.)

2. Small city (10.000 - 100,000 pop.)
3. City (100,000 - 500.000 pop.)
4. Large city ( >500,000 pop.)

3/ BANK: (Circle one)

1. BMO 3. FBDB
2. BNS 6. NAT
3. CIBC 7. ROY
4. CU/CAISSE 8. D

4/ FILE NO:

5/ ACCOUNT IS HANDLED BY: (Circle one)
Full Service Branch account manager
IBC Account Manager

IB Specialist in IBC

Account manager in CBC

:IAI))!)»—-‘

6/ ACCOUNT MANAGERCREDIT APPROVAL LIMIT ($000):

7/ YEARS CLIENT HAS BEEN WITH BANK:
8/ YEARS CLIENT HAS BEEN WITH SAME ACCOUNT MANAGER:

9/ NUMBER OF DIFFERENT ACCOUNT MANAGERS IN LAST 3 YEARS:

10/ FORM OF BUSINESS: (Circle one)

1. Proprietorship
2. Partnership
3. Corporation

10 a/ INDUSTRY OF BUSINESS ACTIVITY: (Circle one)

1. Construction 5. Wholesale 9. Services

2. Mining/O1il Field Services 6. Retail 10.  Professions
3. Manufacturing 7. Agriculture/Forestry 11. Other

4. Financial Services 8. Transporation/Communications



11/ Number Of Full Time (Or Equivalent) Employees:
12/ Age Of Business:

13/ Owned By Current Principals For

INDUSTRY

Years.

14/ Gender Of Principal Owner: (Circle One)

1.

;‘-L()) |8

Male

Female

Equal partnership
Indeterminate

15/ D&:B Rating: (Circle One)

1.

2.
3.

16/ Credit Bureau Rating Of Owner/Managers: (Circle One)

—

G I

Prior Bankrupt

Evidence of payment problems

Acceptable

Prior Bankrupt

Evidence of payment problems
Acceptable

17/ Managers' Shares Of Ownership: (Circle One)
1.

[ ]

w

Manager 1: %
Manager 2 )
Manager 3 %

MOST RECENT LOAN APPLICATION

18/ Tyvpe Of Credit Application: (Circle One)
1.

SJ

W

o b

Term Loan

New Line of Credit
Increase of LOC facility
Change in loan terms
Annual Review

Other

1)



1Y/ Loan Package Requested By Customer: (Fill In Appropriate Blanks)

| :
| Line Of Credit | Term: Floating | Term: Fixed

Rate Rate

Govt Guarantee

‘i
|
|
|

" 1. Amount ! f |
, i : H

" Recuested (S000) |

I 2. Intere

I

. { Above Prime)

st Rate | , |
|

-
Py
[

' —v—n
1<

Repavment
rm Yrs

20/ Decision: (Circle One)

1.

(98]

<2
=t
~
b3
Py
<

-t

—

SO Wb

= O 00
9 = o

Bank reject
Bank accept, customer decline (GOTO: 21)
Bank accept (GOTO: 23)

Reject: (Circle Appropriate Reasons)
Company lacks track record

Company has too much debt/ too little equity
Insufficient collateral / guarantees
Anucipated repavment difficulty

Poor financial history

Not enough information provided
Insufficient fiscal management ability
Insufficient general management ability
Lack of confidence in owner/manager
Company too small

Loan too small

Other

=2/ Why Customer Decline: (Circie A ppropriate Reasons)

1.

SRR

00}

Too much collateral /guarantes required

Interest rate too high

Fees too high

Too many conditions

Company's requirements change

Amount of loan approved too low

Decision took too long

Company looking for competitive quote (ie shopping)



23/ Loan Package Accepted: (Fill In Appropriate Blanks)

Line Of Credit | Term: Floating | Term: Fixed Govt Guarantee |
! Rate Rate " ’

" Amount
" Proposed

: ($000) i : é

. Interest Rate :
(Above Prime) ! g

. Repayment
i Term

. Amount
i Guaranteed By !
i Govt ($000) ! | .

Type Of Govt
" Guarantee

t Annual Loan
i Mgmt Fee (§)

: Net Loan
. Application Fee
I (S)

* Date Loan
. Requested
i D/IM/YR

Date Loan
! Approved/
Reviewed

i N




24/ Account Manager Comments: (Fill In Appropriate Blanks)

5 ? STRENGTH WEAKNESS
! 1. Sensitivity To Econoric | ,i i
| Environment (Generic) ! |
2. Sensitivity Of Economic : l
Condmons (Current)
| 3. Client's Marketing i
' Management
i 4. Client's Operations ‘ i
| Manacement

¢ 3. Client's Character : j
! 6. Client's Financiai ; ;
| Management : !
| 7. Security | l |_
| 8. Furure Cash Flows ’~ |

I 9. Anticipated Future ‘
. Financine Needs :
} 10. Vulnerability : | |

25/ Is Client Changing Financial Insututions? (Circle One)

1. Yes
2. No
3. Switch from other branch of same bank

26/ Bank Scoring System Rating:

27/ Carrent Status Of Loan: (Circle One)
1. Satsfactory
2. Problem Loan

28/ Problems Perceived By Account Manager: (Fill In A ppropriate Blanks)

Problems i # of Occurances
. High administrative effort ! |

. Recurrine overdraft

. Margin violations

. Late informaton

. Difficult to contact

. Poor skills of client
Poor character of client
Poor communications with client |

_\IO\UIJ-\UJN)—:

o

n




29/ Problems Raised By Client: (Fill In Appropriate Blanks)

Problems

# of Ocenrances

an conditions too resicive

C llaterai requirements

Collateral requirements

Speed of processing

Term of loan

1.
3
3.
i d, rees
s,
. 6.
-y
4.

Information requestes bv bank

¢ 8. Loan marein too low

9. Amount of bank involvement

10. Other

30/ Collater

2l (5000): (Fill In Appropriate Blanks)

i Book Value

Eligible Or

Appraised Value

Margining Value

. Personal Assets

. A/R

1
2
P 3
4

. Inventorv

|
|
I

{. Other Business
Assers




\

m—

31/ Financial Data: (Fill In Appropriate Blanks)

5000

'
t

YEAR:

Cash

| Receivables

i Inventory

* Other Current

I Total Current

| Net Fixed Assets & Land

! Investments

t Intangibies, Goodwill. Etc.

' Total Assets

[ A/P

" Short Term Bank Loans

Other Current Liabilities

Total Current Liabilities

I Long Term Bank Loans

i Other Long Term Debt

. Total Long Term Liabilities

" Share Capital

i Rerained Earmings

| Deferred Taxes

| Due to Shareholders

I Total Equity

| Sales

| Gross Profit

i Interest

| Leases, Rentals

. Profit Before Tax

. Profit After Tax

' Dividends To Shareholders

| Salaries & Draws By Owner(s)

32. Quanuty of Information Provided to Bank: (Fill In A ppropriate Blanks)

Not in File

Partial

Comprehensive

| 1. Business Pla

2. .Astorical F/S

3. Pro-Forma F/S

4. Personal
Financial Data

1

-
-

l33. Reliability of Financial Data: (Circle One in Your Opinion)

] 6

-
/

1: Unreliable 6: Outside Financial Professional

7: Audired




DATE DUE - DATE DE RET,OU.B,.‘ B

TOT Ty 1995

MAR 2 5 1997

258 -4 0]

ISTC 1551 {2/90)

RIE CANADA

|

R

365




