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The paper presanted at this Conference is
comprised of four draft chapters of a wider study of the
consumer instalment credit industry, its development and
regulation in the Caribbean. The study is principally
based on a guestionnaire survey of the industry in
Trinidad-Tobago and Barbadeos. It is hoped before completion
to extend the work to the other Central Banking territories
of the English~speaking Caribbean. The four chapters in
this paper deal with the financial institutions in the
area, {(finance houses and commercial banks); the legal
arrangements governing consumey instalmant credit; and a
general introductory chapter on the structure, organization
and growth of this industry in the ragion. For thz larger
study, chapters on regulation and the retail dealers will
be add=d.
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1.1. In this chapter we shall be examining the main
aspects of the organisation, struecture, and pattern of growth
of consumer instalment credit in the Caribbean. A detailed
analysis of the major institutions providing consumer credit
will be found in the next three following chapters.

Section I:
Dafinitional problems

1.2, As we shall observe in chapter V where this
matter is discussed in some detail, there is a great deal
of obseurity and confusion surrounding the principal legal
forms of consumer instalment credit agresment® in the West
Indies. In theory consumer instalment credit is anyrcredit
granted to an economic unit, for the purpose of making a
consumption outlay, and which is to be repaid by prior agree=
ment in {(more than three) regular instalments. This credit —
can be provided, either in the form of a loan of money for
the purpose of purchasing goods and services and then repaying
the debt by instalments or, througn obtaining possession of
the goods immediately, and paying for them on an instalment

basis. Unfortunately, the laws in the Caribbean do not reflect

afw
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this reality and the resultant variety of agreements creates
a great deal of confusion. It would be useful therefore, to
begin by referring to what the main agreements usually repressent.

1.3. An hire-purchase agreement usually refeprs to
credit extended to private consumers and to business councerns
on a hire-purchase sale. -A hire-purchase sale requires
(i) that a debt be incurred to a retailer, dealer, or finance
house, as the result of a purchase of a commodity which is
usually a consumer durable or an item of squipment, (ii) that
the debt must cover a high proportion of the purchase price,
(iii) that repayment should be by means of regular fixed
instalments, and (iv) that under lccal law, ownership does
not pass te the purchaser until the debt has been fully dis-
charged.

1.4, Credit Sale agreements are similar to hire-purchase
agreements except that under credit sale arrangements, the
purchaser comes into ownership of the goods in question
after the first down-payment is made. The remainder of
the debt is repayable in instalments but remains unsecurad.

1.5, Conditional sale agreements have all of the basic
features of hive-purchase in that property of the goods
ramaing with the seller until full payment, or performance

of conditions attached to the agreement. The main difference
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is that under hire-purchase, the hirer is not obliged to
buy, he has ounly an option to do so, whereas under conditional
sale agreements the conditional buyer 1s compelied to buy.
Since in practice persons or institutions who enter into
hire-purchase arrangements are really buying goods, this
distinction is of 1little rezl =sccnomic significance.

1.6, Loan agreementsare simply contracts in which money
i1s borrowed on agreed terms and conditions either directly,
or indirectly, by requesting the lendsr to pay a third

party. Examples of these are the usual types of term-loans

[

granted by commercial banks. Their axistence underlines
the basic conceptuwal similarity between borrowing money
on an instalment basis, and then purchasing goods, or pur-
chasing goods and by prior agreement paying for them on
an instalment basis.

1.7. A lease as applisd to chattel goods, is an agree-
mant for the letting of goods, whevre there is no optidn
to purchase. Legally there is no distinction between a
lease, hire, or rental, but in everyday business usage 4
distinction is made betwesen leasa, contract hire, and
rental agreement. Leases are normally used Ffor medium
term hiring. TFollowing British practice this usually takes

two forms. TFirst, there is the finance lease, i.a. a lease
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in which over the periocd of ths lease the lessor is paid

the total cost, (including interest charges), of the asset.

Normally, the debt is substantially resaid in about 3-5

years, but thereafter the lessor has an optiomn to renew

The

lease at 2z nominal rantal. Practice varies here and some-

times over the renswal period a substantial part of the

i

is repaid. T

inance leases carry no services in the

debt

form

of maintenance ete., and are usually obtained from finance

houszs. VWhere services

ffarad the

are ©
the

laase

operating leass, and hepe/lessor usually plans to lat

a number of lessees in succession and therefore

to provide all necessary ancillary services.

1.8. Contract hire

is used for leases that ars of

is called an

o

is prepared

short duration, e.g., renting motor vehicles for six months

or so. Usually such contract hire agreements involve fleets

of motor vehicles. The finance houss would purchase them
from a supplier, on the pricr understaending that after letting
them the supplier would be cbliged to repurchase at an
agreed price. In turn the finance house woulc hirs out o
individuals cr companies for various purposes.
to

l. 9. Rental agreemenis refer to short/medium term hirings

of such items as television sets or motor cars. These

arrangements are often obtained from the vetailer, but
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oecasionally specialist rental companies are established.
1.10, In this study our primary concern is with hive-
purchase, credit-sales, and instalment loan plans of the
commercial banks., Among these categories our major focus

will be on consumer instalment credit.
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1.11, Consumer instalment credit in the Caribbean is
provided through three main categories of institutions, viz,

commercial banks, finance houses, and the retail dealers.

"

Tables 1 and 2 show the total consumer instalment credit

outstanding and the distribution of this debt by institution

for the years 1967-71l, As can be seen from the data, in
all of the territories the commercial zanks are presently

the largest suppliers of consumer instalment credit. Except
in the case of Trinidad-Tobage this position of dominance
has only been wvery recently achisved. 1In Jamaica during
19687 the commercial banks accounied for 37% of the out-
standing instalment debt, but.-by 1971 they were accounting
for 59% of the total cutstanding debt. In Guyana in 1967
the commercial banks supplied 42% of the outstanding debt,
but by 1971 they were supplying €60%. In 1968 the commercial

1

the instalment credit provided

in Barbados.
by the finarncial institutions / Between then and the end

I

banks wevre supplying 80% o
of 1970, the ratic remained more or less unchanged. The
data here do not provide complete coverage as theve are
no estimates of delt due to retailers. However, in
Trinidad-Tobago by 1968 the commercial banks were already
accounting for 49% of total outstanding debt and by 1971

0,

they had increased this pratio to 84%. We are not at this



TABLE I : TOTAL INSTALMENT CREDIT OQUTSTANDING 1967-71
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1967 1968 1969 1370 171
Jamaica (J% m.) 29.3 . 37.6 7.9 53. 1 56.1 (Sept.)
Trinidad-Tobago( TT$ m.) N.A. 64.9 76.1 89.8 96.7
Guyana( &3 m.)i 21.3 24.9 31.4 30.6 32.1 (Aug.)
Barbados (g, rg m.)2 N.A. 6.4 9.5 12.6 N.A.

Notes: 1. ror Guyana instalment credit outstanding by commercial banks was
~estinated as the total value of outstanding term loans and advances

to. the private sector. -

2. There are as yet no firm estimates of retail instalment deltt. The
Figures given here refer to the financial institutions only,

Sources:— Central Bar™ of Trinidad-Tobago Statistical Digest; Jamaieca, Central
Bank Bulletins and Economic Surveys;Guyana Central Bank Ammdial Report;

and Data c¢ollected from the Survey.

.
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(i) Jamaical(ds m.)
of which Retailers
Fipance Houses
Commercial Banks

(i1} Trinidad-Tobeg
{(TT $ m.}
cf whieh Retailers
TFinance Houses
Commercial Bawxs

(4]

{iii) Guyana(w$ m.)
of which, Retailews
Finance Houses
Ceommercial Banks

(iv) Barbades{z z.o.m
of which Retailers
Finance Houses
Commercial Banks

CTaxvk _Ei__?§§?§E”E§T__CREEIT OUTSTANDING BY INSTITUTIONS - 1967-71
1967 1968 1969 ;{?70 1971
) % £ % 3 % 5 Z 3 A
_29.3 100 37.6 Lot n7.,9 100 3.4 100 (8ep)56.1 100
7.3 24.9 g1 26,2 11.2 23.4 13.3 ZU, 9 Ll.5 2G.5
11.3 3B.6 12.2 32.4 12.7 26.5 12.8 24,2 11.3 20.2
10.7 36.5 16,2 3.1 24,1 50.3 27.3 51.1 33,2 58.2
1.4, - 4.9 100 76.1 100 89.8 100 96.7 100
H.A. - 17.8 27.1 14,2 1a.7 15.7 17.5% 17.3 17.9
315.8 - l5.4 23.7 20.1 26. 4 21.8 2u.h 17.8 i8.4
W.A. - 31.9 48,2 41.8 54.8 52.2 58.1 8l.6 53.7
21.3 100 24.9 100 31.4 100 30.6 100 {Aug)32.1 -
1z.3 57.7 12.6 50.86 12.6 bo.l 13.5 Ty 13.8 [P
Nil - Nil Kil Nil Nil Nil Nil Nil Nil
£.0 42.3 12.3 49.14 18.8 52.9 17.1 55.9 19.3 B80.1
_:;A, - 6.4 100 9.5 100 12.6 160 N.A. -
N.A. - N.A. | - N.4&. - N.A. - N.A. -
N.A. - 1.3 20 2.1 22 2.1 17 F.A. -
K.A. - 5.1 ‘ 80 7.4 78 10.5 g3 N.A. -
Yotes: 1. See lNote 1 Table 1.1
2. See Note 2 Tzble 2.2.
Source: Same as Table 1
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stage interested in analysing in any great detail the
pattern of growth of instalment credit but it would be
useful to obsarve even now that ig Jamaica the 1971 data
show that the remainder of the debt was roughly evenly
divided between the retailers and the finance houses. How-
ever, whilst there was a 80% increase in ths absolute valus
of the debt outstanding to retailers, (i.e. from J$ 7.3
million to J$11.5 million), the finance houses had remained
virtually stagnant (i.e., at J% 11.3 million in both
periods). In Trinidad-Tobago the finance houses have shown
a small increase of 12% in the absolute amount of debt out-
standing to them over the period 1967-71 whilst the retail

1
dealers have recorded no increases. In 3arbados the out-
standing debt due to both the finance houses and the commer-
cial banks just about doubled in value between 1988 and 1970,
1.12. The retailers obtain their funds for providing

credit from four main sources, viz., their own capital,
bank loans, (usually over-drafts)}, entering into block

discounting arrangements with finance houses, and from

[a

repayments of debt previously provided. The commercial banks
acquire their funds through their normal deposit raising pro-
cess, and in the case of 'new' banks from their own capital
and from repayments, The finance houses acquire their

1. The 1971 data for Trinidad-Tobago show that the total debt

outstanding at that time averaged less than that for the years
1969-70.
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resources through borrowing from the public, (i.e. accepnting
deposits), borrowing from the local commercial banks, borrowing
from overseas financial ingtitutions, znd through the use of
their own capital.

1.13. The most striking feature of the institutional arrange-

ments of the conSumer instalment credit -industry in the Carib-

bean is the position of foreign owned institutions in the

19

provision of this credit. Foreign ownership and control cf

tail

[V Rd

the finance companies, commercial banks, and the major =r
houses is the dominant characteristic of this sector. Three

marked consequences sgem to have followed on this. One is

rt

ntroduca

e

that the institutions in this sector have tended to
as their local operational guides, the attitudes and practices
*hey have acguired in the metropolitan territory from which

they emanate. Thus for example it might be arguaed that the

on of consumer instalment caredit

Jua

=1

rapid growth in the provis

on reflects the =hift in emphasis

m
[N

in recent years in the re
from the previously dominant British orientad financial
institutions, to North American oriented financial instit-
utions. As compared to their American counterparts, British
financial institutions have been notorious for their slow

development of consumer finance facilities. In fact 1t

was not until as recently as 1960 that British commercial



banks publicly and consciously moved into the fisld of con-

sumer instalment finance.
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course other factors which help in
explaining this recent developmant of consumer Ffinancine
D 24 P g

in the Caribbean. One is the exc

0]

ss liquidity in the region,

induced in part through relative exchange rate uncertainty

4]

ince tha devaluation of 1967. And, anothsr is that the
new North American banks often came in with surplus funds

they were anxious to disposz2 of in order toc get a hold on

ct
o
w
L=t
Q
0
41
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And, consumer finance seemed a good
opportunity. OFf course familiarity with this area of
financing would have hzlped. JYNevertheless the effects of
the rapid introducticn of several new Ydorth American
financial institutions intc the zrea should not be
completely discountad.

1.15., T

o
1]

seconéd consaquence of this tyne of in-

4
[N

onal structure is that since these institutions are

n
rt
[
it
[
[

r

H
(&)
I:D

ign owned and in some instances ounly very recantly
1

ished, they were c¢ften unfamiliar with the local
finance

estab

economy and society. This was particularly the casz of the/
houses. A&n examinaticn of their eavrly vyears of oparations
reveals that & great number of ervors were committed through
imprudent lending and bad loan supsrvision. Across the

region finance houses were clossd and reopened with be-
been *hat
wildering fraguency. The result of all this has/the finance
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houses are now only able to attract funds willing <o

run a "high risk," and much of their slow growth has heen
1

due to these unsavoury occcurrences.

1.16. Finally,in so far as the dominant feature of thsse
institutions is their expatriate character, developments
and changes in the metropolitan territories which affect
their parent company oterations are inevitably Lecoming of
increasing significance in the local market. 1In Britain in
particular, with the commercial banks arriving late on

the consumer instalment finance scene, they have sought to recoup

Jda

their position through establishing strong inter-locking
arrangements between finance houses and themselves. The
pressures in favour of this development have been great. The

finance houses have competed strongly with the banks both

in raising deposits and in the provision of loans. Hore-

h

over, the commercial banks, having borne the brunt o
rastrictive monetary po;icies, now see these interlocking
financial arrangements with the finance houses as an
opportunity of circumventing restrictions and of finding
use for their surplus funds in order o maintain their
profitability. The extent of these rapidly growing
interlocking arrangements can be seen from the data in

Table 3.

1. The chequered history of the 0Olds Discount/International
Trust of Washington (Caribbean) Company shows this quite
clearly. For a discussion see chapter 3.



Table 3_-_ _CONTROL _OF MAJOR_ _FINANCE
HOUSES _IN_ _BRITATY
Name Controlling Share Percentage of,
holdery equity held
United Dominions
Trust Ltd Independent -
Lombard Banking Ltd National Westminstar
Bank Lzd 100
Lloyds & Scottish (Lloyds Bank Ltd 50)
Finance Ltd (The Royal Bank of Scotland 50)
Mercantile Credit Independent -
Co. Ltd.
North Central ¥ational Westminster 160
Finance Ltd,. Bank Lxd.
Forward Trust Midland Bank Ltd. 1049
(Finance Ltd)
Bowmaker Ltd. C.7T. Bowring & Co. Ltd. 100
The Astley In- Independent
dustrial Trust Ltd, -
The Hodge Group Ltd. The Carlyle Trust Ltd. 100
NMorth West Securi- Bank of Scotland 100
ties (Finance) Ltd
'The Wagon Finance
Corporation Ltd. Independent -
Ford Motor Credit Ford Hotor Co. Lid. 100
Co. Ltd.
Goulston Diseount Simco Sacurities Lxd. 100
Co. Ltd.
First ¥Natiomal
Finance Corp. Ltd. Independent -
*Note: This was the position at end of October 1970. Since, the

Ashley Industrial Trust has become a wholly owned subsidiary of the

Mercantile Credit Company Lté.
Source: Crowther Report on Consumer Credit pp. 71.

-13-
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1.17. Whether or not competitive pressures in the
Caribbean will lesad to local arrangements exactly similar
to those in the metropolitan countries is still uncertain.-
But what is c¢lear is that in so far as both banks and finance
houses are expatriate controlled and/or owned, then local
developments will be essentially a by-product of these over-
seas developments. There is as yet no clear local policy
for dealing with this. Efforts have so far been confined to
such trivial approaches as seeking the local incorporation
of the foreign finaancial institutions, establishiang a token
national institution to '"competa’ with them, and exercising
moral suasion through the Central Monetary Authorities. -
Honé of these policy initiatives deal with the basic
structural issues. Consequently, the entire sector finds
its development left to what are predominantly foreign private
initiatives. 3But it is clear that successful plans for re-
and

structuring Mdeveloping the consumer instalment credit
industry must be based in the first instance, on a policy
of indigenisation of the finance houses, commarcial banks
and major retall houses. This is a necessary, albeit not
sufficient condition for real change. Unless such measures
are taken the industry will continue to find that its'

momentum is no more than a by-product of changes in parsat

organisations in the metropoles.
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SECTION III: STRUCTURE AND GROWTH

1.18. One of the most striking features of the consumer
instalment credit industry in the region has been its rapid
growth in recent years. The data in Table 1 show that for
all of the territcries there has been a tremendous growth
in outstanding instalment credit. Im Jamaica, between the
end of 1967 and Ssptember 1971, total credit increasged by
J$26.8 million or approximately 92%. The official published
index of instalment debt outstanding in that country which

is shown in Table %, recorded 332 at the end of December 1970,

with the base period January 1265. This represanted an overall

-

increase of 232% in the six year period - an annual compound

rate of growth of 27%. In Trinidad-Tobago, total credit 4+

outstanding increased by TT$31.8 million betwaen the end of
1668 and the end of 1971 This was eaqual to an increases of
49 percent. Heanwhile the official index showed 189 in
September 1971, with the base period being September 1968,
This represented an increase of 69% - an annual compound
growth rate of 30%. In Guyana the overall increase was

50% for *he period end of 1967 to August 1971. In Barbados

the figures are very tentative and do not include an estimate

lers. But the available data tends to support

[T

for the reta

this trend as the financial institutions recorded an inercase
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from E.C., $6.4% million in 1968 to EZ.C. $12.6 million in

1970, i.e. an overall increase of approximately 100%.

L

1.1¢. This rapid and general expansion of outstanding
instalment debt has been accompanied by certain shifts in its
institutional source. A&s can be seen from the data in

Table 2, whereas in Jamaice and Guyana the commercial

y

banks accounted for 36.5% and 42.3% respectively of the

outstanding instailment debt in 1967; by 1¢71 the respective

o

percentages were 59.2% aund 60.1%. The most marked con-

sequence of these changes has besen the dwindling importance

Hancs houses in the provision of instalment credit

I

g

of the f

A.

le

[ L]

in Jamaica. Whereas in 1967 they supp 38.6% of the
debt, by 1971 they were supplying 20.2% of the total debt.
The absolute levels of the debt showed no significant
changes during the period, and tha falling sropaortion
reflected the rapid expansion of the commercial banks. This
point is further emphasized when we sxamine the behaviour

of the retailers. Thelr cutstanding debt increased by about

ir falling relative position

ji)

58% over the period, and th
was due to the expansion of the role of the commercial
banks in *his field.

L.20. In Guyana the retailers were as stagnant as the
finance houses of Jamalca in the supply of instalment credit.

This, however, might partly reflect the inadequate coverage



TABLE 1.4: OFTFICIAL INDTXES OF INSTALMENT CREDIT -~ JAMAICA AND

TRINIDAD-TOBAGO

e A e A e A e e e e e AN v e R e AW e Al T o A Py A e U e e W e MR e e tm e S e e R Em A e e e e A% W e A M e o e o b g o ke e mE T e e e m e e

Jamaica

Trinidad-Tobago

Sources:

1965 (Jan) 1371 {(Dec)
100 332
1968 (Sept.) 1971 (Sept.)
100 169

Jemaice: Economic Survey and Central

Bpenk Bulletins, Trinidad-Tobago -
Central Bank Statistical Digests.

-lba-
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of the data for that sector. 3ut the corollary of this,
which is the marked and rapid sxpansion of the commercial
banks in this field is to ke noted.

1.21. In Trinidad-Tobago thers were differences in
performance. In 1968 the commercial banks alrszady dominated
the consumer credit industry accounting for 49.2% of the
outstanding debt. By 1971 this proportion was increasad to
63.7%. However the finance houses showed a small expansion
of 12% in outstanding debt, and the retail dealers recorded
no significant change in their levels of outstanding instal-
ment debt.

n Barbados have already bean referrad

Ha

1.22. The changes
to .Both sets of financial institutions have shown a rapid

inerease in their business over the three year period. But

-t

the bulk of the credit (80%) is being suppiied by ths
commarcial banks. The finance houses have record

main increase between 19688 and 1989, as the value of their

debt outstanding at the =nd of 1970 4id not differ from that
of the previous year. Comparing thess data to thoses on

income and consumption behaviour in the Caribbean we find that
the growth of outstanding instalmant debt observed in Tables
1-3 was sufficiently rapid to outstrip the growith in populat-

ion, national income and personal coansumption expenditure,.
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From the data in Table 5 we can observe *the following.
In Jamalca per capita instalment credit outstanding rose
from J$16 to J528 in the four year period 1967-7C¢. This

Wwas an increase of approximately 75%. Heanwhile per capica

3

national increaged from J$335 to JS827, i.2., an

=

nc

o}
g
I

increase of approximately 27%, and per capita personal

consumption expenditure rose from J$29% to JS$365, i.e., an

iy
[N
=
ae

increase o . It can bs seen therefore that per capita

instalment credit has been groewing at about thrice the

X

tion

N

rate of per capita income and per capita consum

‘Tl

expenditurs.

1.23., Turning te Guyana, whers the naticnal accounts

.
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pericd s

ta @G$575, wnilst per capita personal consumption rose from

-

[WN

[
i

G$408 to GEuE0, i.e., an increase of 13%. he rate of
¢rease of per c¢zpita instalment credit was about twice as

fast as the growth of per capita naticnal iacome and per

capita persenal consumption expeanditure.



. (1) O it aihieiat 2 Sk e
Population Instalment Per Caplta hatlonal(2) Fer Capita Total Per
Credit Instalment Income Mational Personal Ca;it;
Credit : Consumption Consuﬁptﬂ
g : Ex dit ) XDpe ity
(i) Jamaica | T o7 =T o png murc Fxps?dii%
1947 1,808,000 79,3 IF5.21 BU%.0 T35 53T 6 T
1864 1,835,700 37.6 20.49 665.4 362 570.7 311
1889 1,863,700 47.9 26.25 741.3 3948 B34.2 uo
1870 1,890,300 53.% 28.25 806.2 427 689.8 365
CaNm s s s 2)
1)Trinidad-Te*age T$ 1 TTS (2
(4 in “apo TT$ m TTS GDP GDP STT m sTT
TT % m. TTS (23 —— :
;988 1,020,000 k.9 63.6 1,478.,0 1450(1160) 1023 1,000
L3F5 1,027,800 76.1 78,0 1,5852,0 1510(1208) N. A. K. A.
1970 1,026,700 8g.8 87.5 1.629.0 1587(127Q) . A, N. A,
1871 -- 86.7 - C- - - -
(iii)Guvans SG.m G$ Nationgl Income Ketional -Income $6 m 4G.
— SC m Per Capital(s G) l
1987 661,965 21.3 32.18 323.58 Lgg 270.0 108
12868 678,838 24.9 36.67 354.9 523 28%.2 426
1969 696., 385 31.h 45.09 380.3 5k 3lu.1 451
1870 714,200 30.6 Lz.84 K10 .5 575 328.0 460
. X ‘ (3)
{(iv) Bezrbados E.C §m $E.C. G.D.P E.C.5 m Per Capita E.C.8m E.C.%
@ .D.F. E.C.8
1968 23€,252 B, U 27.08 216.7 917 (7647 (2) K. A. -
19589 238,638 g.5 35.85 237.0 294(828) N. A. -
1973 241,048 12.8 52,27 278.0 1,151(859) N. A. -

1, PFPopulatinn estinated by appliying universal growth rates to 1970 Census data except for Trinidad-Tobago wher:
Centrz. Statistical Office Estimates used.

2. Bracketed Tigures slow estimates of per capits natiomal Income calculated on the assumption of per capita
GDP being one-sitth larger for Barbados and one-fifth larger for Trinidad. The GDP data for Trinidad suppli

by Planniag Unit.
3. Refers tc “inancial institutions only,

Source : Eeonomic Surveys of the various territories, and data frem the Survey.
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1.24. A cross sectional analysis of this data for the
two ﬁountries shows that the ratic of per capita instalwment
indebtedness in Guyana to that of Jamaica for 1970 was equal
to 1: 1.8. The ratio of per capita national income in Guyana
to per capita national income in Jamaica was equal to 1: 1.8.
As far as these two territories go the data show that the
differential levels of instalment indebtedness per head of
population is largely explained by the prevailing differential
levels of per capita income.

1.25., In Trinidad-Tobago, we were faced with even more
severe limitations on the availability of reliable national
accounts data than in Guyana. But this is the picture which
has emerged. Per capita instalment credit outstanding in
1968 was TT$63.6 and by 1970 the amount had risen to TT$87.5,
i.e., an increase of 37%. Heanwhile per capita national in-
come estimates rose from TTS$S1,160 to TTS$1,270 over the same
period, This increase was equal to 9%. The rate of in-
crease of per capita instalment credit was therefore just over
four times as fast as the growth of estimated per cafita
national income.

1.26. Incorporating the Trinidad and Tobago data with
that of Guyana and Jamaica, this is what a further cross

sectional analysis shows:
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The ratio of per capita instalment indebtedness in Guyana
to that in Jamaica and Trinidad-Tobago respectively was
equal to: 1:1.6:2.0. Whilst the ratio of available income
per head estimates in the same order was: 1:1.8:2.2. The
striking similarity of these ratios indicate that differences
in income lsvals is the dominant consideration in the
differential lsvels of outstanding debt recorded in the
Caribbean.

1.27. Before leaving this issue it would bs usaful to
observe that in Barbados per capita national income in-
creased from E.C., 5784 to E.C, 3959, i.e. approximately 21%
between 1968 and 1970. At the same time per capita instalment
debt outstanding to the financial institutions rosa by 93%,
i.e., from E.C. $27.09 to E.C. $52.27. Applying the ratio
yielded by the cross-sectional data in order to provide
estimates for Barbados, we find that this jelds a per
caplta estimate of total outstanding instalment debt in 1970
of approximately E.C. $64, For the total population the
estimats yielded is approximately £.C.5154 million. And
for the vetailers the estimate is E.C.$2.8 million.

1.28. Given the prapid growth observed above, we should
now examine two issues. One is to appraise what general
economic considerations might have favoured the rapid

expansion we observed, and the other would be to see whether
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we can specify and measure for broad predietive purposes
any outstanding behavioural factors in relation to this
expansion. }From empirical observation and straightforward
deductive economic reasconing it might be presumed that the
rapid growth of demand for consumer credit in relation to
income is largely dependent on the fairly generalized be-
haviour pattern, which indicates that increments to personal
income are bheaing increasingly spent on the consumption of
the services of consumer durables. Thervrefore, in so Ffarp
as there is a relationship between consumer credit and the
consumption of the services of consumer durables, then the
two would expand together as income expands. However, by
similar reasoning it might also be argued that as incomes
increase the nsed for economic units to incur debt prior
to their consumption outlays should be reducad. Yet this
is not in fact the avidence shown in the data above, or
1

indesd that from other countrias.

1.29. Two sets of factors seem tc support a strong
positive relationship between consumer outlays and the
ncredsing consumer debt. On the demand side, there is
first of all the operation of a strong demonstration effect.

In so far as advertising, recrcation and the communications

1. See the discussion of the United States below.
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media are oriented to metropolitan consumction standards
it might be expected that increases in income will not take
place fast enough to allow conéumers te accumulate savings
prior tc their spending on consumer durables. Even within
the metropolitan countries this demonstration effect is
manifest in the efforts of consumers "to keep up with the )

Th

1

Joneses’, axistence of consumer credit facilitates -

i}

consumption of capital type goods prior to the accumulation

of savings. It therefore enables the rate of growth of this re

s

type of debt to outstrip the rates of growth of Iincomes.

f

1.30. In addition to this demonstration affact, there
has been a universally rapid growth of the social accept-
ability of consumer indebtedness. In the sarly years of
consumer borrawing, in most countries as in the Caribbean
there was a marked social stigma attached to this practice.
The removal of this prejudice has considerably widened the
number of econcmic units sligible and willing to borrow,
and has no doubt accounted for much of the expansion which
we have obserwved. It is difficult to attribute precise
factors which might account for this social phenomenon. But
two are probably of great importance. One is that the
guccessful breakdown of this prejudice within the metropolitan
countrias from which this innovation in financing was copilad

was prapldly transferred to the Caribbean:/ And, the other
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might be the increasing tendency of consumers to apply

rational cyiteria to their budgeting, znd thersfore to see
the rationality of incurring debt in certain situations.
1.31. The second set of factors are those on the supply

side. The prapid growth of consumer credit has had to await

L
[

the development of specialized institutional machinery to

0

provide it. ' In the Caribbean this depended on the establish-

ment of branches of multi-naticnal finance houses and the

e

n th

1

commercial banks developing specialized facilities s

4

h

e

area.l & latter develcpment was perhaps tc some axtent

hampared by the fact that the banks were predominantly

[
3]

British, and as it was pointed ocut earliesr in th chapter
2 = r

3

it was not until the early 1960's that the British banks

sought to provide specialized consumer_instalment financing
facilities. And, indeed their oresent activities in +this
field are largely reflected in the development of special
financial relationships between themselves and the finance
houses, rather than their own specialist provision of this

1
type of finance.

1. MNote however, that with limited outlets for the traditional
type of lending, plus the pressures to -localize assets, the
commercial banks may well find consumer finance an attractive
compromise in the Caribbean. Particularly with regards the
high lending rates compared with the usual overdraft. e
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1.32. Further, a3 the institutions which ocffered +-~
specialized consumer instalment credit facilities have

become more experiencead in their management, there has been g

2l

tendency towards cheapening and increasing the availability

of this credit. In the Caribbean <this factor was complicated
by tne fact that in the development phase the branches of
multi-naticnal finance houses were extremely imprudent in
their lcan provision anﬁ supervision machinery. This no
doubt stemmed mainly from their general inexperience and
unfamiliarity with the new social aznd eccnomic environment
they were operating within. The result of this was to mar
this development phase by casting suspicion on, and lowering

idence in, thne finance houses. Consequently they have

Hh

coTnl

generally been unable to raise deposits cn a wide scale

locally, and for most cf them their financing activities
depend upon an extansive rescrt to bank loans. It might

)

have bean reinforced

[}

t this practice might

413

howevar be noted th

ks between the Head 0ffices of

l—‘
[
ja

b=

ng financieal

]

by the grow

¢ finance houses.

Ly

the commercial kanks and t

1.33. *A third aspect of these supply considerations has
L Pply

i

been experience with repayments. As the institutional machinery
has become more experienced there has been a marked ilmprovement

in the regularity and volume of wepayments.l For imstitutions
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such as the retail dealers this has bean of inestimable

t since th

=N

[

benef s improvement has facilitated the turn-
over of their credit and reduced thelir dependence on external
financing.

1.34%. #e can now turn to an examination of the second
issue, that of deriving a behavioural model of the growth

of instalment cradit in the Caribbean. Attempts were made

to specify & predictive equation for the growth behaviour
.1

of consumer credit based on the data for Jamaica. The data
used contain limitations. Firstly, from the point of view
of the regression analysis conducted the sample size was
obviously too small. 1In the cass of Jamaica we had data for
four years only. Secondly, the data on population, outstanding
instalment debt, and national income arse really estimates.
The coverage of retail dealers suggestsz that there is some
under-estimation of the outstanding instalment debt. The
population sstimates have all been strongly queried in light

Z
of the data yislded by the 1870 census. Finally the 1970
national accounts estimates for Jamaica are still oreliminary.

1.35., In wviaw of this two simple tachnigues of mzasure-

[} ]

~

ment were applied. Firstly we tried to derive a simple in-

come elasticity Ffactor{e) which would explain the relationship
1. The exercise could only be condueted for Jamaica because of

the data available in the other tarritories did not yield a
reliable time-series,.

2. It was found necessary in the case of Jamaica to racaleul=a*-
the population figures for 1967,1968,1989 by using the 1970 Cen-
sus figure andé reducing the amounts through applying the inter-
censal (1950-1%70) growth rates.
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between income and changes in the demand for consumer debt..

This was arrivad at by applying the simple relationship

T+l “EE t+l -7t

Negp Wy Hewg My vae. (1D
e Yt
N, My

nstalment debt c¢utstandiang, Y is

-

where C is egual to total

equal to national income, N is =2qual to population and t the
time period. This can be reduced to the simple form

) i & ES
e = (be /e )/ AY 7 ¥ ) cee. (2)

W
where € 1is =squal to per capita instalment credit outstaunding,

3,

w
and ¥ is equal to par capita naticnal income. On this basis

e was estimated to be 2.4 for the years of change 1967-70.
Tha factor e was calculated as the mean of yearly changes
during this pericd.

1.36. Secondly a simple regression analysis was attemptad.
Plotting the data in Table 5 showing per capita income
changes and paer capita instalment credii on a scatter

diagram immediately suggested a strong linear relationship.
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A predictive linear equation of the general form

Y = a + bx ves £3)
was then estimated. On the basis of the data in Table 5

this yielded the following equation
2

3

Y = -28.87 + .135y;
{(a.9)

= .98, v = .99 ... (4)

The coefficient of determination rg was egqual to 0.98 and the
correlation coefficient, r was equal to 0.99%,

1.,37. A second calculation of the income elasticity
factor was attesmpted through dividing b, (.135) i.e., the
slcocpe of the regression line, by the mean of ths annual
average propensities to acquire instalment credit. This
yielded a value of 2.309.

1.23. A third calculation of the income elasticity was
attempted by using ths natural logarithmiec form te the
equation

a - bx

]
w1

= log v = log a + b log = o (8)

it

Complete least squares results are as follows
log ¥ o= - 7Th 4+ 2,38 lOg X
1.39. Bearing in mind, the limitations of the data

and the sample these figures suggest that it can be pre-

dicted that the demand for instalment credit is largely a '

)

» i

function of rer capita income levels and that in the case
= =

i. The t value for the correlation coefficient is equal to
9.9 and the eritical value is equal to 6.37 at the 98% con-
fidence level.
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of Jamaica the increment of income which goes into such
debt is approximately 1l4%%. Also changes in the proportion

debt acquired tends to be somewhat over twice as large

iy

e}

1]

as the proporticnate change in income. (Actual estimates

weyre 2.4, 2,309 and 2.36). Whilst these pesults have to 1
. . . - !
be used with cauticn they are strongly indicative of the ~a
!
strength of incowe as a factor in instalment debt axpansion.:
L.40, In view of the limitations of the data which have
been pointad out above, it would be useful to look briefly
at the experience in other countries where the data have
permittad movre rigorous statistical testing and the develop-
ment of a veasonably reliable explanatory equation., In a
study of the United States involving the use of time-series
data for the years 1910-1964(war years 191L-1977, 1342-43

1
excepted), Hunter found the following relationships.

xq
Fir

.41, rstly, aggregats debt probability was found to

be positively related to per-family income, suggesting tie

o)
{0l

fial
o
al}
r—i.
[
o}
=

following preliminary
E_-r_ = aq + Dq Y v (6)

8
t - -
where ng is the number of income units which borrow, Ht is the

1. H.M. Hunter, A Behavioural Hodel of the long run growth i
of aggregate consumer credit in the United States. Reviaw of

Economics and Statistics HMay 1968.
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total number of income units, §t iz the real disposable
income per income unit in time t. This equation shows
that debt probability rises with income, presumably because
af the effort of =conomic units to maintain the living standards
of the "Joneses”. This demonstration effect has also been

presumably strong snough to oppose what appears to be a

et

reasonable expectation th he neesd to borrow would be

a])
rt
(V]

inversely reslated to income, even though the burden of any

~

given amount of debt would bes lighter, the higher the

. . . c . 1

income level at which it is acquired.
1.42. Secondly, mean borrowing was specified as a

linear function of aggrefate dispvosable income, per income

unit, so ihat the second preliminary equation was

=

as t bo ?t e (T

F

resents mean debt outstanding per borrowing unit

-
[N

[
'O

where ﬁt r
of time periad +,

L.43, Thipdly, an aggregate eguation can be derived by
multiplying equations (8) and (7) so that we gaot

- -2
n . N x
Dt . 31 aQ + aibQYt + blagif + biﬂgft .-.(B)

fultiplying both sides by N, we get

Dy - aiagﬁt + (aib

A%
-+
t

—
fu

[ )
—

<
+
+
=]
XY
o
[
I

1 Cross-sectional analysis in the United States seemad to
indicate this. See for example, J.Miner Consumer-Debt: An In-
ter-Temporal Cross-Section Analysis, in I.Friend and R.Joaes

(eds) Consumption and Saving Vol.IlI(University of Pemnsylvania ,
1960, ©op FUU-Hbi).



This has been reduced to the Ffinal version
2

D-t=61 Nt+62 Yt+83 ?-t r s a (g)
T

where B4 = ajap, 82 = (aqyby + bjag), 83 = hybsp
This formulates the "velationship betwesn aggregate debt

outstanding ... D,, aggregate disposable income, Y., the

disposable income Y

N
A constant term was added te equation (8) as in aquation (6)

to give
2
B
Finall:r it was found on examination that when a liquid assets

tarm was added to equation (10), the coefficient of the
incoma term (Y¢) became insignificant. This was dropped and

) - 2
its eifects are supposed to be reflectad in the Y4+ term.

Ne
This gave the final explanatory equation so
2 .
Dy = a + 24 Nu + 89 %1 + 83 LA (t-1) coe (11D
i\
t

whepre L A{t-1) "represents consumers holdings of liquid assets
at the end of the previous year”.

1.4%, ©Por the United States it was observed in studies
by Goldsmith and Kuznets that personal saving has not risen

as fast as dlspogable incomes even though average real

1. H. Hunter, ibid, p.l32.



-39~

1
disposable income has increased substantially.

1.45. The study discussed here, as 1t was pointed :
out by the author,confirms this thesis thereby suggesting
that '"there has been a drive toward higher living standards
so strong as to lead to an increased proportion of spending

ahead of income as income rose, and a sing ratio of short-

i
2
term debt to current personal income.® Instalment credit
has facilitated this by making it possible to purchase
large, expensive, durable consumer items without decreasing
current consumption relative to income as would have been
nacessary if such purchases were to be financed out of
previously zccumulated savings. The secular income
elasticity of demand for consumery debt in the United States

was estia=nted to bhe 1.8,

the United States

Fh

1.46. The conclusion of this review o
data strongly reinforces the role of income changes, and
the rate at which consumer instalment indebtedness has been
growing, and might be expected to continue to grow in the
Caribbean, If this 1s true it serves to underline the
1 Sez S. Kuznets, Capital in the American Zconomy,
Princeton, 1961, pp H#54-547 and R. Goldsmith, A Study of

Saving in the United States, Vol. 1,6,7 (Princeton, 1955),

2, Hunter op. ecit pp.lu0.



urgency of tackling some of the problems posed in this
study, before we find ocurselves replicating some of the
worse features of this industry, evidenced from its

growth elsevhera

o

1.27. At this stags we can move on to loock a little

more closely at some aspects of the detailed structure

of the instalment credit industry. Our fivrst consideration
here is the ssasonality cf the structure of business. Tablas

6 and 7 contain data for 1970 indicating the monthly struct-

o

ure of new business in Jamaica and Trinidad-Tobago. 1In both

tn

v or

territories the months of the highest and lowest values

[
%3}
e

Ww D

o
I
]
[(]

[{)]

ss are February and December respectively.

e

In Doth case

6]

this conforms *to seaasonal axpeuditurs

patterns in the region which show a marked increase at

. 1 A
Christmas. In addition of course

[a )
{in

here is ths general
tendeney to a2 s=2cular increase of consumer indebtedness
and this wouid therefore tend to strengthen the end o
year upswing.

1.48. In Jamaica seven months, (Jan-May and July-August)

3]

showad mcnthly *totals of new businsss below tha mean value
for the year. In Trinidad-Tobago seven months (Jan-June

and August) also showed monthly totals of new business

is tated by bonus payments at that time,
early salary D



TABLE 1.8: INSTALMENT CREDIT - ©NEW RUSINESS (MONTHLY) 1970

e S N L A o e e o i A4 e fu A AR EE o e e e o e T B Ty o e M o — o

All Institutions ‘ All Institutions
Jamaica{s%J million) Trinidad-Tobago($TT miliion)

adrLuary 5.1 7.3
Febraary 3.9 6.5
farch ' 5.1 7.2
April w7 7.3
v 5.0 7.3
Juue 5.6 7.8
Suly 5.2 g.1
August 4.3 7.8
feptamber 5.6 B.2
Qctober 5.7 8.9
No rember 6.3 g.8
December 7.1 11.0
Total of Months 83.5 96.2

Average Honthly Total _5.3 _.g.e

Sources: Statistical Digest, Central Bank of Trinidad-Tobago and
Economic Bulletin of Bank of Jamaica.

3L



TABLE 1.7

: INSTALMENT

CREDIT NEW

BUSINESS

{(MONTHLY Y

BY

INSTITUTICN

e e e o R e e e P A o M il e e e o Ak N A e e i W M e R AR e W e me T W e M A e AR e = AR M M e R R el T

- TRINIDAD-TOBAGO

1870

{TT $ Million)

Commercial Banks

Jdanuary

February

March

April

May

June

July

August

September

October

Hovember

Decembar
Totar. of Months

Average

% distributor of Average

Monthly Totil
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below the mean value for the year. Even if we attempted
to eliminatre the upswing by noting only months where the
totals of new business was equal to, or lass than, the
preceding high, we find a similar tendency to low business

after January and in the middle of the "summer"” period

1.48. The seasonal data ares broken down by institutions
for Trinidad-Tobago during the same year. For the com-~
mercial banks the period of lowest business is also February

butr the high points of ths year are July, October and

[#7]
[
2

W

Decembar. For the finance houses the lowest point i

n February, iMarch and April.

[

September with the highest
The February performance is in direct contrast to the
seasonal variations avidencad in other institutions. The
retall dealers have a February low point and a Decamber

high which is more than twice the mean of monthly valuss.

This might bs expectad, since being at the point of sale,

[

they are the ingtitutions c¢losest to the end use of the

credit.
1.49, A second aspect of the detailed structure of the
industry is the commodity compositicn of new business. The

data in Tables 8 and 9 show this for Jamaica and Trinidad-

Tobago. Unfortunately the categories in which the data



TABLE 1.8: JAYAICA INSTALWENT CREDIT % DISTRIBUTION OF NEW BUSINESS_BY CO¥L)DITY CROUPINGS 1969-71
Hotor Commercial Industrial Heusehold Consolidati
. cars Motor Vehicles 3 ‘Appliances ;f o orher
Agricultural and goeods debt
Equipment
Average of momthly
distribution 1969 17 12 15 30 5 21
t #1970 13 15 i8 24 3 25
i (9 mths)
( 1971 ) 17 14 i5 22 L 27

Sources: Economic Bulletinm, Economic Survey and Survey Data

TABLE 1.9- TRINIDAD-TOBAGD - INSTALMENT CREDIT : % DISTRIBUTION OF NEW BUSINESS BY COMMODITY GROUPINGS

1983-71
Cars Commercial Agri, Ind. Bidg.Furniture Travel Medical Education Home Other
B Vehicles Plant Plant & & Expenses Improve-
liotor & Equipment Furnishings ment
Vehicles Equipment
Average of monthly
distribution 196¢ y] 7 5 3 21 2 1 1 & 15
i W 1870 35 8 1 3 23 3 1 1l 8 20
u i 1871 34 7 2 3 18 2 1 1 9 23

-37~- Sources: Central Bank of Trinidad-Tobago and Survey Data.
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are available are not generally comparable. In Jamaica

in recent years the two categories, motor cars and com-
mercial vehicecles together account for about 30% of new
business, with motor vehicles accounting for slightly more
than one-half of this. 1In Trinidad-Tobago the proportion
of business going to these two categories combined is
closer to H0%.

1.50. The second largest identified category of naw
business in both territories is household appliances and
durable goods. In Jamaica this was 30% of new business
in 1969, but by 1970 the category was averaging only 22%.
The main identified expansion was in the category 'other',
which suggests that improved classification of the category
might partially account for this dsecline. fIn Trinidad-
Tobago the proportion of new business going to all motor
vehicles (i.e. motor cars and commercial vehicles combinedj
fell from 48%, to 41% during 1970/71% Unlike Jamaica
only a relatively small proportion of this new business
finances the purchase of commercial wvehicles. As we have
noted the second largest category in Trinidad-Tobago (as
in Jamaica) is furniture and fu;nishings. But whilst in
Jamaica a sizeable part of new business goes to finance

industrial and agricultural equipment, {for the three year
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period this averaged about one-sixth of new business),, by.
contrast, in Trinidad-Tobago, there was a very small total,
about 5 percent of new business, going to this category.
In Jamaica consolidation of debt loans averages about 4
percent of new business. This category is not available
for Trinidad-Tobago and the only other item of importance
is the significant proportion (9%) of new business going
to home improvement loans.

1.51, It is to be expected that motor vehicle loams
would be dominant, since this is the largest and single
most axpensive general item in personal expenditure, apart
from housing, which we are not considering. The position
of household goods and appliances is also not surprising
given the purposes for which people borrow and the wvalue

and ubiquity of these items in consumers’' outlay. I

h
=

e

turn to the data in Table 10 we can see how dependent is

the motor vehicle industry on consumer credit availability. -
From this table we can observe that in Trinidad-Tobago,
5,141 motor vehicles were licensed in 1970. In relation

to this 6,113 motor vehicles were assembled by the local

industry,and 6,504 sold, indicating the commencement

of a running down of stocks which became more marked in 1971,



TABLE ..310: INSTALMENT CREDIT: THE MOTOR VEHICLES TRADE:- TRINIDAD-TOBAGO 1970

New Private Cars - Prod. of motor Sales of locally Total Agreements- Agvesmsnits-— Agreements - old
Licensed vealcles locally assembled vehicles 0ld Motor Cars New Motecr Motor Vehicles
' Vehicles

Jan. Loy 528 607 B34 312 522
Feb. 367 gu0 bao 823 389 B3k
March 369 578 510 aLrg 337 509
April 370 585 £ 87 882 373 508
May 367 gl L30 SoL 502 502
June n5e 592 580 1,209 511 688
July §81 557 548 1,110 521 589
Aug. 337 271 Lssg 900 uz2o 480
Sept. 5&¢ 558 BuZ2 977 hey 513
Oct. 558 511 6983 875 455 520
Nov. 428 {75 528 gus £39 ko9
Dec. 352 _. 558 u24 801 380 21

(sa3m 62112 5,504 11,102 5,903 82108,

Sources: Central Bank, Trinidad-Tobago, Licensing Authority and Central Statistical Office.
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At the same time theore were 5,003 agreements =2ntered
into for the credit purchase cf new motor cars, i.z.
about 98% of the vehicles licansed, Meanwhile there
waere 6,106 agreements enteved into for the purchase of
used vehicles.

1.52. 7To conclude this chapter we can finally turn
to Table 11 which shows data breaking down neaw businass
by commodity and institution for Trinidad-Tobags, for
the years 1969-70. Out of the total instalment credit
of TT511.0 million at the &nd of 1870, consumer instal-
ment credit alone accounted for TT$7.9 milliom or 72%
of the total. Business instalment credit accounted for
TT$1.5 m. or 14% and the remainder was mainly in the
miscellaneous category. Out of the total of consumer
instalment credit the commercial banks accounted for
TT$3.2 million or approximately 40%, the retail dealers
for TT$3.6 millicn, i.e., approximately u46%, the finance
houses for TT$0.8 million or about 10%, the government
for TT$0.3 million or approxihately % and the motor
car dealers for about 3%.

1.53., All of the retail dealers credit was directed

to the purchase of domestic appliances and household goods.

The commercial bank loans were more evenly distributed



TABLE 31: _ INSTATMENT  CREDIT
FINANCE HOUSES _COMERCTAL BAHES GOVERNMENT {continued)

TRIVATE Fehrxrary Decamber Februaczcy Decemnr [Febr,uarv
1.CONSUMFR INSTALMENT CREDIT = 196G 1970 1969 1970 1569 1970 1969 1970 1989 9050
2.Private Carg Yew 203,259 329,020 245,170 424,656 292,718 479,972 494,677 634,620 56,745 222,142
3. Tazed 277,668 302,373 530,504 110,493 415,313 298,212 224,523 415,990 - 3,957
4.Ingurance & Repairs of Cars - - - - ¥. A. 59,350 133,455 96,533 - 20,811
5.M¥otor Cycleo New - - - - 6,782 8,408 10,955 9,521 101 -
6. Used - - - - - 2,645 1,141 5,018
7.Zurmdture . Furnighings,

Jewellery
8.Dom, Hlew, App.(Radio Bte.) 441,026 309,655 418,189 292,901 173,758 97,793 423,795 425,241 - -
9.Iravel - - ; - - 86,817 134,318 69,945 101,882
10.Medical Expenses - - - - . 53,163 50,971 . 124,458 82,929 - ~
11.Education : - f - - ¢ 37,316 68,089 ; 138,653 . 76,297 | 250 { 5,497
12.Congolidation of Drhts : - -~ - - N. 4. 1 322,703 1 402,522 { 383,526 | - ! -
135.Taxes and Licenses : - - ' - ' - H. 4. 2%,8%4 ¢ 6,274 1%9,083 - -
14.Home Imvrovement - - - - 335,455 439,730 . 476,202 | 738,645 ' - -
15.%ea1 Estate & Mortsases - - - - N. A, 50,565 62,332 69,381 - -
16. TOTAT, 922,153 _ 941.048 1.201,863 _ 878,050 L,401.322 2,036,590 2,568,932 |3.178,671 160,905 253,145
17.BUSIEESS INSTATMENT JREDJLT i
18.Taxis & Rented Cars New 63,015 401,118 1,164,993 | 337,327 136,228 230,329 153,465 | 189,308 - -
19. Used 201,671 123,240 395,790 68,954 133,110 125,028 ;g:gfsﬁ'sf 2(935{:2;3 - -

.c ia], Vehicles Nex 108,996 218,866 ; 100,276 | 111,434 96,928 119,804, 128, ' ‘ - =
oy omexeigl Temelos 1 Es  “selonz ! 20,119 6,679 | 58,365 44,21l 55,679 | 47,528 1 - -
22.Industrial Bldz ) New 1 13,955 | 44,897 96,306 | - 62197 1,371 3,660 § 120,616 | -
23.Plant & Hquipment) IDged - - - - 2,600 4,500 1,080 - o= -
24,Trade Sales - - - - 51,682 50,656 | 54,902 1 65,050 - -
55 TOTAL, 42c.993  @aa,1%3 1,781,484 524,394 510.032  581.899, 470.999 : T24.504 - =
26.0THER TWSTATMENT CREDIT ? 266 _ _
7. tgrical tural, Plant) New 794,270 136,157 63.893 51,085 23’228 22.;!}; 11:?22 2:‘1"579 -
28.& Machinery Used 13,602 - 8,401 - 1 ' i ~
29, Miseellameous T 3,947 300,251 ses 10,251 793,908  707,845| 943,.55 | 1,296,207 23,018 ?%
30, T0TAL 812.£19 436,408 73,179 61,316 817,828 738.824| 960,642 1,327,052 23,0;8 272,145_,
1. GRAND-TOTAT, 2,150,262 2,221,589 5,056,526 | 1,413,760 2,729,182( 3,356,773| 4,000,573} 5,226,227 183,92 z

=42

Source:

Cenftral Pank of Trinidad-Tobago



NEW BUSINESS BY COMMODITY GROUPING AND INSTITOTIONS

TRINTDAD-TORAGO (1969-70)

GOVERNMENT . v aTap CAR BDEALERS RfTaAlIl DEAULERS 7 T oA L
‘Decriberx Februazxy Decembex Febzuazxyw Duecembecrx Februazry Decrmbasr
1969 1970 1969 1970 1969 _ 1970 1969 1970 1969 1970 1959 1970 166G 1 2570
235,091 252,995 91,027 39,087 42,338 85,048 - - - - 743,749 1,070,221 1,017,27€ 1,397,319
5,600 5,775 65,280 %6,546 €4,761 130,575 - - - - 758,461 641,08t 833,388 662,833
18,655 27,538 - - = - - - - - - 80,161 152,110 124,071
- 81 - - - - - - - - - 6,973 8,40¢ 11,036 9,521
- - - - - - - - - - - 2,645 1,141 5,018
¥ ' . . ‘ ! I .
- \ - ; 27,828 14,917 © 85,912 44,762 1 366,475 ' 544,711 3,118,8431 3,611,493,1,020,514 GET,OT€ 4,046,739 4,374,397
7,061 ¢ 178t - - - - -~ - - - 90,536 135,05¢ 77,006 102,060
600 - - bt - - - - - bt 53’163 50:971 125,058 82,9?9
4;505 15:'300 - - - - - - - - 37:566 73;586 142;958 91)597
- - - - - - - - - - - 322,703 402,522 383,526
b - - - - - - - - - - 239834 6,274 139:088
- - - - - - - - - - 335,455 439,730 476,202] 738,645
- - , - - - - - - - - , - 50,564 62,332% 69,381
271,393 301,786 . 1c4,1365 90, 550 . 193%.011 _ 260,385 | 366.473 - bas. 711 3,118,843 3,611, i3,046,$17 . 3,866,044 7.354.042 7,880.385
: ! 3 i i !- :
- - - 5,595 1 8,307 15,912 - 1 . - . 193,143 ' 636,843 1,326,855 542,607
- - 126,920 27,345 30,161 40,099 ° - - - - 461,701 275,61% 499,298 203,556
- - 55,127 9,160 6,646 44,738 - - - - 261,051 347,830 235,788 363,661
- - 24,744 23,640 11,158 32,888 - - - - 120,765 12%,863 90,956 87,196
- - - - - 96,412 - 26,848 11,446 1,408 18,745 79,116 111,412, 218,436
- - - - - - - - - - 27,600 4,500 1,080/ -
- - - - - - - - - - 51,682 50,656 54,902 65,050
- - 206,791 65,540 56.362 _ 270,210 - 26,848 11,446 1,408 1,140,687 1,518,420 2,%20,29% 1,480,516
- - 31,710 12,177 2,768 - - - - - 843,880 177,045 78,326 73,351
- - 2,832 - 583 1,693 - - - - 17,054 1,728 14,106 6,273
- 664 - - - - - - - - 820,27% 1,031,096 944,740 1,307,102
- 664 34, 542 12,1977 3.%51 . 1.693 - = - - 1.687.207  1,209.869 1.037.372 1,386,726
71,393 | 302,450 435,468 168,267 252,725 492,288 _ 366,473 571,559 3,130,289 3,612,50115,874,311 _ 6,594,333 10,711,506 11,047,626

—42-
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TABLE 2.6: AMOUNT aND % DISTRIBUTION OF DEBT BY BANK-BAR3ADDS (F.C. $7000)

Vehicles Consolidation of debt Travel Home Improvement Furniture, domestic appliances
§ % distri. E.C$ % distri. E.C & % disiri. & radia, television etc.
Real Estate
E.CE % distri, $ E.C % distri.

1968 Fiom 1 - - - - - - - - - -
" no2 85 3.3 A0 6.2 35 26.3 70 6.9 20 5.4
" o3 hEs) 0.3 B 1.2 - - 5 0.5 3 0.8
n toa 174 6.0 104 16,2 69 5.8 208 20.6 135 7.4
" 7 5 2,506 85.8 485 75.4 25 1B.8 666 65.9 140 ' 43.0
" " & 135 4.6 6 D.5 4 3.0 £l 6.0 50 13.4
¥ A1l Firms 2,920 180.0 643 100.0 133 150.0 1,010 100.4 372 lco.0
_ 1969 Firm 1 31 0.8 90 8.7 - - az 4.7 16 2.8
a "oz hRTS 3.5 70 1.6 45 24,1 105 Bel 35 g.3
¥ o3 14 8.4 15 1.6 2 1.1 i3 D.8 15 2.7
o o4 260 6.5 156 16.8 104 54.6 a2 18.2 208 37.3
n "5 2,833 7i.5 557 60.2 16 B.6 835 48.7 189 28.5
4 r 8 654 17.4 3B 4.1 20 10.7 357 21.4 124 22.3
" All firms 3,582 100.0 926 100.0 187 Z9oa.4a 1,714 100.0 557 100.0
1970 Firm 1 158 3.2 140 11,4 - -~ 154 6.0 14 1.6
' o2 215 4.3 12¢ 5.8 70 27.1 175 6.7 o1y 7.0
¢ n 3 28 0.6 37 3.0 3 l.2 20 0.8 22 2.6
" "4 KRN 6.3 151 15.6 127 49,2 382 14.8B 254 29.7
n % 5 3,083 £1.5 605 40,4 16 6.2 1,055 40.9 191 2:.3
M n & 1,213 24,2 131 J 2.7 42 16.3 793 38.7 15 36.8
* 811 Tirms 5,015 i00.0 1,224 Jo.g 258 100.0 2,581 100.9 B56 10J.0

Note 1. The percentage distribution o that of eech Tirm in the total of the cetegory.

Source: Survey data. —6d~
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with gbout TT$1.1 m. going to the purchase of motor
vebicles and old and new, and TT$0.7 m. for home improve-
ment loans and approximately TT$0.4 million =sach to the
consolidation of debts and the purchase of domestic appliances.
For the finance houses 36% of the locans was for the purchase
of domestic appliances and household goods and the remainder
for the purchase of motor cars. Almost the entire loan
portfolios of the government and retail dealers are held
in motor vehicles paper.

1l.54. In the category, business instalment credit,
the commercial banks are the largest suppliepr, accounting
for a little less than one-half of the total value of
loans. 3But of this total, 75% was used to finance the
purchase of motor-vehicles for business purposes and only
16% for the purchase of industrial building =squipment.
The finance houses have suppliad a little over one-third
of the business credit, but the entire loan portfolio
is taken up in motor vehicles paper. The other significant
category, the motor car dealsrs, follow the same pattern.
Generally, this data sevrve fo confirm the imprasssion of the
dominant position of moctor vehicles paper and the supply
of credit for the purchase of domestic and household

goods in the instalment credit industry. Apart from the
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consclidation of debt and home improvement loans there are

no other significaunt categories, although it might be
that over the two year span these two categories have
marked incresases.

1.55. In the three following chapters we shall be

analysing in some detail the structure and operations

notad

shown



CHAPTER II -5
COMMERCIAL _BANKS__AND__CONSUMER _INSTALMENT CREDIT

e e e e e e i e e R = Y

Problems of loan portfolio management

2.1, Despite the token estaﬁlishment of so-called
national commercial banks,and the trend towards local
incorporation of branches of multinational banks, the
commercial banking sector of the Caribbean remaiuns firmly
under alien ownership and control. The far reaching importanc:§
this factor has already been generally established in a
number of studies of commercial banking in the region?
Given this it should not be surprising for us to find
that the impact of this situation is also very clearly
marked in the development of their portfolioc of consumer
instalment finance paper.

2.2. There are five major ways in which commercial
banks provide funds to facilitate the growth of consumer

2
instalment ecredit. Firstly, they provide working capital

1. For an early study see Monetary and Financial Arrange-
ments in a Dependent Economv, C.Y. Thomas, I.S.E.R, University
of the West Indies 19865.

2. For a discussion of portfolio policies of the commercial
banks, consult Multi-National Banking Structure and Some
Problems of Local Portfolio Management (mimeo) (fortncomlng)
Clive Thomas, and Commercial Banking in Jamaica,l971 (mimeo) b
(forthcoming) - MNugent Millenr.
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and other resources to retail dealers who then becomse
better situated to expand their sales on credit. Secondly,
they provide loans to finance companies, which are in turn
lett "out either to petailers, (through block discounts),
or directly, to theilr c¢wn customers, Thirdly, the recent
growth of the credit card facility is geared to repayments
on an instalment basis. Fourthly, the commercial banks
themselves may provide block discounting facilities to
vretail dealers, i.e. factoring their receivables. Finally,
the banks provide instalment credit directly to their own
types of

individual customers. The Ffirst and second/lending will
be dealt with later in our analysis of the retail dealers
and the finance houses, In the Caribbean, the third type
of lending, i.e., commercial bank sponsored credit card
trade is mnegligible, except ag a facility for touwvists.
As regards the fourth type of lending, none of the banks
presently provide block discounting facilities to retail
dealers, It is therefore in the field of their direct
lending to consumers on an instalment basis to which we
shall be directing our attention.

2.3. Traditionally commercial banks have displayed

some considerable reluctance in entering into the field of

consumer instalment finance. The typical British oriented

e emetm
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bank, which has dominated commercial banking in <*he
up

region right /to the mid - 1960's, normally only offered
personal loans to their well-known customers, and these,
on the basis of agresd overdraft facilities. A number of
explanations and arguments had been advanced at the tinme
5 banks have

in support of this reluctance. irstly, th

[{)

- »

argued that their iliabilit

I

es are mainly on “"demand®. In
this situation, if they lent long on a fixed term basis,

the *time profile of their assets would not match that of

[

their liabilities. Consequently, if they developed a ‘
large enough portfolio of consumer instalment paper, they‘ .
“
would be dangerously exposed to c¢rises of liquidity. ll
2.4%. Secondly, the banks advanced the view in the
early days, that in the absence of a well developed

secondary liguidity structure in their assets portfolio,

(which was to ceme later as government deficit financing

1

ach item in their lcan portfolio should con-

[}

expanded),
stitute its own source of liquidity. 1In other words each
‘loan should be shiftablel To *them a fixed term loan was
cértainly not shiftable. The banks maintained this view
even though 1t was argued in reply, that a general recall
of overdrafis outstanding to business firms, would by its

own deflationary consequences undermine the apparent

liquidity and/or shiftapility of their most preferred loans.
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{ The third argument of the commercial banks was that the

type of short-term loans they were engaged upon, maximized
the rate of turnover of their funds! This, therefore in-
creased their volume of business and their earnings. Fixed
term consumer loans of upwards of two years would therefore
reduce their rate of earnings. Finally, and not of least
importance the banks tended to harbour some moral objection
to allying increasing indebtedness with consumpticn and not
production purposes. The logical position behind this type
of argumentation was that the banks have displayed a marked
preference for short=-term, self liguidating loans to firms,
i.e., loans which generate their own means of repayment.

2.5. It was in the United States that the commercial
banks first breached thié doctrine and moved into the
field of consumer instalment finance. But even here this
did not occur until well into the 1930's. Not surprisingly
the development of this type of bank lending had to be
accompanied by, and depended upon, an improved understanding
of the concepts which could be applied to their portfolio
management and which would serve to widen the scope of
their business and make them more adaptable to a changing

environment. | Ona of the more important of these develop=-

(=D

ments was the marked de~emphasis they gave in their port-

folio policies to the concept of the shiftable loan: The
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point was eventually taken, that any recall of loans on
a wide scale, by any banking system, would undermine the
capacity of the banks' customers to honour their debt out
of their trading activities. The simple reason for this
is that any widespread recall of loans would have daflat-
lonary consequenceson the economy in general and for the
banks own customers in particular. As a consequencs a
reduction of their customers cash flows would lead to
defaults and arrears, which would immediately affect the
banks own cash flows. This shift in emphasis was greatly ’

1

facilitated by the growth within the banking system of a |
portfolio of secondary meserves, of which Ffollowed on
the extensive growth of governmentfs deaficit financiang. ‘
Finally, it came tc¢ be precognized that the 'demand! nature
of a bank's liabilities was greatly overstated. Indeed
it came to be understood that there was in each bankg

deposit structure, a more or less permanent hard core of

deposits, which were not really mobile. As a conssquence

it was easier to shift the emphasis of loan portfolio manage-

ment away from loans which generate their own repayment, to
tarm loans based on concepts of anticipated income.

2.6. The application of these developments 3n the
concepts of bank lending was not tried by the British banks

until the end of the 1950's. " The extension of new concepts

li‘-\,\a,du-.cvu-
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in bank lending, particularly as far as the consumer
was concerned had to wait until 1958. Dsasspite the example
of the Amevrican banks, British banks were reluctant to

' 1
embark on new methods of doing business.® In the Caribbean
these new concepts were not introduced until the late 19607s.
Apart from the obvious lag in passing on innovative tech-
niques developed in their parent country, which might account
for this delay, two other factors seemed to have affected

the timing of the introduction of this new typse of lending

2

into the Caribbean. 'In the Ffirst instance, the late

1960's witnessed g definite invasion c¢f the Caribbean market
by American commercial banks. On being established,

these banks immediately sought to gain a toe hold in the
market through concentrating their portfolio in an area
where they presumed they had a lzad in expertize, and

which was at the same time gensrally quite underdevelopad.
Moreover, in so far as the banks were new théy tended to
bring in their own funds to pionser them over the establish-

phase
ment /of their operatiorf. In which case their liabil

jude

tias
structure was that much lessPdemand? oriented.
1. The London Clearing Banks, P.187, E. Nevin and

E.W. Davis, Monographs on British Economic Institutions,
Elek Books Ltd, Londen 1870.
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2.7. The second and very important factor affecting
the timing of the development of this portfolioe policy
was the devaluation of 1967. Even though the Caribbean
territories al rcacted +to Britain's devaluation in 1967
as was to be classically expected, thzare were for the
first time, noticeable signs of hesitation in their
automatic responses to exchange rats changes in the

J

United Xingdowm. Given this, it followed that the {mditionali
local banks' policy of being indifferent to long or short
positions in the sterling foreign exchange markets could
not continue, as there was no longer a guaranteed parity
of the local/U.K rates. A marked discontinuity was there-
fore introduced intq their multi-naticonal branch banking
structures. Henceforward a greatar local deployment of
funds would have to be attempted. Of courses this process
was also hastened by the introduction of exchange control
measures which treated sterling as a “foreign™ currency.
The later devaluation of 1971, and the divergent responses
of the terpitoriss must also.have finally removed what-
ever doubts there might have been about the nature of the
risks this presented if the banks were to continue in

their traditional manner. «
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2.8- h

1

[

sudden enlargement of funds available for

Jte

local lend which these new policies necessitated was

i1

oQ

being further incrementally expanded as attractive interest
rates brought in an increasing amount of fixed deposits

for thke banks. 1In the face of this, the only other local
area of lending which could absorb funds in the volume

it was now available was local agriculture. Tor a number
of obvious reasons consumer instalment finance was bpreferp-
able to the banks. Agriculturs to them remains too Triskyl
as a commercial venture. Furthermore thare is ths danger
that agriculture might already be over-burdened with pre-
existing, unamortized debt. Moreover, if agriculture was
to diversify itself, then much of the loans needed would
have been of an even lunger term nature, since these would

have had to be linked to capital construction works on the

land.

e
L

on to these a nuimber of other factors

fobn

2.9, n add

=l

Hy
[N

further aided the introduction of consumer instalment n-
ance. One of these was undoubtedly the high charges which
could be passed on to borrowewrs, while the banks were
still able also to maintain a very “competitive®™ level of
charges vis-a-vis the finance companies and retailers.

The usual practice has been for commercial banks to charge

interest on the original sums. This, together with other
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service charges has meant that in recent years consumer
loans have carried an effective interest rate ofraﬁout 17%.
Further, as we shall observe, the record of defaults and
losses has been good in this field, largely because the
banks have concentrated on the lavge middle/upper class
market of salaried persons, and largely because social
imperatives of this group in a small society, to have a
good credit record are quite considerable. To make this
position doubly secure the banks often require that the
salaries of their debtors be paid through the bank, or
else some form of insurance cover is taken out and paid
for by the borrower?
Commercial banks - Barbados

2.10. @Given the outline and analysis of bank lending
policies, in the seacticn above, it can be argusd that

(i) the lesser the degree of pressure Tfor the banks to

-

lend locally in their presasnt ¥liquid® situation, and

raditional outlets

f—a

=t

(i1) the greater the capacity of their
to absorb bank credit, the swmaller will ba the size of
their consumer instalment credit portfolic. Such a develop-

ment would underline tha persistence of the counservative

lending. It is not surprising

Hy

attitude to this type o

e gontrasts with that of

1. This favourable ex c
gion.

the finance houses in

g
D
Lo
[N
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therefaore that compared with the othar commercial banks
in the Caribbean the commercial banks portfclio of con-
sumer instalment finance paper in Barbados is quite
under—~developed., The data in fable 2.1, show that
despite the rapid rate of increase of this type of lending,
in 1970 consumer instalment finance papsr only averaged

B

oF

of the total loans portfolio of the commercial banks
1

in Barbados. Horeover, despite the rapid growth of this
item in *their portfolic, it nas just managed to keep pace
with the overall expansion of the loans and advances port-
folio, as the pratic of consumer instalment paper to the
total loans outstanding was the same in 1970 as in 1.968.

2.11. The under development of this item in the com-
mercial banks portfolio in Barbados is quite striking,
particularly when it is realized that mest of the banks
have specially geared promotional drives to expand this’
type of credit. Plans such as the Scotia Plan Loan, Term
Plan and Instalment Loans, Bank Plan and Ready Credit

are avidence of this strong oromotional drive. Whils it is

true that this publicity has been on a regicn wide basis

1. The ratio of this paper to the total loans por
in Guyana, Jamaica and Trinidad-Tobagowas 18,10 =
respectively for 1970.
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and not confined to Barbados, yet the vregponse has not been
comparaﬁle with that in the other territories. In view of
the argument advanced earlier it is not surprising there-
fore to find in Barbados a raduced pressure to go local,
(evidanced in the growth of the banks overseas balance from
E.C. $18 million in 1969 to Z.C, $37 milliocn in 1970) compared
with other banks in the region, and the vigorcus growth of
their traditional advances portfolio.

2.12, The data in Table 2.1 also reveal wide variations
in individual bank performance. In 1970 two banks alone
(Eanks 1 and 5) had ratios of consumer instalment credit
to total loans and advances which exceseded the mean of all

the banks. These are both recently established North

American banks. However, Bank 5, not only had the highest
proportion of consumer instalment paper to its total loans

portfolio, but it was itself also the largest holder of

this elass of debt, In 1970 this bank alcne hald ona-
half of the debt as can be seen from Table 2.2. Bank 1
only had data commencing in 1989, but the data

show that in absolute terms it was a comparatively small

holder of the outstanding consumer instalment debt, accounting

1

for only 5 par cent of the total debt, against a mean for

all the banks of 16.6%.



Table 2.1l: INSTALMENT DEBT AS A % OF TOTAL LOANS AND ADVANCES -

COMMERCIAL BANKS (BARBADOS)

1968 1969 1370

Firm 1 - 34 17
w2 2 2 3

"3 - 1 2

Voo 1) b 4

o5 27 21 20

3 2.6 2 3
Average all Ffirms 6 5 3

Source: Survey data
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PERCENTAGE DISTRIBUTION OF QUTSTANDING DEBT BY

COMMERCIAL BANK (BARBADOS)

1968 1969 1970
Firm 1 - ) 3 5
A 5 5 &
3 0.5 0.8 1
i 14 lh 13
o5 75 60 50
R 5 17 25

Scurce: Survey data



~-58-~

2.13. The data in Table 2.3 allow us to evaluate
these observed performances against the size ranking
of the banks measured in terms of the sizes cf their
loan portfolios. Bank 1, is the smallest bank whereas
Bank 5 ranks third. The largest Bank, was Bank &,
acecounting for 47% of the total loans and advances, but
this bank despite a high rate of increase, hald ounly 25%
of the consumer instalment debt in 1970, while this accounted
for only 3% of its total portfolio. This darnk is a British
bank.

2.14. Between 1968 and 1970 the data in Table 2.4
show an overall expansion in consumer instalment debt of
96%. The fastest growing bank has been the largest com-
mercial bank in the territory., Its rapid rate of growth
in this area of lending has allowad it to raise its pro-
portionate contribution to the total debt, from 5% in
1968 to 253% inm 1970. Much of this gain was at the expense
of the bank which held the largest amount of the instalment
paper (Bank 5). In 1968, Bank 5 completely dominated the
small consumer instalment loans market. As much as ocne-
fifth of its total loans were in this category, and it

alone accounted for 75% of the total market. By 19870



TABLE 2.3: DISTRIBUTION OF LOANS AND ADVANCES OF COMMERCIAL BANKS - BARBADOS(E.C.$57000)

12868 18968 1970

$ % of Total 3 % of Total $ % of Total
Firm 1 - - 648 0.5 2,705 1
LR 12,448 15 18,905 14 24,911 15
3 - - 5,184 3 5,881 4
Wy 18,757 22 25,721 ” 19 30,740 18
w5 13,982 1€ . 20,786 15 25,040 15
g 40,160 37 63,139 47 79,713 47
All firms 85,347 1.00 134,383 100 169,990 100

Source: Survey data
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TABLE

2.%: OQUTSTAYDING INSTALMENT DEBT

{BARBADOS) (E.C. $7000)
1968 1969 1970
Firm 1 - 219 468
o2 260 395 euq
3 26 59 110
oy B9L 1,00 1,272
noog 3,842 L, u20 4,850
"G 255 1,243 2,494
Total 5,078 7,376 9,93L.L1
Mete: 1, This total shows a small discrepancy
with that given in Table 1.
Source: Survey data

-B0-
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-51-

this was reduced to just 50% of the total market.

2,15, At this stage it is elear that individual
bank performances are not consistent in indicating
the relzti+e influences of American and British banks
on the growth of this business. The data show a strong
asymetrical distribution of business. Whilst, on the

h

one hand/%ﬁik accounting for the largest amount of the
business is American, on the other, the fastest growing
bank has been an old established British firm. More-
“en, these two banks alone aceounted for 80, 77, and
7L pe» cent of the total business for the respective
yaang 1988-70. Indeed if the bank ranking third is
added, {znother MNorth American bank), then these three
ha=¥2 unnld zlone account for 94, 91, and 88 per cent
fow the respective years., The remaining three banks
are however, all North American, and yet they hold only
a marginal position in the industry! This latter point
is brought on* umore strongly if we refer back to Table
2.1, as apart from bank 5 (and excepting bank 1 because
it is still very new), no other bank surpassed the mean
of all the banks. The growth of this item in the port-
folio of the banks was therefore clearly dependent on
Bank 5, with Bank 6 showing a rapidly increasing in-

volvement in this area.
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2.16. It would be useful to interpret this in the
light of the relative sizes of the banks as measured by
their total value of loans and advances. The data in
Table 2.3 reveal that between 1968 and 1970 none of the
banks have showed any marked changes in their relative
overall positions. The two largest firms in the
consumer instalment business(banks 5 and 6), held a
more or less constant relative position between 1968
and 1972, except for a slight change in bank 5's position.
It is Bank 4, which has shown the largest vrelative
change in overall position. Its reduction in size
from 22% of all business in 1968, to 18% in 1970 is
reflected in the toe-hold established by the two new
firms (banks 1 and 3) in the industry. -These data
cn the size ranking of the banks and their relative
positions in the consumer instalment credit business
are all summarized and presented for convenience in
Table 2.5.
2.17. We can now proceed to an analysis of the
debt structure as presented in Tables 2.6 and 2.7.
As might be expected, motor vehicles constitute the
largest category of debt. The choice of item follows
logically on its cost, durability and widespread use by
consumers, as compared with all other consumer purchases,

except possibly housing. For the respective years 1968-77



TABLE 2.5: CONSOLILATED SIZI RANKING OF COMMERCIAL BANKS ~ BARBADOS - 1970

Bank Size Ranking Sin2 Tanking of Ratios Size Ranking of Proporticns of
of Bank of Instalment paper to Instalment Paper held by each
total loans Bank
1 B 2 5
2 3 b 4
3 5 6 6
L 2 3 3
5 3 1 1
6 1 1 2

Source: Survey data
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Vehicles Cunsolidation of Travel Heme Improvemeat Furniture, furnishings
debt and real estate domestic appliances, radic,
television, ete.

igeR Firm 1 - - - - -
W b2 37 15 13 27 8
: o3 38 a1 - 18 12
it Wy 25 15 10 30 20
i ioog 65 13 1 17 4
i "B 53 .2 2. ou 20
T R1]1 rirms - 58 13 3 20 7
1969 Firm 1 14 L1 - 37 o 7
i o2 35 18 11 27 8
1 i3 24 25 3 22 25
u L H . 25 1s 10 30 20
i "5 ‘58 13 - 19 36
ti L 56 3 2 : 29 10
W A1l Tirms . Bh 13 3 23 8
1970 Pirm 1 33 30 - 33 3
w noog 34 18 11 27 g
t (- 25 3u 3 18 20
i ooy 25 is 10 30 20
" w5 62 12 - 21 u
i voog 49 5 2 32 13
" A1l Tipms ‘ 50 12 3 28 g

Source: Survey data

655~
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this category alone accounted for 58, 54% and 50 percent of © PSR
Loorns
the total consumer instalment debt. The second largest cate-
gory of debt is home improvement loans, which accounted for
20, 23 and 26 percent in the same respective years. The other
categories of debt, i.e. consolidation of debt, travel and
furniture and furnishings, together account for about one-
quarter of the debt throughout the periocd. The individual con-
tributions have shown no marked changes so that the expansion
of home improvement loans have been at the expense of motor
vehicles papen,
2.18. A bank seeking to develop a portfolio of consumer
instaiment business would, other things being =squal, seck
to minimize its risk by, acquiring its debt in as wide
a category as is convenient.! Over-dependence on one item,
e.g. motor vehiclaes would leave it over-exposed to vicissi-
tudes in this area of economic activity. Mot surprisingly the
bank which held most ¢of the consumer instalment loans, not
only held most of the motor-vehicles paper, but it also
dominated all categories of this debt except travel. Similarly,
the growth of the fastest growing bank, (bank 6), has been
strongly vreflected in all categories of lending. This port-

folio policy is therefore certain to lead to an asymetrical

distribution of the lending pattern of individual banks.
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In each category, two banks alone accounted for atleast
65% of the debt. 1In the two major categoriss (motor vehicles
and home improvement) the two largest banks (banks 5 and &)
accounted for at least 70% of the business in 1970. /
2.19. Given this type of portfolio, one would expect

)

that the average size of an agreement would be close to 70-80 %
of the total cost of a vehicle inecluding insurance charges.
This would put the average size loan in the region of $§4,000.
Surprisingly the average size of the agreements covering this
debt were much smaller. The data in Table 2.8 show that despite
an increase in the average size of agreements of nearly
one-fifth between 1968 and 1970, the avsrage size of all
agvreements in 1970 was still just only E.C.$1,890. The two
largest banks also had the largest number of agreements.
The average size of each of their agreemen® was above the
mean for all the banks, All of the banks have shown a
definite increase in the number of agreements.'! The data
heoe suggest that the banks rely on véry heavy down pay-
rnents.i

2.20. An attempt was made to obtain further information

through questioning the banks on their consumer instalment

credit arrangements. The responses were as follows:



TABLE 2,8: AVERAGE *©IGE OF AGREEMENTS -~ COMMERCIAL BANKS (BARBADOS)

A e T A e T v e R e e S e e M M S R M S MRS e e e e M e e M i i A S iy e M R o e e AR e e i et b B v s =

No of lAgreement Value of Outstanding Average size of Agreement

Agreements
. (E.C. 5%000) (E.C.%5)
1968 Firm 1 - - -
n " 2 245 260 1,061
i n 3 11 26 2,364
n 31 j_l_ 750 69'4- 913
4 I 5 2,010 3,842 1,911
i i 6 © 1 256 : 2,084 ..
W A1l firms . ¥,150 5,078 7 1,612
1869 Firm 1 ‘ 157 219 1,460
" ” 2 P B12 395 958
L1 1 3 5\) 59 1,180
L i It 1,040 1,040 1,000
B " 5 7,013 4,420 2,195
L i 6 5LY 1,243 2,285
T ALL firms b,209 7,376 1,752
1970 Firm 1 . 354 168 1,322
i " 2 597 640 1,072
h " 3 ag 110 1,235
T " 13 gy 1,272 1,399
i ", 5 2,380 4,950 2,080
- " 5 : 927 -~ 2,494 2,690
i All firms 5,256 g,33n ‘ 1,890
Source: Survey data
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Bank 1 - 30 to 40 percent of the value with a maximum of
three years to repay.

" 2 - no limits in value, but a maximum of three years to
repay.

" 3 - up to $500 - 12-18 months +to repay; $500-%1,000 -
18-24% months to repay; $1,000 - $1,500 - 24 months
to repay; and up to $3,000 - 3 years to repay.

" 4 - maximum value of $10,000 and up to 3 years to re-
pay, with occasional exceptions of up to 5 yeaprs.

5 - maximum value of $8,000 with 3 years to vepay:

5 - maximum value of $5,000 with 3 years to repay.
2.21. There 1s close agreement on the maximum repayment
period, (3 years), but the financial limits vary a great deal.
Hewever the data indicate that with unit loans presently
averaging uander $2,000, the upper liﬁit ig still quite some
way off. Given the inverse relationship between size of leoan
and unit cost of administration it is surprising that the banks
have not pushed harder for higher average sized small lcans,
The figure prevailling may well reflect their compromise betwesen
the security of the loan, (established by a high commitment of
each borrower of his own funds to the purchase of the item), and
the unit cost of administration. The latter costs might have

been partly eased by the splendid position which the banks find

themgselves in Barbades. They are able to pass on
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higher rates to the consumer in Barbados because there
is no significant competition from other sources of finance.
2.22, In so far as the data show the banks to be substantially
involved in small loan business in this area of their lending
the question of the "break-even" size of loan is a major problem.
Using funetional analysis the “break-even" loan size of the bank
is usually calculated by aquating income to costs,1 This can be

derived by solving for x in the following standard equation:

Xy (_b_?z) = Co+ NC, + N Cy(W+idx

1 12 oN
whera Ca = acquisition cost per loan; Cn = processing cost per
payment, Cb = bad debt cost as percentage per annum of average

dollar outstandings, C; = cost of money as aa annual percent of

average dollar outstandings, C, = Cp+C i = add-on fimance

v m?
rate - percent per year of initial unpaid balance; N = number of
repayment periods in the contract, and X = break-even loan size.
2,23, 1In 56 far however as the commercial banks in the

reglion are seeking to establish a position in the industry it is
likely that they would disregard this if their loan sizes were
too small in order to attract later business., This however does
1. See Breakeven Analysis in Instalment Lending by R.W.Johnson
and E.C. Comis¥y in Iunovations in Bank HManagement, Selected

Readings, (ed.) by P.TF. Jessup, Holt, Rinehart and Winston,
Inc. 1969,
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not mean reduced profits for a number of reasons. Firstly,

the higher perwit costs can be met through higher charges.
iSecondly, the break-even concept is a total cost concept,

whereas a decision model will have to be based on marginal
changesi This can be noted i1f we remember that the acquisition,
processing ccsts ete include both fixed and variable elements

of cost, The fixed costs, (staff, premises etc) will largely
occur independent of the level of instalment business. When

these are excluded from the break-even measurements then the

net return on a break-even locan, instead of being zero will Dbe
posaitive. HMoreover, if all loans below break-even 2ize are )
eliminated from the portfolio, this would serve toc pvaise the =’;J;Mt§
break~even point, as the fixed costs will be spread over a | FnA
smaller number of loans!

2.24. Finally, and most Importantly the break-even concept
really connotes the notion of average risk. Let us take an
example. - If a bank's solution to the request for a loan below
break-even size, is to encourage the borrower to borrow mors,
this may increase the likelihood of defaults and thersfore lead
to greater loss, despite the movement above the break-even
size. Given this the banks operational guidelines will have to
be more complex,

2.25, Data on the proportion of unsecured consumer instalment

credit are shown in Table 2.9. As can he seen from the data



TABLE 2.9: COMMERCIAL BANKE - BARBADOS - PERCENTAGE OF CREDIT UNSECURED

e e e e e e WA s e W R TN s e M e G A i MmN W ek el T e e o B e e St g e vy e T e rm e Tem W T e R Tl AN i M b AR S e o e ey e Ay e am m om o = - = raa m—

BY  CATEGORY 1970
Motor Consolidat’oxy Travel Home Improvement Furniture and
Vehicles = = of debt and Real Estate = Furnishing
Bank 1 - 80 - - | 80 -
i 2 40 qe Lo O | Lo
! 3 35 20 - 15 20
Ny 10 30 10 4.0 70
1 5 - 7 1 3 1
a 6 - 3 8 0.5 -
Source: Survey data
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the two banks holding the largest proportions of debt
only allow a small proportion of their debt as unsecured
advances. The two banks with the largest propcrtions of
unsacured advances are banks 1 and 2. Banks 1 position
probably reflects its efforts to push this type credit as
it sought to establish itself in the market.

2.26. It is left for us finally tc ohserve the pattern
cf turnover of the debtr. A thesis which might bs advanced
is that given some reluctance on the part of the banking )
system to be extensively involved in consumer credit, the
normal procsss would be for & bank to build up its portfolio

to a given size and thereafter lend only on the basis of a

——

turnover of loans. This does not ruls out a pericdic-
rise or fall in the proportion decided on. Data related
to this are presented in Table 2.10. For the three years

shown, repayments have averaged 90, 76 and 78 percent of
new businasss respectively. £ the wvarious bhanks, the
largest in this field of business(bankS ) has recorded
percentages which have never been lower than 94 percent.

Although the time series is too short to interpre: this

I=

forcefully, it does seem likely that by and large this firm
is limiting itself to a turnover of the funds already committed
to this field, an account probably of the high proportion of its

portfolio already committed along these lines. This might also

4



o S A S A A e e M S e e R Rk A ey kb G ey B Gl g ey i S T T M e S e A e e S e W P S fm = i S M o m B e R - n e vy i e i o ot e e

Repayments New Credit Repayments as % of New Credit
1968 Firm 1 - - , -
it 2 130 390 33
H 3 - 3 -
11 u 6520 672 g2
"5 3,826 3,856 39
n 6 B I 277 40
" All firms 4,589 5,198 a0
1969 Firm 1 N 22 152 ih
" 2 453 K95 72
it 3 g 13 69
oo 851 1,016 g
U v ,35% 4,658 94
"o 317 1,404 23
T R11 Firms ~ 5,010 7,738 76
1970 Firm 1 ' H T asR 13
no2 1188 733 67
vo3 18 uo n5
nony 1,160 1,180 98
"5 4,799 5,098 9y
AL - . 1,197 2,44§ 49
" A3l firms ) 7,709 9,867 78

Spurce: Survey data

e FTON
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account for -the relative retrogression of this bank in the
provision of consumer instalment credit. For it is to-bé
noted that the banks with the lowest turnover rate, (banks 1
and 3) are the newer banks which have only really commenced
operations in 1962. If this is so then there is some pre-
liminary support for the thesis advanced.

2.27. Our examination of the commercial banks in Barbados
has therefore shown (i) that there is no clear evidence of a
North American bank influence, (ii) that the banks are not
significantly invelved in consumer instalment lending, when
measured in relation to the size of their own portfelio,

(1ii) that the practice is for a bank to build up a ps- :folio
and thereafter rely on the raveolving of the funds committed
for supply of funds for new business, (iv) that caution in
lending is reflected in the low average size of loans, and the

wide range of items in the leading banks portfolio, and the

[

high proportion of secured debt, (v) that the relatively
gmall importance of this business to the banks in Barbados

vreflects their unencumbered ability to still hold their

assets overseas, and the satisfactory growth of their traditional

business.
1
COMMERCIAL BANKS - TRINIDAD-TOBAGO
2.28. 1In Trinidad-Tobago the commercial banks have been
1., This is based on a survey of five reporting banks. In 1971

these banks accounted for 93% of the total commercial banks loan
portfolio.
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subject to a much greater degree of pressure to localize their
operations than in Barbados. Evidénées of this are seen in
recent developments such as the establishment of twe local
commercial banks and the offering of local share issues by the
clder established banks. ¥ doubt the general economic
climate, and the existence of a Central Bank have contributed
to these presgsures. }The commercial banks have tried to adapt
to the demands of this new situation through absorbing more
and more government securities and by widening their loans
and advances portfolio. The increased holdings of government
securities have been facilitated by the growth in government ' ad
deficit finaneing. Thus between 1969 and 1871 the value of )
government securities held by the commercial banks more than
doubled. The principal method of widening the loan portfolio
has been through the expansion of consumer instalment credit.-/

2.29, Between 1968 and 1971, (see Table 2.11) the commercial
bank's holdings éf consumer instalment paper more than doubled,
i.e. it grew from approximately TTS$32 million to TT$65 million.
At the end of 1971, consumer instalment paper as a proportion
of the reporting bank's total loans and advances Qas 19%

(Table 2.12). Between 1969 and 1971 all of the commercial
banks have displayed an increasing dependence on this category
of their lending. There iz no doubt that this type of c¢redit
has become accepted as an integral and important element in the

v/

portfolio of all the banks.
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Table 2.11: OUTSTANDING CONSUMER INSTALMEMN

1
DEBT - COMMERCIAL BANKS (TRINIDAD) ($$TT*000)
19648 1969 1970 1971
10,79¢ 15,215 21,301 23,768
11,555 s ,891 156,395 18,089
- 1,€393 2,382 3,562
229 339 741 1,431
9,288 11,599 18,5587 18,310
31,871 43,528 Su,576 65,177
Sourca: Survey data

Firm 3's data were supplied after chapter 1l was
campleted. The data lead to a small discrepancy
in the totals shown there and in this table.
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Table 2.12: COMMERCIAL BANKS TRINIDAD-TOBAGO - CONSUMER
INSTALMENT CREDIT AS A PERCENTAGE OF EACH BANK'S LQANS

AND ADVANCES

1968 19649 1970 1971
Bank 1 - 27 33 33
n 2 - 14 14 15
1 3 - 8 7 8
" n - 1} 5 9
n 5 - 13 18 20
All banks as a
% of all advances 15 16 17 18
All banks as a %
of reporting .
banks advances 17 18 19

Source: Survey data
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2.30. 1In this respect, the position here contrasts

strongly with that which obtained in Barbados. Whereas in
Barbados, four of the six é;mmercial banks had a consumer
instalment credit portfolio which was less than five per-
cent of their total portfolio of loans and advances, the
minimum ratio for any bank in Trinidad was eight percent, More-
over the commercial banks dependence on this item in theip
portfolio in Trinidad-Tobago, was more evenly distributed.
Three commercial banks, as against one in Barbadosz held more
than 15% of their portfolio in consumer instalment paper.
Despite this however, thevre was in Trinidad-Tobago also some
tendency towards an asymmetrical distribution of the portfolio,
as three banks accounted for 92% of the debt as can be seen in
Table 2.13. This asymmetrical pattern was however somewhat
reduced\in Trinidad as the distribution of the debt amongst
the three top banks was fairly aven. This feature may well
reflect the fact, as can be seen from Table 2.1%, that these
banks were roughly of even overall size (measured in terms
of the size of their loans and advances portfolio), as compared
with those in Barbades. In Barbados we particularly noted

the dominance of one commercial bank there,

1. Ignoring the new bank.
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Table 2.13: PERCENTAGE DISTRIBUTION OF OUTSTANDING

CONSUMER INSTALMENT DEBT: COMMERCIAL BANKS TRINIDAD
1968 1969 1970 1971
Firm 1 34 35 39 36
o2 36 34 30 28
noo3 - 4 4 6
"oy 1 1 1 2
"5 29 26 25 28

Source: Survey data
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Table 2.1l4%: SIZE OF COMMERCIAL BANKS(TRINIDAD) STATED AS A

% OF TOTAL LOAN AND ADVANCES OF ALL BANKS

1969 1870 1971

Bank 1 21 290 20

i 2 37 35 32

B 3 1l 10 12
L 3 5 M

i 5 24 24 25
All Reporting banks 98 95 93

Source: Survey data
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2.31. It is perhaps interesting to note, that both in
Barbados and Trinidad-Tobago, the largest commercial banks
have the same parantage and that the commercial banks
which provide the largest amounf of the consumer instalment
credit in the two territories also have a common parentage.

In both places one of the banks is British and the other
American. Therefore again the disaggregated data do not .

e
allow us to conclude with any ceprtainty as to the nature aoi/
influences of a given commercial banks' origins on present
performances in this field. What 1s of perhaps Ffurther
significance is that the difference in relative importance
of consumer instalment credit between the British and
American banks is smaller in Trinidad-Tobhago than in Barbados.

2.32., Table 2.15 summarizes the individual banks positions
for this type of lending in terms of their relative sizes.
There we can readily see that the largest bank, (bank 2)
ranked second in the total amount of consumer instalment
paper held. In relation to the amount of consumer instalment
paper held as a proportion of the size of its own loan port-
folic, this bank ranked third. The bank which held the
largest amount of this paper, (Bank 1) and which also depended
on this item in its portfolio most, was the median sized
bank. The size of this bank also equalled the arithmetic

mean for the five banks. Bank 5 was also consistently second



TABLE 2.15: SIZE DISTRIBUTION OF BANKS - CONSUMER INSTALMENT LENDING (TRINIDAD-TOBAGO)

Size ranking: Size ranking Size ranking:
% ot ftotal of Instalment Instalment
loans aud " debt as a % debt held
advances of total loans

& advances

Bank 1 a 1 1

i 2 1 3 2

3 I o 5 in

- i 5 4 3

"o 2 2 2
Source: Survey data
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in all three variables, viz, sizs, amount of debt held,
and proportionate dependence on this category of debr.
The two smallest banks did the least amount of business
in this field and also depended the least on this item
in their portfolio. It therefore seems as L1f the involve-
ment of the banks vary directly with their size, Otherp
things being equal, this could be argued as reasonable to
expect, since if this type of lending is risky, then the
larger banks can best absorb the risks. Hawaver, as we
saw I Barbados, a small bank, recently arrivad, might well
try to develop a proportionately large portfolio in this
field as perhaps the easiest way of establishing itself in
the local market.

2.33. We saw in Barbados, that the commercial banks
instalment debt is characterized by (i) a high dependence
on motor vehicles paper and home improvement loans, (ii)
only a small proportion ¢f these loans is unsecured; and
(iii) that the average size of each loan is fairly small.
The data on these chavracteristisg for the banks in Trinidad-
Tobago are presented in Tables 2,15, 2.17, and 2.18. The
data in Table 2.16 show that ia 1970, 39 percent of all
the debt was represented by motor vehicles paper. In

Barbados *the comparable figure was 50%. In Trinidad-Tobago



TABLE 2.16: COMMERCIAL BANEKS TRINIDAD - PERCENTAGE DISTRTBUTION OF CONSUMER TNSTAIMENT DERT BY MAIN CATECORIES -85
; Private Vehicles Taxis or Rented Cars Commercial Vehicles TFurniture, furnishings Travel Real Estate Consolidation
: domestic appliances, and of
“rydic, T.V. Home debt
e » Imorovément Migcellateous
New Used New Used New Dzed,
1909 Firtn 1 19 15 11 7 4 2 3. 2 11 ) 23
. 7 8 0.4 0.5 1 1 7 5 19 4 46
. no 4 13 - 0.4 0.5 % g5 10 15 2 AT
‘ T4 g - - 3 1 3 21 -6 50
n o N.4 H.A. N.A. N.A.. N.a. . H.A, NoA. . H.A, N.A. N.4A. N.A,
~1) Firms 15 12 8 5 3 2 o4 3 14 3 31
1670 wira 1 21 13 14 5 6 2 1 3 12 6 17
g 10 T 1 0.5 2 i 8 4 21 4 40
LI 4 1% - 0.6 L 2 5 10 15 2 48
"4 9 - - T 2 3 16 - 63
ru T 7 = - 1 e & . . & 18 13 41
All Firmg 14 10 7 3 4 A 4 . 4 16 8 31
Source: Survey data.
. 1l
‘ TABLE 2.17: PERCENTAGE DISTRIBUTION OF CONSUMER  TNSTAIMSNT DEBT ZY  TINDEVIDUAL BAWKS (T'DaD)
} Private Vehicles Taxls or Rented Cars Commercial Vehicles Purniture, Turnishings 7Travel Resl Estste Consolidation
- ‘ domestic appliances, and of
radie, T.V. Home debt
. - Imorovement M¥iseellaneous
New Dsed New Used ey Dsed
. 1969 Pitm 1 83 76 98 96 86 79 40 42 51 41 48
" oo 15 21 2 4 12 15 58 52 415 54 49
"5 05 2 - - - 5 2 5 2 1 7
"4 0.5 - - 2 0.5 1 2 4 3
" - - - - - - - - - ~- -
IE70 S ‘IJS. L) BT 95 53 73 T S 3T b 57 2
"oz 17 17 3 4 15 18 45 23 31 14 31
T 2 - - 2 1 3 1 - 2
"4 1 - - 3 0.5 1 2 ~ 4
_r.= 14 21 2 3 8 0 L 4% =4 49 40
Source: Survey data.
Fote: 1. Each firm's debt is given as a % of the totel debt for 2ll firms in that category.
34
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16% of the debt in 1970 was held as home improvement
loans, whereas in Barbados the proportion was 26 percent.
Consolidation of debt loans in Barbados averaged 12% as
comparad with 8 percent in Trinidad-Tobago. We might note
that these comparisons might be voided as in Trinidad-Tobago
there is a problem of classification, since the miscellaneous
debt category total as much as 31% in 1970.

2.34, Ve have already indicated in the previous section
that the items of purchase which this portfolioc covers are to
be expected given the general pattern of consumer purchases.
However, the disaggregated data in Table 2.16 show the wide
variability in purchases which the individual banks financae.
Even among the three largest banks (banks 1, 2 and 5) this is
noticeable. Thus in 1970, bank 5 held only 15% of its loans
in motor vehicles paper, as compared with 81% for bank 1 and
21% for bank 2. Significantly also, this bank has held more
of its portfolib in home improvement and consoclidation of debt
loans. The data suggest the thesis that whilst the overall
industry configuration normally tend to the traditional pattern,
that specialization, induced by competition, prejudice,
historical position in the industry ete, can lead to a wide

degree of variation in individual bank performance.
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72.35. In the previous section we noticed how the

instalment §ortfolio of the commercial banks in Barbados was
largely confined to small loans. The data in Table 2.18
also show the same tendency Jor the average size agreement
in Trinidad-Tobago to be guite small. | Thus despite the in-
crease in the average size of agreement from TT$1,650 in
1969 to TT$2,152 in 1970, this size was only slightly larger
than that which obtained in Barbados.' Again suggesting the
high proportion of the agresd purchase price which individual
customers have to raise. In this way the banks are no doubt
trying to contain the pressures against any wild-cat boom
situation. DJata on their operational guidelines presentad

below highlight this:

Bank 1 : Limit $20,000 with 3 years to pay
"2 : Limit § 7,500 with 3 years to pay
"3 Limit $ 2,000 with 18 months to pay
" 4 : Not available
o5 ¢ Limit $10,000 with 3 years to pay

From tha aboves we can see how far below their limits the
banks do in fact operate.

2.36., The caution exhibited here is usually reinforced
by the banks having most of their consumer instalment loans
secured, We noticed this feature in 3Barbados. In Triaidad-

Tobago, only one bank was in a position to supply us with
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information, and for the two ma2in categories of its lending
viz, motor vehicles and home improvement loaans, the unsecured:
proportions of its 1970 loans were 40% for home improvement
loans, 35 percent for new private cars, 45 percent for used -
private cars, 25 percent for taxis and 30 percent Ffor com-
mercial vehicles.

2.37. ©HNot surprisingly the banks appear to have zn
excellent record on overdues, bad debts and arrears. Three
banks supplied us with information on this. One bank (bank 3)
reported no losses due to bad debts and the other two had a
losses ratio of 0.,5(bank 2) and 0.2(bank 5). These were
substantially below the 1 percent norm. I;t does indicate that

in terms of probability of losses’, the banks are not really

pushing and dealing with many marginazal customersl s

kh

the

I

2.38, Finally, we cén turn to an examination o
commercial banks cash_flows and turnover of consumer instalment

debt.. In the previous section it was argued that a banking 1
system cautious towards developing a consumey instalment credit

department, would, other things being equal, build up its '

[ .
portfolio to scme desired level and thereafter rely subs1‘:am1:ia3_lyr_|'r‘f'3
on the turnover of the outstanding debt in order to service

new loans. This would not rule out periodic and discrete

adjustments in the level of the desired portfolic. The data



TABLE 2.18: COMdAEFCIAL BANKS (T'DAD) - AVERAGE SIZE OF AGREEMENTS TT$

A1l

1l 96 9 197 ¢
ﬁoﬁ of Agreements Valne No. of Agreements Value
1 © 8,609 2,474 9,866 2,409
. 7,737 2,1k 9,437 1,917
3 350 6,805 312 8,905
Y 276 2,685 510 3,430
5 9,247 1,468 l10,158 1,803
Banks 26,219 1,660 30,283 2,152
Souprce: Survey data
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in Table 2.19 give scme support for this argument. In 1968
repayments averaged 55% of new business. By 1970 the ratio
was approximately 80%. The tendency for this ratio to in-
crease was ; ily general to all the banks with the execaption
of bhank 5. The pattern of growth for bank § suggests a
further upward revision of its portfolio level during 1971.
For two of the banks most involved in consumer instalmant
credit (banks 1 and 2) the ratio had approximatad 90% in 1970,

so that these banks were relying substantially on a recycling

of funds.

]

e



TABLE 2.19: TURNOVER OF COMMERCIAL BANKSE CONSUMER INSTALMENT

DEBT
. TRINIDAD - TOBAGO (TT$'000)
Bankl Bank?2 Bank3 Bankl Bank5 All Banks
1268 ~ New Business 4, 848 2,796 - 128 4,352 12,122
Repayments 2,663 1,372 - 79 2,565 6,679
Repayments as a' % of new
business 55 49 - 63 59 55
1969 - New Business 17,391 89,9859 964 461 14,220 42,995
Repayments 12,975 6,823 401 351 11,919 32,4689
Repayments as a * of new
Eysinesg 75 69 42 78 B 76
1970 - NewlBusiness 23,783 12,356 2,855 1,264 15,536 56,794
Repayments 17,697 10,452 2,166 802 13,568 4. 685
Repayments as a % of naw
business 7Y 85 76 €3 87 80
1971 - New Business 25,691 17,118 4,355 1,936 22 866 71,968
Repayments 23,224 15,624 3,068 1,245 13,557 56,718
Repayments as a % of naw
business ' 90 91 70 64 59 79
Source: Survey data
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CHAPTER IIT ~92-
FINANCE HOUSES AND INSTAIMENT CREDIT

In this chapter we shall present an analysis of the
results of a survey of the finance houses in Trinidad and Tobago
and Bavbados.l In the first chapter we have examined the recent
overall. verformance of the consumer instalment credit in@ustr-y.
There we observed the rapid increases in outstanding consumen
instalment indebtedness, brought about mainly th}ough the performances
of the commercial banks. It was only in Trinidad ~ Tobago that
the finance houses appeared to be improving their positicn during
the pericd for which we had general data (1967 -~ 1871). As we shall
gsee, the data presented in this ¢*~pter will cast scme uncertainty
on this picture, but the major observation made in that chapter still
remains. That is, the foreign monopoly of the ownership of finance
housez in the region is probably the single most important factor
responsible for the erratic and uncertain contributions of this

sector to the development of the consumer instalment credit industry.

1. It is hoped eventually to cover all the territoriss. A copy
of the questionaire is included in Appendix I
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Finance Houses: Trinidad and Tobago

A1l three of the finance houses which have operated in
Trinidad - Tobago during the period of this survey have been foreign
owned subsidiaries. The General Motors Acceptance Corporation is
a subsidiary of a United Kingdom ccmpany, in turn linked to the
General Motors Acceptance Corporation of the United States, the
largest sales finance company in that country. The United Dominions
Corporation (East Caribbean) Limited was established in 1959 as a
subsidiary of the United Dominjon Trust - UDT - of the United
Kingdom and Gordon Grant and Company Limited, a foreign controlled
trading company. The third company, International Trust of Washington
{Caribbean) Limited is a subsidiary of the Intermational Bank of
Washington (Bahamas) Limited, cne of the "off-shore™ financial
institutions of the Bahamas.?

This foreign domination has resulted in many of the changes
in the operations of the finance houses in the lccal market being )
as it were,by-products of changes overseas in the cwnership pattern
and structure of _operations of parent companies. Thus for example,
The International Trust of Washington (Caribbean) Limited is a
descendant of the first finance company to bte established in Trinidad-

Tobago. Th'; was the 0Olds Discount Company which was established in

2. The UDT is in the process of closing down its coperations, and
a new company,General Fipance Corporation was established in
1971. Recently, (March 1972) the establishment of yet another
company, Barclays Finance Corporation was announced. The General
Finance Company is a joint ventiure between M¥eal and Massy
Holdings Limited; a 'local’ company, and Royal Bank of Canada.
The Barclays Finance Corporation is a wholly owned subsidiary
of Barclays Bank International Limited.
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1953 after taking over the Trinidad Credit Corporation. At

that time it was a subsidiary of the Lloyds and Scottish Group
of the United Kingdom. The name of the ccmpany was changed in
1968 to Lloyds and Scottish Finance (Caribbean) Limited, after
the parent company had disposed of their interests in Jamaica.

In 1969 the company changed hands through a sale of the majority
of the company's ordinary share capital by the controlling
parent company (Lloyds and Scottish Finance Limited), to the
International Bank of Washington (Bahamas) Limited. DJuring this
period also, the company's Caribbean branches in Antigua, Dominica,
Grenada and Guyana were all closed, and the only branch operation
which is presently carried on is that in Barbados.

Apart from such institutional changes, the history of
finance houses lending m Trinidad - Tobago has also been an extremly
ervatic one. There have been marked fluctuations both in the volume
of business and the number of firms in the industry. The principal
reason for the large fluctuations in the volume of business has
been the injudiciocus over-expansion of credit by the firms in
the early years of their establishment. Thus, it has been estimated
that in 1959, the volume of outstanding debt to the single finance
house then in operation was $IT 9 million. With the establishment of a
second company in that year, and the competition for outlets which
follewwed, the outstanding debt increased to $TT 35 million by 1961.

What fellowed after was a series of defaults and arrears in repayments.
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Undoubtedly, the campanies themselves were partly to blame for this
situation. 1They had taken the line of least resistance, encouraging
and accepting business with little or no assessment of the credit
ratings of their prospective custemers] In many instances the
customers were already previously heavily indebted to such unorganised
sources of credit as the money lernder; Butrthis was precisely the
type of situation which should have been easily anticipated.

The defaults and rapidly rising value of arvears which
followed therefore, reflected not so much dishonesty on the part
of torrewers, as the companies have been wont to argue, but their
i genuine incapacity to service the newly acquired debt out of their
-earnings. Yet, in reviewing their experiences the companies
unfailingly point cut that people ought not borrew, if they cannot
afford to pay. This is no doubt true, but it begs the question
since such an assessment is extre%}y difficult when credit is
easily available and when taken in conjunction with the widespread
and urgent needs of people in a poor community to acquire basic
and necessary consumer durables (e.g.,a stove), or other items of
personal investrent (e.g.,a taxi).

A further feature complicating this situation has been
that this was also the pericd of heavy mass migration from the
West Indies. Default often follcowed on a person’s migration to
Britain or Morth America. The result of all this was, as might be
expected, a rapid contraction in the value of new loans and a spate
of repossessions. The data show that outstanding indebtedness of

the finance houses was dewn to $TT 13.9 million by 1963. For one
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campany whose accounts are analysed later, the value of the adverse
balance in its baiance sheet statement of 1964 was approximately
$TT 1.5 millien. ] It was only in relatively recent times (for the
years 1968 -~ 1970) that there have been indications of a genuine
uptirn in the position of these companies in the consumer instalment
aredit industry, but here again the picture is also complicated
by the changing position of the companies themselves. |

By 1970, one ccmpany, (United Deminions Trust Company)
was already preparing to close, as another, (General Motors Acceptance
Corporation) established itself on the basis of its close connection
with the newly established motor vehicle assembly industry in
Trinidad ~ Tobago. Then by 1971 yet another new company, General
Finance Compary Limited entered into the market to be follcwed by
yet another in March 1972. As we shall see in detail later, the
General Motors Acceptance Corporation has entered into the industry
with little or no capital and has operated on the basis of borrowing
from the ccommercial banks to lend its custcmers who purchase cars
from their affiliate motor vehicle company. I'I‘here is little doubt
that the exploitation of this retail outlet relationship {which
was to be paralled by the General Finance Company Limited) was one
of the major factors accounting for the closure of the United Dominions
Tr*ust.‘

The developments outlined here reflected, and were at the

same time responsible for, the very pcor reputation of finance

ccmpanies in the Caribbean. Even the changes of name of the International

Trust Company (from Olds Discount to Lloyds and Scottish) has been

interpreted as an effort to disassceciate the company from the
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unsavoury reputation of its predecessor. All this highlights the
low level of confidence the general public have come to Tepose
in these institutions.’

At this stage, we shall proceed to study these and other
aspects of the finance houses operation in scme detail. The first
point of our analysis will be the structure of sources ard uses of
funds available to the finance houses.

Sources of Funds: Trinidad and Tobage Finance Houses

\ Apart from their repayments, which constitute a turnover
of funds, the main sources of funds for the finance houses have been
local commercial bank loans, deposits raised locally and overseas,
loans obtained from overseas financial institutions, and other
liabilities including capital reserves.| At the end of 1971 (see
table 3.1}, the total liabilities of the finance houses equalled -
$TT30,7 million . This was a 7 per cent increase on the value of
these liabilities at the end of 1970. Of this value, $TT 10.% million
or just about one-third, was due to the local commercial banks. A
total of $TT 7.5 million, or about one quarter, was raised through
deposits, whilst the bulk of the remainder (about 40 per cent),

reprasented their other liabilities including capital reserves. .

3. There was even the experience of one company having to publish
a guarantee from its parent company to honour all funds lent
by way of deposits in order to attract public lending.



YEAR

1970

1971

SOURCE:

Deposits

(L)

Survey Data

TABLE 3.1

FINANCE COMPANIES

SQURCES OF FUNDS

fTT $000]

Balzances due

to Local Banks

(2)

10,309

10,474

Foreign
Balances

(3)

22

QOther
Liabilities
including
Capital
Reserves

(1)
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Total
Liabilities

(s)

29,210

30,687
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A micro analysis of this data as represented in Table 3.2
indicates the strong variability of the companies with respect to
this overall pattern. For firm 1, almost its entire furds has
come from deposits and its other 1iabilities. 3y the end of 1970
these ware roughly equal in size. But as the time series data
shcw, the other liabilities have not changed since 1988 and the
rosition basically refiected an improvement in its borrowings from
the public ﬁmough the usual deposit-raising process. Indeed, the
value of deposits at the end of 1970 was nearly two and a half
times the value at the end of 1988, Contrastingly, firm 2 has
obtained all of its funds as lines of credit from the commercial
banks. At the end of 1970,this firm was borrowing just over $TT 9
million from the commercial banks. This was an increase of 60 per
cent over the 1969 level. The third firm has been the most dependent
on raising deposits. At the end of 1970 the value of its deposits
was equal to the combined value of its local lines of credit ard
other liabilities. However, as thegtime. series show, this was not
a stable position, since this firm was going out of business. In
1969, the peak year, total deposits was equal to $TT 4.6 million.

In sumnary we therefore note the follewing: (1) almost
all of the bank credit i.e. weil over 90 per cent is given to one
firm; (i1) this firm has close connections with affiliate retail
outlets and has invested rone of its own capital nor has it raised
any depoeits locally; (iii) firm 1, after its initial capital

investment of $IT 4.6 million, has raised its funds principally



1968

1970

SOURCE:

FINANCE COMPANIES

TABLE 2.2
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MICRO - ANALYSIS OF SIGNIPICANT SOQURCES OF FUNDS

Firm 1

Firm 2
Firm 3

TOTAL:

Firm 1
Firm 2
Firm 3

TOTAL:

Baliances due
+0 Local
Banks

17
Mil
1,072

1,089

o

EE

= 0l
~
(48]

o W W
F e

-3

w
(]
[24]
n

O W
= N

N O

W0

10,309

Survey Data

L TT $000]

-

Deposits

[l
o W

3,911
Vil
I,553

8,364

5,067
Nii

2,678

7,745

Other Liabilities
Including Own
Capital

4,608
Hil
1,774

5,382

4,608
¥il
1,714

6,322
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through deposits obtained from the public; (iv) firm 3 borrowed
$TT 1.2 million from the local ccmmercial banks(i.e. 10 per cent
of the aredit the commercial banks provided to the finance houses),
and has raised its additional funds mas_nly through deposits, since
its own capital employed has been a relatively stable amount.

At this stage it would be useful if we were to make a
further detailed examination of the structure of deposits. The
available data are presented in table 3.3. TFram these data we
may note that roughly 70 per cent of the deposits held by firms
1 and 3 were raised from individual customers. Their individual
performances;hcweve:r' vary. In 1968 and 1969 firm 1 raised about
80 per cent of its deposits from the public, but by 1870 it had
obtained a large increase in business deposits, the value being
five times larger than that in 1568. At the end of 1970, only
55 per cent of its deposits came from individual customers. As
regards firm 3, during 1968 - 1969 individual deposits accounted
for approximately two-thirds of all depeosits. By 1870 this was up
" to 80 per cemt. The changing position simply reflected the firm's
process of going out of business, a process which seemed to affect
its business deposits much earlier than those of its individual
customers. Thus, from a high point in 1969 of $TT 1.6 million
worth of deposits from business, the firm only held $TT 0.5 miliion
in 1970.

To camplete the analysis of the sources of funds it is

necessary for us to examine the pattern of turnover of funds.



YEAR

13568

1969

SOURCE:

Firm
Firm
Firm

TOTAL:

Pirm
Firm
Firm

TOTAL:

Firm
Firm
Firm

TOTAL:

w

w M

w N

TABLE 3.3

FINANCE COMPANIES

MICRO-ANALYSIS OF DEPOSITS BY TYPE

[TT $000]
Individual Businessess
Customers

1,683 430
Nil Nil
2,720 1,490
4,403 1,920
2,961 850
Hil Mil
2,795 1,600
5,756 2,450
2,849 2,219
Nil Mil
2,049 489
4,898 2,708

Survey Data
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Total

2,113
Nil

4,210

6,323
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Examining the aggregated data on new business and repayments
presented in table 3.Y%, this is what we cbserve. For the year
1969 and 1970, new business exceeded repayments by $TT 4 million,
and $TT 1.8 million respectively. Curing 1971, the situation was
reversed and repayments exceeded new business by SIT 4.1 millioﬂ:
These genera% changes principally reflect changes in the pattern i}
of new lendi;g since the value of repayments has remained stable 3
in the region of $TT18 million. The changes in the pattern of new
lending in twrn reflects the process of one firm leaving the
business and another commencing to lend in 1971. Cenerally speaking
in normal times repayments would probably run at between 80 per
cent to 90 per cent of new business, signifying the great importance
to be attached to the turnover rate of the existing debt.

The data are presented on a per firm basis in table 3.5
During the perdod covered the second firm was establishing itself,
the third firm was closing down and the fourth firm got started
in the last year. It is therefore only firm 1's data which are relatively
reliable and these show a tendency forrepayments rot to 5e less
than 80 per cent of new business and in fact slightly exceeding
the value of new business in 1971. Firm 2's data support this
general picture. For between its establishment in 1969, and 1971
it rapidly achieved a position where the value of repayments was
equal to new business. Similarly, in 1969 before firm 3’s closing
operations were set in train the value of repayments also slightly

exceeded the value of new business.
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1969

1970

1971

"80URCE:

TABLE 3.4
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TOTAL NEW BUSINESS AND REPAYMENTS OF FINANCE HOUSES

COL. 1
New Business

22,998

19,890

14,604

Suprvey Data, and Central Statistical Digest

LTT %000]

CoL. 2
Repayments
18,323
18,068

18,563

COL.

1 - Cel.2

+4,673
+1,822

-4,059




Firm 1
Firm 2
Firm 3

Firm b4

SOURCE:

TABLE 3.5
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INSTALMENT CREDIT NEW BUSINESS & REPAYMENTS - TRINIDAD

1568

New Business

9,972.7
3,620.7

9,403, 2

Survey Data

Repayments

8,247.8
432.2

9,6u43.2

as a
% of
new

busi-~
ness

83
12

103

[TT $ 000}
1979
New Business| Repayments
as a
% of
new
busi-
ness
9,588.8 | 8,533.4| 89
6,724.5 | 3,300.1| u9
3,574.5 | 6,231.8 | 174

1971
Mew Pusiness| Repayments
as a
% of
new
busi-
ness
9,193.0 |[9,706.1 | 106
5,374.0 |5,366.8 | 100
a7.9 |7,34u.1| -
§,222.0 |1,534.0 | 386
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In conclusion of this secticn i is important to cbserwve
that changes in the number of firms in the industry (brought about
mainly by the changing position of their parent companies in the
U.K.) were exercising the decisive influences on the structure and .
value of sources of funds to the finance houses of Trinidad - Tobagd
since as we have seen in 1969, a new firm began its first full year
of operations. In 1970 one of the older firms was leaving the

industry; and by 1871, yet another new firm came into operation.

Uses of Funds: Trinidad - Tohago Finance Houses

The broad structure of the finance houses uses of funds
is presen‘ced‘ in table 3.6. jAs would be exvected the deminant elements
in the portfolio are the accounts receivable frem vholecalers and
retailers.| These accounts are distributed in the rough ratio of 1:3
for wholesale as against retail accounts receivable. Apart frem
the fixed assets of the firm, the only other significant uses of
funds are loans to lccal and overseas financial institutions. Together
these totalled just over $TT 2 million with the ratio of overseas
deposits to local deposits approximately 2:1. Interpreting these
balances due frem Zinancial institutions as the equivalent of their
liquid assets, the data show that for the year 1970 - 1971 this
averaged 7 per cent of total assets.

To examine the structure of the uses of funds in more
detail it is important to realise the manner in which the finance
houses conduct their business. There are two main categories of
lending. \The first is the use of the direct contract. Under this

arrangement uhan the retail dealer receives a request from a custcmer



YEAR

1970

1971

SQURCE:

Balances due from

a.lhocal
Banks/
Financial
Institut-
ions

656

832

b. Over-
seas
Financial
Institut-
ions

1,333

1,404

Survey Data

-

V[TT $000]

Accounts Recelvable

=

Whole-
Sale

6,427

6,335

b.Retail

18,382

20,225

Govern-
mant
Secuprit-
ies

Nil

Cash

Other
Assgets
Includ-
ing
Fixed
Asgetls

1,675

1,900

TOTAL

29,210

30,697
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for credit to cover the purchase of a particular item, the dealer
sells the item to the finance company which in turn sells them on
hire purchase or credit sale to the customer. The nature of this
tri-partite arrangement, the responsibilities and liabilities of
the parties involved are not very clearly rationalised in the law *
Often the customer is not aware that he is purchasing the item
from the finance house. The dealer and finance house have legal
arrangements governing their business. Scmetimes these include a
recourse provision so that the dealer covers for any loss which
the finance ccmpany may find itself holding as a result of the
contract, or the dealer may enter into specific indemnities for
particular transactions.®

In sore instances the dealer may himself sign the credit
docauments as an agent for the finance house and also collect the
instalments, but this form of lending, kncwn as agency collection
is esgentially a variation of the direct contract methcd. v

The second main method of lending is block-discounting.
Under this arrangement the dealer is required to provide the capital
finance for his sales, and to collect his instalments as they are
due. Having initially financed the credit, the dealer, instead
of having the debts amortized through the instalments, would in

periodic batches sell them to a finance house. The sales are at

4. Chapter V is devoted to an analysis of the legal bases on
which consumer credit is provided in the Caribbean.

5. These are also subject to the legal provisions of the Sale
of Goods Act.
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an appropriate discount, and usually though not always at the

tire of sale the ownership of the goods is transferred to the

finance house. To protect the finance ccmpany from the injudicicus
provision of credit under these arrangements with the dealer, the
finance house would normally retain a proportion of the collection
value of all agreements until they have been paid in full. Heowever,
at times this retention value is released to the dealer in proportion-
ate amounts as the instalments are paid. As one might expect, blcock
discounting is ideally suited for numerous transactions, where each

individually is for a fairly srall amount. Larger sales, e.g.

o

motor cars, are usually made on a direct coniract basis.

Tables 3.7 presents data on the distribution of block
discounting and direct contracts for the finance ccmpanies. Between
1967 and 1970 the value of bleock discounting accounts nearly trebled.
This was mainly O account of the establishment of a new firm
(firm 2) and its total concentration of business on bleck discounts,
a situation which reflects the interlccking arrangement which this
company has with a motor vehicle firm. These discounted accounts
are probably almost all from the affiliate motor vehicle company.
Firm 3's discount business rapidly contracted as it prepared to
close down its operations.

Gilven these erratic changes in the number of firms in the
industry over such a short pericd, firm 1's behaviour might te
taken as the most representative of industry trends although it
could not completely isolate itself from these developments. For

the year 1967 and 1968, firm 1's block discounting business averaged
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about $TT1.2 million. Between 1968 - 1969 there was a near
trebling of business. However, between 1969 .arc 1970, there was
no significant change. The increase in business between 1968 - 1969
of approximately $TT 2 million was just about equal in value to
the contraction of business by firm 3. In 1969, firm 2 came into
full operations and the procass of substitution of business might
have been affected by thils new competitive situation.

Examining the direct contract business we cbserve that

for firm 1 there was nearly 50 per cent expansion in business between 1368

ard  1969. Again this reinforces our interpretation, particularly
when it is also noted that between 1969 and 1970 there was a fall
of about 20 per cent in the value of business. As we observed
earlier, firm 2 does no direct contract business. However, firm 3's
business had fallen frcm the peak of $TT § millicn in 1969 to $TT 3
million in 1970, reflecting the contraction of its operations. By
1970, the combined block discounting of all the firms totalled

$TT 10 million of business, as against $TT 8.7 million of direct
contract business.

In table 3,8 the direct contract business is shown in greater
detail. Examining this data we observe that almost all of this
business is concentrated on motor vehicles and agricultural ard
industrial plant and machinery. There was some degree of firm
specialisation in this business. Prior to its contraction of
operations firm 3 terded to do much more used private car business
than firm 1, whilst firm 1 itself tended to specialise in lending

for the purchase of taxis and rented cars. For the year 1968 and



TABLE 3.8 -l1l2-

MICRO-ANALYSIS OF QUTSTANDING DEBT OF FINANCE HOQUSES

B LrT $000]
YEAR Private Motor Cars  Taxis or Rented Commercial Agricultural & Cther Total
Cars Vehicles - Industrial Plant
and Machinery
New - Used New Used

Firm 1 689 709 1,290 382 610 773 408 4,861

1968 Firm 3 1,201 2,803 71 97 a7 987 261 6,494

TOTAL: 1,890 3,612 1,361 479 1,584 1,760 669 11,355

Firm 1 703 587 1,551 663 640 1,712 3217 6,182

1969 Firm 3 1,043 1,791 55 185 1,284 2,278 227 6,863

- TOTAL: 1,746 2,378 1,606 848 1,924 3,290 554 13,055
Firm 1 851 LE8B 1,984 526 811 1,692 632 7,064

. 1970 Firm 3 998 1,095 146 193 51h 1,332 165 4 443
TOTAL: 11,507

1,849 1,563 2,180 718 1,325 3,024 797

SOURCE: Survey Data
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1969, private used motor cars accounted for more divect contract
business in the two fiyms, than business in new motor cars. By
1970, the value of new motor car business exceeded the used car
business by $TT 0.3 million. Busiﬁess in new taxis always consider-
ably exceeded that in used ones, and indeed by 18970 exceeded new
private motor cag business. The category of agricultural and
industrial plant and machinery showed a sirong improvement between
1968 - 1969, but with firm 3 contracting its operations, thi=
position was not maintained into 1970, -In 1970, this category accounted
for about one quarter of the total business in direct contracts.

A further micro analysis of the block discounting business
is provided in table 3.3. Here again we observe the tendencies
to firm specialisation. On examination we find that fixm 2, presumably
" on account of its special link with the motor wehicle trade, is
servicing only motor cars on its block discounting business. On
the other hand, firm 3 did no block discounting of motor vehicles.
Firm 1 has tended on average for two years 1969 - 1970, to distribute
its business in roughly even proportion for the two categories for
which data are available. Earlier we referred to the time series
data on outstanding debt of all finance houses. These data are shown
in table 3.10. The estimates of business for 1961 was $TT 35 million
This was the peak year when the bubble of wild-cat credit burst.
By 1963, the outstanding debt was less than half this amount.
Business hovered at these levels for much of the period 1963 -~ 1968,
and only in 1969 did a marked upturn ccour. This upturn was sustained

during the following vear. The performance of individual firms has
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Table 3.9

Finance Houses

MICRO ANALYSIS OF BLCCK DISCOUNTING
BY TYPE OF COMODITY

($ 000}
Motor Vehicles Furniture/Turnishing Total
and darestic appliances
1969
Fiym 1 1,7uk 1,518 3,262
Firm 2 3,582 Mil 3,582
Firm 3 Nil 954 954
1970
Firm 1 1,553 1,960 3,513
Firm 2 5,727 Mil 6,727
Firm 3 Mil 189 188

SOURCE: Survey Data

NOTE: Figures as provided in the questiomnaires. The
totals contain msall discrepancies.




Table 3.10
Finance Eouses
MICRO ANALYSIS OF CUTSTAMDING DERT

{(TT $Million)

1961 1562 | 1963 | 1964 | 1965 | 1966 | 1967 | 1968 | 1869 | 1370 | 1971

9.8

o
[y
=
[
(9%

Firm 1 - - - 7.0 6.8 7.9 7.3 7.5

Firm 2 - - - - - - - - 3.2 | 6.58| 6.8
20.0 { 21.9| 22.5 %

Firm 3 | 35.0 21.5| 13. 14.5| 15.9 | 17.3 | 15.8 | 15.

w0
4

Source: Survey Data. Central Bank of Trinidad and Tobago Statistical
Digests

NOTE: Yrour firms operated for this year. The fourth firm had an
cutstanding debt of $4.7 million
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however varied. Between 1964 - 1968 firm 1's debt hovered -
around the §TT 7 million mark. By 1970, this had increased to
just over $TT 10 million with a slight fall being recorded in 1971.
Firm 2's debt in its first year was $TT 3.2 million. In 1970
this doubled to $TT 6.6 million where it remained durding 1971.
After 1969, firm 3's business shows the consequences of its
closing down. The level of cutstanding debt in 1971 was maintained
by the activities of the fourth company (General Finance Compary
Limited) which had an outstanding debt of $TT 4.7 million.

Follewing on ouwr earlier analysis, of the structure of
sources and uses of funds, it would be useful to examine the ratio
of deposits to outstanding debt.frcm table 3.11,we can see the
ratio \has been 0.1 far the yesrs 1968 and 1969, But by 1970 this
had fallen to 0.35. Two factors seem to account for this. Firstly
the entry of a firm which was raising no deposits from the public
ard secondly the falling off in deposit raising of the firm which
was contracting business. The ratios for individual firms shcw
considerable variation. The ratio for firm 1 was 0.28 in 1968,

rising to 0.41 in 1969 and 0.49 in 1970. This was also a pericd

during which its own outstanding debt grew by 37 per cent. Firm 3's

ratio was less volatile, but its experience after 1969 can be dis-
counted.

| A finance company earns its surplus on the spread between
the rates at which it borrcws funds and that at which it lends.
Fram the data in the survey it is possible to make an analysis of

debt charges on direct contracts. These charges are measured as

]

A



1968
13969
1970

Derosits

(1}
6.3
8.2

7.8

Source:

Table 3.11

Finance Houses

Analysis of Deposits/Debt Ratios

[TT$ Million]

Qutstanding Debt
of all Insitu-
tions
(2)
15.4
20.0

21.9

Survey Data

Ratio

(3)
1 +2
a.4l

Ratio
(Fixm 1)

0.28
0.41

0.u9

=117~

Ratio
(Firm 2)

Mo
Deposits

Ratdio
(Firm 3)

0.68
0.61
0.54
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the difference between the cash price value of the item and the
instalment credit price as included in each contract.| The data
were available for two firms, and are shown in table 3.12. ~For
firm 1, the instalment debt charges was about 15.4 per cent in
1968,rising to 19.8 per cent in 1970 . In 1969 the charges for
this firm averaged 18.7 per cent. Fimm 3's charges were significantly
lower. During the years 1968 - 1970 these were 11.1 per cent,
13.4 per cent and 12 per cent respectively®. These charges are high,
yet presented. this way they understate the real burden because they
do not take account of three major omissions. Firstly, the geods
gold by the finance ccmpanies are often insured ard insurance premia
are not in all instances autcmatically adjusted on a pro-rata basis
to the value of the items. Secondly, built~-in maintenance services
and ancillary costs are high and are increasingly being reflected
in shorter and shorter guavantee pericds. With the shift to the
lecal assembly of many of these items, and the fall in quality as the
country learns the 'mew' wrccess, this very important charge is
being passed on to the consumer. Finally, the cash price value is
itself overstated, since it ignores tr\e f»:ideépread disémmts which N-,—“_
are granted for cash purchases.

The information here was supplemented by questions relating
to the lending practices in use during 1971. As firm 3 was going out
of business their responses are not recorded. Firm 2 generally conducted
most of its business on the basis of a 35 per cent down-~payment with

o years to pay.

6. It is interesting to speculate whether the lower charges had
anything to do with the firm leaving the industry.



Table 3.12
Finance HFouses

MICRO ANALYSIS OF INSTAIMENT DEBT CHARGES (DIRECT CONTRACTS)

[TT$000]
{Colum 1) (Column 2) Col. las a %
Cash Friice Value Instalment Credit Price
Valus

1968 1989 197¢ 1868 1969 1370 1968 1968

Firm 1 3,622 | 4,576 | 4,308 | 4,293| 5,628 | 5,372 | 84.6| 81.3
Firm 2 MA NA MA NA NA NA - -
Firm 3 8,765 | 9,423 | 4,196| 9,862| 10,884 | 4,770 | 88.9| " 86.6

SOURCE: Survey data

of Col. 2

1970

80.2
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Its nominal interest charges for private vehicles was 8.5 per cent,

for taxis and rented cars, 10 per cent, and for commercial vehicles

6 - 7 per cent. Firm 1's financing terms and conditions were more

varied. The typical down-payment for new private cars was 30 per

cent with 3 years to pay. For used cars there was a down-payment of

one-third the value of the iten and a maximum repayment period of

two and one half years. Zor new taxis the dem-payment was one-

third the value with two and one half years to pay. For new commercial

vehicles, one-third was again accepted and the typical repayment

period was two years. But for used cammercial vehicles the typical

dovm-payment was 40 per cent with one year to repay. Typical rominal

imterest charges were 13 per cent. The main exception was new

cars where the charge was at 1l per cent. Since the effective rate ,'

would have to be calculated on a reducing balance this was somewhere | “,g’/

in the region of 20 per cent. |
High charges can of course cover up poor leoan administration

and supervision and other inefficiencies. In the case of the companies

concerned  the charges were, (as we shall see later), adequate to |

provide good returns during the period of their establishment, even

after paying off the bad debts accumilated in the boom of 1959 - 1961.

However, administrative costs do not only vary with the quality of the '

administration. In the case of hire~purchase and credit sales the 1

small value of per-unit contracts tend to raise the per-unit costs o puts

of supervision and collection. In other words,
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PEr- wni* eosts tend to decrease as the average aize of the loans increase,

The data in tables 3.13 and 3.14 refer to  loan sizes. The

average size of all firms per unit block discount agreements was

$TT 1,886 in 1969 and $TT3,648 in 1970. In 1969, firm 1's average

size agreement fell to $TT 15,438 but as the mumber of agreements

increased;the average size fell to $TT 9,162 in 1970. Firm 2's

average size agreement was stable for the two years averaging just

about STT 3,500. If it is recalled that this firm has specialised

in motor vehicle paper this would not be surprising as this sum

averages about 60 per cent of the price of new vehicle. /
It can be argued that the main costs of collection of the

block discounting business falls on the retailers. Given this,

the average size ‘of the direct contract loans would appear to be

more relevant. These data are shown for firm 3 in table 3.1k. As

we would again expect, the values tend to cluster closely around

60 - 70 per cent of the cost of a new motor vehicle. Essentially

therefore  the finance ccmpanies are in the small loan business. v
Recognition of this point immediately directs owr attention

to the levels of default and losses likely to be encountered in

this field, since small loans business has acquired over the past the

reputation of being very 'risky' business. Unfortunately, the

responses to the survey did not yield enough data for an adequate

analysis. FHrm 3 was the main respondent, but this was of course the

firm which was on its way out. For this firm the data show a ratio

of bad debt to total outstanding debt of approximately 2 per cent

for the years 1968 - 1970, It is difficult to interpret
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Table 3,13
Finance Houses

MICRO ANALYSIS OF AVERAGE SIZE OF BLCCK DISCOUNT AGREEMENT

(TT $000)
Colum 1 Colum 2
Total value of Total number of block
block discounted discournrted agreements
agreements

(Firm 1 3,273 212
1969§Fi:fm 2 3,582 1,008
EFirm 3 954 2,390
A1l Firms 6,809 3,610
Firm 1 3,289 - 359
Firm 2 6,727 : 1,966
Firm 3 _18g 472
All Firms 10,205 2,797

SOURCE: Survey Data

Colum 3
Col., 1 =
Col. 2 (5
315,438
3,553

399

[

»
[0}
0,
(8

1

9,162
3,422

400

3,648

&
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Table 3.14

Finance Houses

MICRO ANALYSIS OF AVERAGE SIZE OF DIRECT CONTRACTS OF FIRM 3

(Col. 1) {(Col. 2)

Value of Mumber of Col. 1+ 2

Direct Direct ($)

Contracts Contracts

($1000)
1968 9,862 2,831 3,484
1969 10,884 2,518 4,322
1970 4,770 968 4,928

SOURCE: Suxwvey Iata
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these data. In countries like the United States the bad debt
ratio usually averages around 1 per cent. The commercial banks
in Trinidad - Tobago also had a loss ratio of just under 1 per
cent’. In the case of firm 3 however, its special experiences
must be remembered. The mumber of bad debts shew that the average
size of each debt over the three years was approximately $TT 850,
(table'3.15) THiZ  was approximately cne fifth of tie average size

of direct contract lcans by this firm for the same pericd. /
&»{.—r—"‘-‘l—f—

Finance houses protect themselves from bad debts through ", L
h“hﬁl#..«--

having recourse arvangements. Again however, respanses to these \
questions were poor, and it was only firm 3 which supplied data of
any real significance., These data are shown in Table 3.16. Combining
these data with other data presented earlier we observe that all

of firm 3's block discounting arrangments are subject to recourse,
loans on direct contracts subject to recourse averaged about 30

per cent of the outstanding debt on direct contracts during the

three year pericd 1968 - 1970, The behavicur of this ratio was not
uniform over the years. (1968 - 19%, 1969 - 45%, 1970 - 25%). But
it does confirm the substantial protection which the finance
houses build into their operations. Data are available for firm

2 for one year, 1970. These data show that approximately 55 per

cent: of its business was subjeat to recourse. It is interesting

to speculate as to what ratio of its business was corducted with

its cwn affiliate retail outlets as against other retailers.

7. Obtained from income and expenses data available to the
Central Bank.



1968
Firm 2
| Firm 3
1969
‘| Fizm 2
| Firm 3

1870

Firm 2

Firm 3

SCURCE:

ANALYSTS OF LOSSES RATIOS ON DIRECT CONTRACTS. FIRMS 2 AND 3

Value of.| Number of
Bad Debtd Bad Debts
($1000)
(1) (2)
n.a n.a.
130 174
n.a n.a
208 247
Il.d. n.d.
96 30
Swrvey Data

Table 3.15

Rad Debts as a
% of debt outstand-

ing
(3)

-125~-

Value of

reposgessed

items
($1000)
(&)

252

193

240

Arrears
{$'000)

(58

332

n.a.

410

Arrears as a %
of repayments

(8)

1 . A bad'debt is any debt for which "write off" provisions have been made:

2

clearing off of the outstanding balance.

~ Repossession does not mean a loss in that the sold item contributes to a
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Table 3_.16
Finance Houses
LCANS SUBJECT TO RECCURSE FIRMS 2 §°3
(TT $000)

1968 1969 1870
Direct Block Direct Blaock Direct Block
Contracts Discounting | Contracts | Discounting | Contracts| Discounting

Firm 2 - - ~ - N.A. 3,733

Firm 3 1,200 2,638 | 3,100 954 1,100 189

Source: Survey Data
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It would be useful to conclude this section by examining
the main accounts of the longest established company in the tervitory.
This would allcw us to observe the current profitability of the
company in relation to its previous ervatic experiences. These
data are shewn in table 3.17. The first point to observe is that
the bubble which burst ' in the early 1960's had left the company
with an advisge balance of 3TT 2.07 million as of 3lst July, 1963.
The swrplus earned between 1964 and 1966 eliminated the adverse‘g
balance and the accounts swung into surplus by 1966. In that year
the surplus before tax and after depreciation and contingencies was
S$TT .0.136 million. It is interesting to note that in 1964 and 1965
tha sums of $TT 0.237 million and STT 0.443 million respectively
were transferred as provisions for bad and doubtful debts no longer
required, and excess depreciation funds. Setween 1967 and 1970
the firms surplus before tax, and after depreciation and contengencies,
was fairly stable in the range $TT 0.632 ~ $0.724 million. The
average for the four years being $TT 0.678 million.

Measuring the rates of return based on the surplus before
tax and after depreciation and contingincies, we observe that in 1870
the firm's earnings averaged 10.6 per cent on shareholders equity,
13.5 per cent on share capital and 11.4 per cent on share capital
plus reserves. The dividend in recent years 1968 - 1970 was equal
to six cents per stock unit of one dollar each., The total business
of the firm in 1970 was equal to $IT 8.66 million, thus giving a
ratio of sarnings to total credit granted of approximately 7 per
cent. This compares very favourably to the ratio of net income
before taxss to total assets of the cémmercial banks in Trinidad -

Tobago of 1.55 per cent.
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|

i

-

Table 3.17
OLDS DISCORT CO. — LLOYDS & SCOTTISH FINANCE - INTERNATICNAL TRUST
(Trsy
ATter Adverse Balance as of 198k 1965 1856 | 1967 1988 . 19689 1970 1871
__ st July, 1963, ($2,071,0286)
1. Profits after providing for .
Depreciation on Fixed Assets :
befare tax 384,936 463,970 679,103 691,284 723,633 664,956 631,731
Plus
2. Provisions for bad and doubt-
frl debts no longer reguired
ard excess depreciation 237,032 4u3,151. - - - - -
3. Tctal 521,968 997,121 679,103 691,284 725,633 664,956 © 631,731
(less adverse balance) (1,450,058)  (542,837) 138,166 691,284 723,633 864,956 631,731
4. Tapital Reserves 749,254 751,174 T&L,Lsy 379,433 378,433 379,433 379,423
5. Shere Capital 4,570,805 4,670,805 4,670,805 4,677,805 4,670,005 %,670,805 4,670,805
! |
3. Retained Earmings % ~1,656,308) (- &48,238) '(-142,858) | 195,860 478,613 | 845,897 PEH,493
[ Shereholders Equity 8,783,751 4,472,709 %L,;.,:-;- i,ERE 15,746,098 5,528,851 |5,896,135 5,836,731
i
|

T

SOURCE: Director's Repor ard Lo OWts OF vie Ddleva . COmDaries



FINANCE HOUSES - BARBADOS ni29-

In Barbados there is only one finance campany in operation.
This has operated as a Branch office of the International Trust of
Washington (Caribbean) limited based in Trinidad. As this branch
firm has also descended from the original Olds Discount Company,
it has had to share the erratic experiences displayed in Trinidad -
Tobago. Thus, despite a rapid rate of increase of outstanding debt,
{a doubling in value between 1967 and 1970) the absolute level of
the company's operations in Barbados is still quite low. At the end
of 1970, the outstanding debt was approximately two million dollars.
It is difficult to fully account for this continuing lcw level of
operationg, but there is little doubt that the unfortunate experiences
of the particular company in the region has limited itscapacity
to grow, rather than tha.i: there is no scope for the type of services
which a finance company can provide in Barbados.

The Branch office in Barbados is very closely tied to the
operations center in Trinidad and this may have also had a stultifying
effect on the firms grewth., While there is no direct evidence to
substantiate this point, interviews with personeld Loth in Trinidad
and Barbados indicate some difference in their respective inter-
pretations of the degree of discretion the Barbados company cen,
and does exercise. It is cur own feeling that fairly close limits
are placed on the operations of the Barbados branch, through the
Trinidad cffice. Even details such as the value of credit per item,
and per customer, which the Barbados opsration may enter into

without the approval of the Trinidad office are clearly specified.
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No doubt, such a close supervision of day~to-day operations has
beenr fécilitated by the easy and cheap cammmications between the
two countries.
Sources of Funds

An examination of the structure of the sources of funds
of the finance company, (table 3.1.8) shows that between 1968 and 1970
the total volume of these funds grew from ECS 1.2 million to EC$ 1.8
million i.e. ,an increase of 50 per cent. The volume of deposits
raised has shovn no significant changes between 1968 and 1970. As
a result, whereas in 1968, deposits accounted for 37 per cent of the
funds used, by 1970 the proportion was reduced to one-quarter.
The bulk of the funds has been supplied as loans from the Head Office
in Trinidad. Both in 1968 and 1970 this averaged 63 per cent of the
funds available. The year 1969 was a teak year. The loans from
Head Office was then equivalent to 76 per cent of the furds
available. In this regard, the pattern here contrasts strongly with
tﬁat which prevailed in Trinidad. Funds were cbtained from the
local commercial banks for the first time in 1970, when EC$ 0.2
million was borrowed. This represented 12 per cent of the total funds
available. |

The information on deposits is further disaggregated in
table 3.19. There it can be seen that individual deposits have
averaged between 79 to 84 per cent of total deposits, for the pericd
1968 - 1970, The picture emerging here shows clearly that the
activities of the branch of the finance company in Barbados are
really dependent on 'surplus’funds in Trinidad being made available



1968
1969
1970

Cal.l
Deposits

425
ulg

456

Table 3.18

Finance Companies

Source of Fundsrlgsa - 1970 - Barbados

220

SCURCE:

L

[E.C.5000]

Col.3
Overseas
Borrowing

738
1,340

1,125

Survey Data

Col.u
Total
Cols.l
283

1,163

1,756 .

1,801

Col.5
Col. 1 as
a % of
Total

37

25
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Col.6

1.2 ag
a % of
Total

Col.7
Col. 3 as
a % of
Total

63
76




1968
1969

1970

TIrndividuaj Hon-
Deposits | Residents

Table 3.18

Finance Campanies

-132-

Deposits by Type - Barbados
[E.C. §'000]1

88
{ 65

73

SQURCE: Survey Data

Total

425
416

456 |

Individuals
as a % of
Total Deposits
79
85

8l

| Mon-Resident

Deposits as
a % of total
Deposits

21

15

16
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to it. There have been no noticeable successes in generating funds
in the local market, elther through raising deposits, or by syste-
matic borrowing froem the commercial banks. |

A further important source of funds with which to finance
new business is the tuwrnover of the existing debt. Data on this are
presented in table 3.20. From the data we can observe that the
value of new business and repayments have shown considerable and
uncorrelated fluctuations over the three year perdcd. As a consequence,
the ratio of repayments to new business /K&'S also shewn wide variations.
Repayments ,expressed as a percentage of new business have been 91.3,
63.2 and 127.3 for the respective years 1968, 1969 and 1970. For
the first two years, 1968 and 1969, new business exceeded repayments
by just under one million dollars. _5y 1970 approximately one-half
of this accumilated deficit had been removed.

Since variations in the amount of outstanding debt is
measured by the difference between new business and repayments, the
effect of these changes are clearly seen in the data on outstanding
debt shown in table 3.21. Betc-:een-_“ 1967 and -19770 the value of this
debt nearly doubled, but most of the increase (nearly 80 per cent)
occurred between 1968 and 1968.

Uses of funds

Unlike the other companies in Trinidad, the branch office
operation in Barbados is only minimally involved in block discounting.
The debt outstanding for this type of lending in 1969 and 1870 was
thirty eight thousand and forty-eight thousand <cllars respectively,

of which well over 80 per cent was paper held against the purchase



1968
1868

1970

SOURCE:

Col.l
New Business

1,856
2,148

1,604

Survey Data

Table 3.20

Finance Ccmpanies

Col.2
Repayments

1,694
1,357

2,042

New Rusiness/Repayments

Col.3
Col,1l ~ Col.2

+162
+789

438

~134-

Col.h
Col, 2 as a
% of Col.l
91.3
63.2

127.3
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Table 3.21
Finarnce Campanies
Total Debt Outstanding - Barbados
LE.C.35000]

1967 1968 1969 1970
Divect Comtracts 1,100 1,262 2,051 | 2,132
Block Discounting - - 38 " H8

Scurce: Survey data




-136-

of dcmestic appliances, furniture furnishings, radic and television.
Table 3.22 contains a breakdcwn of the outstanding debt
on direct contracts by main categories. As with the companies in
Trinidad, the bulk of the business is in motor vehicles paper. In
1969, this accounted for 49 per cent of total debt, and in 1970,
70 per cent. Of the two main categories of motor vehicle paper,
private motor cars accounted for about twice the value of the paper
on taxis and commercial vehicles. For both years agricultural and
industrial plant and machinery accounted for one-quarter of the debt.
Surprisingly, furniture and furnishings have never recorded any
singnificant volume of business. The seasenal pattern of this
lending shcws the menth of highest credit granted to De May and the
lowest, November.
As a final point, we can examine the level of finance

charges presented in Table 3.23. Bearing in mind the obserwvations

made in the previous section about the possible underestimation of the

true level of charges- when calculated on the basis of the difference
|between the cash price value and the instalment price valuey we can
see that the level of these charges has increased from 16.7 per cent
to 25.5 per cent, .etween 1968 and 1370. Ccmpared with the positicn
in Trinidad and Tobage these changes were breadly similar, except
that the charges of the branch in Barbados has always slightly

exceeded that of the main office in Trinidad.

t 3
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Finance Companies
Analysis of Outstanding Debt
[E.C. $000]
Private Taxis and Agricultural € Turniture € Miscellaneous Total
Cars Commercial Industrial Plant Furmishings
Vehicles & Machinery
yalue As a % Value As a % Value As a % Value As a % Value Asa%
of Total of Total of Total of Total of Total
1969 748 36 259 13 511 25 67 1 466 23 2,051
1970 1,007 47 486 23 5H0 25 52 2 47 2 2,132 |
SOURCE: Survey data
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Instalment Debt Charges (direct contracts) - Rarbados

1968
1969

1970

SOURCE: Survey Data

LE.C.s000]

Col. 1
Cash Price
Value

Col. 2
Instalment
Credit Price
Yalue
1,856
2,148

2,181

Col. las a
% of Col, 2

83.3
78.5

77.5
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The analysis presented in this chapter has highlighted the
haphazard and erratic mamner in which the finance houses have conducted
their business in the Caribbean. This behaviour pattern is directly
traceable to two consequences which stem frem the foreign domination
of this sector in the Caribbean econcmies. On the one hand this
foreign domination has served to expose the local instituticnal structures
to changes in the structure and operations of their parent finance
companies in the United Kingdom. In the first chapter we have already
noted the tendency of these parent companies to merge and to develop
strong interlocking relationships with the commercial banks. Therefore,
it is not surprising to find their overseas subsidiary activities
having to adjust themselves locally to these changes. On the other
hand, being relatively new institutions, this foreign domination has
been accompanied by a general unfamilarity with the sccial and economic
structure of the region, which has led to considerable difficulties
in their efforts to develop mass small scale lending. This factor
has been even further exaggerated by the fact that universal experience
shows that imnovation of this type of credit on a large scale always
contains its own pressures and tendencies to an over-extension of
lending. [Not least of these pressures stemming from the fact that
the finance companies are dependent on retail dealers, eager to push
gales, as their point of the contact with the consumer. v

Despite these cobserved characteristics there has yet been
no general public policy to guide the formation, development and
structure of the industry. Foreign private initiative, recently dis-

playing itself under the guise of local incorporation, has been the
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only consistent motive force affecting the operations of these
companies. As indeed we shall observe in chapter 5, attempts have
not even been made to offer the region's consumers legal protection
against the sbuses inherent in the present arrangements.l The
experience suggests therefore, that consumer credit is far teco
important to the functioning of the economic system to be left in
this un~regulated manner. | For us, the indigenisation of the institutions
providing this credit, together with a reconstruction of the whole
legal basis of their operations ought to be a top priority of public
policy.l

One feature which has already emerged over the recent years
is the extent to which there is in practice a duplication of efforts
of the finance houses and the commercial banks. In scme circles
this development has been rationalised as useful, in terms of the
competition which it promotes. But how competitive can these companies
be, when in the territories of their parent ccmpanies they are
tending to merge. Instead of so-called competition it is clear that
there are considerable econcmies to be derived from a centralised
ins*;alment credit service. TCconcmies such asg, an integrated credit
appraisal and lending service; computerisation of lending data,
economies of personnel use and administrative offices ete, If this
centralisation is not taken to be syrnonymous with private monopoly,
then the service can be reorganised 80 as to ensure that the benefits
gained will be passed on to the consumers., v

Given the recent experience of the commercial banks in the

Caribbean it ig clear that this sector is better situated to develop
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the usual consumer instal ...t credit service: The opposition to
this idea is usually that the commercial banks are relatively
inexperienced in the field of consumer instalment lending. Whilst
this might be true elsewhere, in the Caribbean, the experiences of -
the finance houses do not have much to commend them. Moreover, as p
pressures develop for the compercial banks to lend more of their funds'

lceally, we can expect a sustained acceleration of the consumer
b

instalment credit business since this business really ccmbines little w
risk with a most profitable outlet,? '

In addition to their indigenisation, the future of the
finance ccmpanies must also be tied to some definite programme of
diversifying their activities. By themselves they have not attempted
this and are unlikely to do so in the near future. Not least
important of the reasons accov,mtin;_g for this has been their unsavowry
experiences to date, and the constraints this must have placed on
their operations. For in the United Kingdom their parent firms have
diversified. They have tended to move closer to the banks by
developing activities of a 'banking' character, such as the acceptance
of current accounts and the issuance of cheques. They have also

extended the other side of the consumer instalment credit coin, i.e.

their perscnal loans portfolio, quite rapidly. v

1. See The Structure, Performance and Prospects of Central Banking
in the Caribbean, ISER, 1972, for a discussion of how the
commercial banking structure itself might be re-organised.

2. Certainly more so than lending for agricultural purposes or
local industrial enterprises which are not 'fronts’ of multi-
national corporations.
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There are many gaps which an indigenised finance houses i

sector might usefully fill in the Cavibbean. Chief amcng these ‘

\
are the following., Firstly, it can seek to widen the scope of

existing commercial financing through such activities as praviding : s
finance for exports, the acceptance of trade bills and the factoring |
of receivables. Already there is considerable evidence of the

under development of the financial arrangements in these fields.
Secondly, the portfolio of agricultural and industrial loans can

be considerably expanded. The present involvement of these ccmpanies
in agricultural and industrial lending is not systematic. Finally,
mach more use can be made of 'leases’ particularly those on capital
equirment, These three areas constitute definite gaps in the

present financial structure of most of the territories. Rather than
dupl:?.caﬁ_:e at higher cost to the consumer, activities which the
camercial banks can and are providing, the finance houses should

be restructured to provide the means for bridging these gaps.
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CHAPTER 35

Introduction

5.1. The field of consumer financing and expenditura
is one of the few arsas of economic activity in the Caribbean
where there is marked overlavping of the legal basis on
which transactilons take place and their more puraly economic
aspects. On account of the close intermingling of law and
economies, we alsc find that the confusions and errors which

1 in both areas tend in operation to compound each

.

preva
other. With the present situation being as it is, it
serves to glve some degree of urgency and immediacy to
our present task of re-examining the legal foundations on
which consumer credit is based and the recommendations

which follow from this. At the same time (incidentally ),

it serves to demonstrate ia a concrete manner, how, through

their own initiatives the region'’s Monetary Authorities,

=

(operating outside their traditional rolss of manipulators

can
of macro-eceonomic variables)/by championing reform, play
a more direct role in promoting the welfare of the broad
mass of the Caribbesan peoples.
5.2. There are two major reasons why great importance
should be attached to this task. Fipstly, there is the

sheer extent to which consumer expenditure in the region

is credit financed. And, secondly, we have the remarkable
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situation, that despite the importance of credit in

.

financing consumer outlays, the principal laws governing

.

the provision of consumer credit are at best bad copies
of what are acknowledged archaic legal survivals from Britain. J/

5.3. In the first chapter we have examined the structure

(2}

and growth of consumer cradit and found that the recent

growth of consumer instalment credit has been gquite phenomenal.
Thus for exampls, we cobserved that in Jamaica between 18635~

70, outstanding instalment debt grew by 232% which is
equivalent to an annual growth rate of 27% The total value

of naw business for the year 1970 was approximately J$83
million. This value was slightly less than 10% of the total
value of personal consumption expenditure in that year

and approximately 80% of the totral value of personal
expenditure on furniture, furnishings, household =squipment,
motor cars, bicycles and motor-cycles - the main items

purchased under instalment arrangements. At the same Time

the per capita value of outstanding consumer debt was j$28

F+ bt =1

in 19 70, which is the equivalent of 7 % of per
capita national income in that year.
5.4, in the other territories the picture was similar.

In Trinlidad-Tobago the total value of monthly sums of new

I.—l
Fh

lion. OF this,

[ N

T

Ly

70 mi

=

Lbusiness during 1970 was equal to

TTS$26 million was used to finance 5,34%5 credit agreemants
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for new motor cars, from a total local sales volume of
6,304, Over the three year periocd 1968-1971 outstanding

debt to financial institutions increased at a compound

rate of 30% per annum. Per capita levels of debt wera

also high. The value for 1970 was TTS$88 which was

the aquiwvalent of 7% of per capita national income.
5.5. Interpreting these trends for the future we.

observed a strong relationship between changes in par
capita naticnal income and consumer debt. In Jamaica the

propensity to incur such debt cut of income was estimated

[=N

at 0.13, and the income =2lasticity of demand at over 2.

It is clear from thesa and otaer data in the study that the
level and rate of growth of consumesr expenditure is strongly
dependent on the supply of credit for this purpose. It is
the importance of this factor which ferces us to direct our
attention to the legal arrangements which center on the

provision of this credit.

5.6. In the Caribbean the principal laws governing con-

[
o

sumer credit transactions are the various territoria ills
of Sale Acts, Sale of Goods Acts, Monslenders Acts, Pawn-
brokers Act, Csntral Banking Acts and Hire-Purchase Acts.
In this chapter we are primarily concernsad with the terri-

tories of Barbados and Trinidad-Tobago, and for this purpaose

the most important and relevant pisces of legislation are
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the Hire Purchase Act 1957 of Trinidad-Tobago, and the
"Hire-Purchase Act 1959 of Barbados. These two Acts

ragulate

v}

1l hire-purchase and credit sales transactions

3
3

J=e

in their respective territories. They are identical Acrts

in every regard {(including their wording) with only very

minor variations of detail. These two Acts are themselves

largely copied frcm English Law, particularly the’. English
1

Hire-Purchase Act of 1938.

5.7, Although present legislatiocn in the territories
was enacted in the 1950's, the framers of the Acts seamad
at the time to be unaware of the widely recognised ob-
scurities and irrationalities which characterized the
development of British legislation im this field. If, as
the law would logically imply, the development of hire-
purchase business in Britain was to be based on the security
of chattels, then hire-purchase business would have been

subject to the existing Moneylenders and Bills of Sale Acts., Y

ven the pestrictive features of these two pieces

Ha

5.8. G
of legislation with regard to such matters as interest ratss,
the legal posifion of partias to a sscurity, etc., it is
highly orobable that this would have preventied the develop-

ment of hire purchase business on anything as extensive as

1. There is nc specific hire-purchase legislation in Guyana!
The Moneylenderg Act, Bills of Sale, Sale of Goods Acts atce.
provide the legal base.
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its present scale in that country., Cousequently, thoss

frbe

institutions developing hire-purchase business, sought o
by-pass the restrictions of these Acts by adopting and
applying the legal fiction that hire-purchase was not
monay-lending. That it was simply, the latting of goods
on hire with an option to the hirer te purchase them by
bringing his rental payment up te a certain price, known
as the hire-purchase price, znd previously agreed upon by
the dealer or cwner of the goods and the hirer. \In other
words an attempt was made to divorce the credit aspect of

the transaction from the sale, and as we shall sse 1la

to assume that these were really twe distinct operations,

=

whereas the sconomic »

{0

ality is that a consumer seeks to

make a purchase, and the availability of credit merely

1

facilitates the method and timing of the purchase.

1.
L

circumvent laws

cf
(6]

Ttam:

jin

fu

5.9. In so Ffar as this

¥

was necessary for

pae
=}

mn
D
i
I s

which were considered tc ke str

1

the develoopment of hire-purchase business practices, 1

+

is perhaps not altogether unexpected, that this development
should have also effectively divested consumers of nmuch
cf their legal protection and so pave the way for the

introduction of practices which lsd to their systematic

exploitation,
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5.10. Amcug the major abuses which were widespread
were (1) the confiscation and seizure of goods by the
dealer or owner at the slightest default, when, as often
was the case, almost all instalments weve paid, (ii) the

charging of exorbitant interest rates and/or finance charges,

-

and (iii) the enforcing of agrsements which absolvaed the

{D
[

cts the

-
b

owner of the goods from any liability for def

goods supplied. It was the effort to deal with abusaes of

this kind which led to the passing of a Private Hembers Bill,

=~
==

which became the British Hire-Puwchase Act of 1838. It is

this Act which provides the "model" for our local legislation. //

e

5.11. At this stage it is important to realize that the

T

» OoWn I

i

ire

e

British themselves soon became aware that the
Purchase Act of 1938 was unsatisfactory. And as a result

there have been several subsequent changes in their legislation.
The principal changes have been the snactment of the Hire
Purchase Act 1554, Advertisements (Hire Purchase) Act 1954,
Advertisements (Hire Purchase) Act 1957, Hire Puvrchass Act

1964, and Advertisements (Hire Purchase) Act 1967. Despite

these numerous legisiative changes it 1is still gensrally

accepted by the British authorities that thess Acts have all

failed to rectify the situation satisfactorily. In a2 further
1

effort to remedy this the Crowther Committee of Inquiry

was established in 19868. This Committee submittad itg

[ .
o
e
[a¥

1,

|
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Report in March 1971 and have recommended even further far
reaching proposals for reform of the present 3ritish system
of legislation. In light of all this one can already see

how outdated and irrelavant our legislation must be and

1=

therefore how strong must be the a priori case for reform.
But let us now turn to a more detailed critical examination
of the law as it stands.
Review of existing law

5.12. Critical examination of the existing legal
arrangements clearly shows that there are certain basic
conceptual inadequacies in the present hire-purchase and

credit-sale legislation in the Caribbean territories. Ons

of these wé have hinted at zarlier when we alluded to the

L

1]

legal fiction of separating credit from sales. Functionally,

F

credit is obtained whenever, (for a price), purchasing :

power is transferred from ome2 economic unit to znother,

T

This means thervefore, that cradit can be obtained sither

by the simple straightforward lending of money (at a price),
or by postponing payment, in any manner mutually agreed

on, (at a price), for any goods or services suppliad
immediately. The Hire-Purchase Acts under consideration,
like their 1938 United Kingdom counterpart legislation,

have *reated these two aspects of the same function, namely



Consequently, we find that Hire-Purchase and Credit Sales
legislation seek to regulate hire-purchase and credit sales,
whilst ignoring the lending of money by banks on an instal-
ment basis for consumer purchases. Indeed, except for the

mplications of the unsatisfactory Moneylenders and Bills

B

of Sale Acts, (enacted about 60-70 years ago), the lending
of money to be repaid by instalments for the purpose of
consumer purchases remains viptually unregulated. v/

3

his conceptual inadequacy finds expression in

]

5.13.

iy

the legal separation of "lender credit", i.s. "transactions
whose legal form is that of a loan of money, wheather or
not the loan is associated with a particular purchasea”

From "vendor credit, i.s., "other transacitions that are
not legally loans but contracts Ffor the sale or hire of
goods such as hire purchase and credit sale agreements and

, ! 1 .. . . , .
many others."” IIn this situation, since the laws relating

to "lender credit' are much lcoser, institutions have

sought, whenever possible to provide credit by way of loans.,

. . . . . . - h
This simple device provides a means for circumventing the !
- s !

on which links credit with sale and 7
— T H

———— e ——

;-.u.

hire purchase legislat
'0-.‘ — ..-——--“—-\__'_.f"___

therefore exercises relatively more control over ‘vendor credit.”J

4

1 1b

[

d pp 1 and pp 13u/175.
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5.14%. This conceptual weakness demonstrates what might

1]

[d

very well be the central limitation of the prevailing con-
sumer credit laws in the Caribbean and suggests the basis

on which the legal arrangements might be restructured. In
truth we might state that the law has no rational functional
basls in terms of known commercial practice. It has besen
drawn up on the basis of a poor copy of the hodge-podge of
lagal abstractions which are peculiar to the evoluticn of
the English law in this area.

5.15. A second conceptual inadequacy of the present

legislation, is their failure to distinguish clearly
T =t T e e . [

between consumer and commarcial-transactions, and betwes

corporate and non-corporate borrcwers. Thus for axampls
1
obage does not appear

-]

the Moneylenders Act in Trinidad-
to discriminate between corporate and non-covporate
borrowers, nor does the Hire-Purchase Act 1957 separately

regulate for consumer and commercial transactions. Ths

fote
=

laws are the same whether the purchaser is seeking credit

[ ld

to buy a taxl or a new private motor-vehicle. Yet, in

terms of commercial practices, the parties would have
different intevests, which would seem tc require different

approachas.

1. Ordinance chapter 31 No.ll
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5.16. A third conceptual weakness in the present i
legislation is the separation of the laws relating to
) and )
lending/ the laws relating to the security of loans. The
former is, for examplsa, often affected by the Monaylenders
. . o . . .
Act and the latter by Bills of Sale legislation ., Yet in |
commercial practice the two elements of a transaction are
integrally bound therefore legislation to bs =2ffective must
J
be consistently applied.
5.17. The fourth conceptual weakness is that the
laws have no ratiomal policy relating to third-party
rights in a contract. The Crowther Committss deals with '
oA I .-2 1 . . v .
this problem in Britain and has pointed out that in that
country the courts have historically tended to be con-
servative in any matter affecting the lawful owner, and
his title to goods. As a result of this, the provision
of the Factors Act 1989 and the Szle of Goods Act 1893,
"designed to give protecticn *to the innocent purchaser of

goods, where he bought from cne who appeared tc be the

¥
[

owner” {(has been) "restrictively construad.” 3Because of
this attitude the law has found it difficult to deal

od faith

o]

fairly with innocent persons who acquire in g
"eitle"” to goods in the possession of a "seller” who aas

acquired the goods under hire-purchase arrangements.

1. See for example, Trinidad-Tobago Ordinance Chapter 31
No.8. We might note here that blcck discounting cof finance
houses is treated as the purchase of book debts and not money-
lending.

2 op.cit Crcowther Committee Report pp 177/178
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5.18, The final conceptual weakness which will bhe

pointed out here is, given the pattern of historical

g
[

development, local legislation has failed, like the British
Act of 1938 has failed,to provide a rational basis for
dealing with infringements. Indeed legal opinion in
the region regards the varieties and technicalities of
present commercial legislation as being exceptionally
bewildering.

5.19. With this conceptual and historical perspective
it is easy to appreciate why there are so many detailed

inadequacies in regional law. The Hire-Purchase Acts of

jol}

the region can be simply and crudely reduced to Acts

concerned with, (1) the rights of repossession, (2) the

-+

setting up of rules To prevent the arbitrary seizure of

tlions and warrantlses

e

goeds, (3) dealing with implied cond
for goods on such a contract, and (4) setting up a procedure
for the hirer to withdraw from the transaction. The Acts
deal with nothing else of substantive importance.

5.26. In the Barbados Act the rights of repossession and
the rules to prevent arbitrary seizure of gcods apply
to those transactions where the goods concerned are valued
up to $3,500, whilst in Trinidad-Tobago the similar upper

2
mit is placed at $2,000. Under these Acts, after 663?

[
o

1

¢f the hire purchase price is paid the letw®mr cannot

himself seize goods, if a default occurs, without due process.
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In the case of Trinidad-Tobago, this appliss after 70%

of the hire-purchase price is paid. On examination a

number of criticisms of these provisions of the Acts readily
emerge. In the first place, éhe Acts perforce exclude a
large number of transactions because they deal with amounts
whose value is too small when related to pravailing prices
cf consumer durables, particularly of motor-cars, The

1

the dubiocus one that tha

‘|

rationale hevre might have beer

1

Acts are concerned only with the “poorer classas' and

that persons nagotiating largs loans are not "poor" and

so should be excluded from this protection. In any event,
whetﬁer this should be so or not, inflation has drastically

reduced the real value of these sums.

A

I

5.20, As a further point it might be observed that

rest rats and finance

of
o]

the specified sums include the in
charges, which on the basis of present practics almost al-
ways exceed 24% per annum. Consequently these sums grossly
ovepstats the coverage of the Acts. As a further observation,
ona might alsc note that the Acts provide, (in the case of
Trinidad~Tobago (70%), Barbados(ﬁﬁg%) that after these sums

have been paid; "whethear in pursuance of a judgement or

Wy

otherwise, or tendered by or on behalf of the hirer or

any guarantor, the owner shall not enforce any right to

i
recover possession of the goods otherwise than by action®.

1. Trinidad-Tobago Ordinance MNo.l7 1857 Section 13.



Qur interviews have disclosed that thz practice has been
for firms te develop a pricing pelicy in whieh the sums

which are valued at 70% and 663% of the total hire purchase
price are designed to provide an adequate return. The

underlying assumptions claimed here are that deliberate

default tends to occur after tThese sums have bean paid off,
and that the procsdures for reccvery in the courts arse
too costly and slow Toy the lsttors. As we shall argue
later, in our opinion these positions are Ffalse ones: and
worldwide practica

given/the presumption remains valid, that the srevalling percent-
ages are excessively high. As 3 result the protection

rded to hirevrs who have not yet reached this sum is

1

inadequate.

5.21., The Acts attempt to deal with conditions and
warranties implised in hira-purchass agreements, but do
gsc in an unclear and confusing manner. Section 10 of
the Trinidad-Tobago Act states "(1)} In every hire-purchase
agrezement there shall be

(a) an imnplied warraniy that the hirer shall have

and enjoy quiet possassion of the goods;

1. Given th2 tendency to follow British law it might be
pointed out that in Britain the ruling applies at 23 1/3%.



(b)

{(c)

(d)

h(2)

~l58&~
an implied condition on the part of the owner
that he shall have a right to sell the goods at
the time when the property is to pass;
an implied warranty that the gcods shall be free
from any charge or encumbrance in favour of any
third party at the time whan the property is to
pass;
axcept where the gocds are lot as secondhand goods
and the note or memorandum of the agreement made in
pursuance of secticn four of this Act contains a
statement to that effect, an implied condition that
the goods be of merchantable gquality, soc, howevern,
that no such condition shall be implied by virtue
of this paragraph as regards defects of whicﬁ the
owner could not wreascnably have been aware at the
time when the agrsement was made, or, if the hirer
has examined the goods or a sample thereof, as
regavrds defects which the examination ought to have
revealed.

Where the hirer expressly or by implication makes

known the particular purpose for which the goods

are required, there shall be an implied conditien
that the goods shall be reasonably fit for such

purpose.
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(3} The warranties and conditions set out in sub-

=

section (1) of this seetion shall be implied not-
withstanding any agreement to the contrary and
the owner shall not be entitled to rely on any
provisions in the agreement excluding or modifying
the conditions set out in subsection (2) of this
section unless he proves that before the agreement
was made the provisions were brought to the notice
of the hirer and made clear to him.

t{u) Nothing in this section shall prejudice the
operation of any other enactment or rule of law
whareby any condition or warranty 1is to be implied

1
in any agresement.”

5.22. It is c¢lear from a close reading of these pro-
visions that the liability of the petailer and/or the
finance dealer as regards the condition of the goods solé ¢a
instalment credit is not”definitively specified. | This porat

was also observed by the Phillips Committee which has pro-

duced a brief Report on the Hire-Purchase Act of Trinidad-
Tobago.2 In this Report the legal opinion was statad that
"In the usual form of transaction when the dealer sells to
the Finance Company which then enters into the Hire-Purchase

contract with the Hirer, the Finance Company is liable for

1. Hire-Purchase Act, 1957 - Trinidad-Tobago Section 10.
The wording of the Barbados Act is similar.

2. Report of Committee to enquirs into the Hire Purchase
Credit,under the chairmanship of H. Hudson Phillips,



the statutory conditions and warranties as well as for
any contractual conditions and warranties waich may not be
excluded by the contract. The Finance Companies usually
protect themselves from this liability by obtaining an
indemnity from the dealapn,t

5.2383. There are two major weaknesses in this arrangement.
Firstly, the fimancier who is liable i1f he owns the goods

usually has no facilities to service the goods. Sacondly,

l.-l-

tha dealer who has the facilitises, has no dirvect liability
tc the purchaser. As a consequence the person who purchases

goods on hire-purchase agreements with a financier often

finds himself faced  with inadequate servicing and

=
RN

Q

maintenance arrangements. With the proliferarion
poorly assembled consumer durables in some of the tevritories

nereasingly acute.

[N

f the region this problam is becoming

4

Without a reform of the law there is no possibility of improve-
ment in this regard as can be gleaned from the attitude of the
financiers in their avidenca to the Phillips Committee. There
they have argued that they should be absolved from all lia-
bility as to the condition and merchantability of the goods

in question. "Messps 0lds Discounts, one of the main Finance
Companies contended that Finance Companies should not be ex-

.2
pected to warrant the goods."
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A truly remarkable propcsition!
§.24%, The final majér concern cof these Acis was to

provide protection for the hirer who might wish to deter-

mine his hire-purchase agreements. Section 6 of the
Trinidad-Tebage Act states:

(1) A hirver shall, at any time

0
g
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paymant under 2 hirs-pun

entitled to determi

o]

e the agreement by giving notice of
terminaticon ir writing tc any person entitled or authorised
to receive the sums payable under the agreement, and =zt the
same time, or prior thereto shall deliver the goods to the

owner, and shall, on determining +he agreement under this
3 3 = b=

o]

e

ut osraijud

Q

ce to any liability

o
.

section, be liable, with

L]

which has acerused before the determination, to pay the
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ct of the hire-purchase price

[

amount, if any, due in
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immediately before the termination, or such less amcunt as
i

may be specified in the agreement.

5.25. When put in this way the implizd liabiiity of a

in excess ¢f the actual financial loss to the company.
Unless the liability is measureé in terms cf the trus com-

mercial loss, the Act reinforces the disadvantageous position

the
of lborrower, since it encourages the dealers and/or financiers

to make a orofit on the termination of an agreement.
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5.26. Trom our analysis so far it is clear that the

regional Hire-Purchase and Credit Sale Acts. are inadeguate

-

n their provisions even for the four restricted areas they

concentrate on. Passed during the period of formal colonial

o

dependence these Acts have strengthened the inequalities in
the position of consumer yelative to the dsaler and financier.

This is perhaps to be expected. But it must be one of the

o

quaintest historical ironies that the Minister of Industry
and Commerce in Trinidad-Tobagzo, could state in the debate
on the Act, that "marked interests im this country were

able to tip the scales against justice, equity and fair
1
play.”

The Problem of Reform

5.27. The laws dealing with hive-purchase and credit
sales agreements have been for some time the subject of dis-
cussion and inguiry., Given the narrow scopes of the laws
and their unsatisfactory treatment of the issues with
which they deal, abuses against the consumer who eunters
into these agreemants, have been the order of the day. But,
despits this, the most vocal elements who have criticised
the functioning of the Acts have been the dealers and

anciers! Reading the literaturs,(which is comprised

*h
[
o

mainly of minutes of the internal instalment credit com-

mittees of the Monetary Authorities, legislative debates

T. Quoted in_Report on Instalment Credit in Trinidad-Tobago,
Central Bank Resgzarch Department Paper. Quotation taken from
Legislative Council Debates, Vol.7, Session 1956-37, Oct.26, 1956,
Sept. 22, 1957, pp.25-33.
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and the'Phillipswﬁeport) there seems to have been two major
preoccupations in_the discussions of reform of the Acts.
The first of these has been the proposal of the dealers and
financiers that there should be nc limitation (i.a. the

70% and 66§% vules) on their rights of seizure after default.
The sescond has been the question of the implied warranty on
the condition of the goods.

5.28. Two arguments have been used to support the plea
for removal of the limitations on the right to seizure after
default. Firstly, it has been suggested that customers
delibgrately go inte default as socon as the stipulated oro-
portion of the value has been paid. There 1is in fact no
evidence that this is a widespread practice. Indeed it wculd
be difficult to believe that the people of the Caribbean are
more prone to dishonesty than slsewhare; since in most
countries the operable ratio is put at one-third of thé
price. If anything the evidence would suggest that the
Finance Companies have moved into the region and have bean,

nd
becaugse of their lack of knowledge of the area,/greed,and
1
imprudent in theilr provision of loans. One only has to

observe the chequered history of a company such as the

O0lds Discount/International Trust Company, to see the truth

in this statement. The experiences suggest that loan
provision and supervision were hopelessly inadaquate. Most

of the credit granted were to persons who could not afford

1. see chapter 3
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to amortize the amounts of debt they had incurred, mainly as

a2 result of the persuasive and often misleading advertise- //
ments a2nd inducements offered by the finance companies. v
5.29. The second argument whichk has been used is that

the process of racouping after default when the rules are

in operation is too costly and slcw. In Trinidad-

=

obago

this process takes place through the Petty Courts and there
is in fact considerable evidence of congestion. Indeed this
evidence was seen to be 50 strong as to persuade the Phillips
Committes to recommend the vemoval of the restrictions on

1

seizure!l This was an astonishing recommendation. In the
First place under any system of‘recovery both the desaler

and the customer have a vright to take the issue to court,

4

In so far ag this is the cass there is no ariori reason

|5

why the vclume of cases should fzll. Th

V]

congestion of

the courts and the cost would simply have been shifted on to
the consumer. In any event, if & bottleneck is identified
in the court process, then the obvious remedy would be to

suggest means of overcoming this rather than by seeking to

2

abolish zltogether the limited protection afforded to the
consumar,
5.30. We have already referred to the second recommendat-

ion, i.2., that the finance houses be absolved from any

liability as to the condition of the goods. If anything,

|
[
g
.
u




again it would be fair to say that justica demands that this
liability be clearly and definitively placed on both the
dealer and the financier. Both have 2 commercial interest

1

in the sale and therefcre both must be respouasible for

=

the merchantibility of the scld items.

=

5.31. Ia terms of our analysis, meaninzful oroposals

[=H

for reform must be grounded in the conceptual issues dig-

is '
cussed previcusly. It/only from such a standpoint that the

et

tzd. On th

s

Fiy
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a1

real areas of weakness can be fully apprec

basis it would sezem to the author that reform should be

h

along the fcllewing twoe major lines viz:

g

(1) +the functional iantegration of the law with
commercial practice.

(2) +the extension cf the protection afforded to
consumers.

Functional integration of credit law with commercial practice

o

it

"
ES)

5.32, Tc¢ ensure the integration of credit law
commercial practice it is essential that legislation should

reflect two things. Firstly, it should be based on a recog-

oy

niticn of the essential identity between a loan of money

ch is made to purchase goods, s

d by instal-

bl
e

=]

n epa

M

wh

=

ments; and the purchase of goods on credit and which 1s then

nstalment. Secondly, it should alse reflect the

(S

paid for by

+

fact that the essential characteristic of hire-purchase is

in fact 2 sale, and that the notion of it being a hire, with
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cption to purchase, is simply a legal fiction. If this is
recognize@,rthen it will be seen that both parties anter

into the agreement with the principal motivation of buying
and selling goods. With this motivation, default is costly
to both sides and should not be the normal basis on which
the transaction is entered into. Thus it follows that the

sellers’ main interest in "sescurity™ is to have an enforce-

able claim, if perchance default arises. It is not, as

[

the present law wmay allow, his

=

ain intarest to make a profit

on default, cr to acquire complete property rights in the

o

goods per se.

5.33, There are obvious limitations in owur ability to
proceed beyond this point, but it seems to us that the
American Uniform Commercial Code, or the new legal frame-

1
work for Credit Law outlined in the Crowther Committee Report

[N

1lent guidelines to the sort cf legislation

h
Jd

suggest exc
which recognizes these basic features of commercial practice.
Proteaction c¢f consumer rights

3

5,34, o

3

first major problem confronting the consumer

(D

0]

ni

ch
[

under the rrangemant is the disproportionate power

vl
H
0]

8

1

which the lender bhas in all types of transactions. This

0]
]

pa]

stems from & number of considerations. Firstly, the legal
situation is complex, confusing and unclear. This therefore

réquires costly litigaticn on the consumer's part if he

ware to pursuc his rights in the courts. Secondly, the legal

™
i}

1:. op. cit Part 5 pp 182/206.
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situation apart, there is generally a great deal of consumer
ignorance of the financial and legal aspects of a hire pur-
chase agreement. There are no adequate independent or govern-
ment sponsored agencies concerned with policing hirve-purchase
practice. As a result both the dealers and financiers are

in 2 position %o exploit consumers systematically. Thirdly,

[y

there is om the part of the consumer a strong urge tc acquire,
and the existance of credit strengthens this desire, and
places him a2 position where he can imprudently over-ccmmit
himself. The vreasons for this urge to acquire are basad on

a complex set of'motives, such as "keeping up with the
Joneses', the deménstration effect of metropolitan advertising
in the local press, and the strong desire to acquire basic
necessities such as a stove or refrigeratcr. Finally, the
standard "forms of agreement"” used by the firms and finance
houses in the Caribbean apart from being complicatad and
unintelligible to laymen are sﬁ%ngly biased in their favour.
This is not surprising since they are drawn up by the

company lawyers, and deing standard, they leave the customer

with no choice among firms.

5.35. In this situation any new law shculd be biased
strongly in favour of the consumer. The reason for this
is that it is easier for business to protect by

building into its pricing policy, a provision to cover risks
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which may not be significant over the whole population of
their purchasers, dut which may be large in relation to any
one person’'s assets.
5.36, In specific terms the.Acts should therefore embrace

the following:

(1) a clear specification as to the liabilities of
a "hirer", their limitations and methods of radress. In
particular the loss on the determination of a contract should
be limited teo the actual loss calculated on the basis of
a true commercial sale of tha product. v

(2) the limitation rulings should be reduced to
at least one-third, so that after this sum has been paid,
seizure of goods can only follow after dus process.

(3} the sums which are coverad by the Acts
should be substantially raisad, and furthermore interest
rate/finance charges should be removed from the calculations.

(%) it should be clearly established that both
the goods seller and finance house apre liable for the

1

merchantable quality of the goods.

5.37. The second majcr problem confronting the con-
sumer is the high incidence of mal-practice zmong firms
dealing in hire-purchase. Our survey has revealed a number
1. The question has been raised by one reader 2s whether the

liability should be jointly held, or whether the consumer
should have a choice. My ouwn preference is for the former,
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of instancesof this. Firms almost invariably place mis-
. 1
leading advertisements. Defective goods, without clear
warranties, are regularly passed on to unsuspecting customers:
interest charges are generally excessive, the effective

rate never in fact being less than 24% per annum. And,

finally there is alsoc the widespread practice of unfair

S
e Ta

harassment of debtors through the use of "extra-legal" debt
collectors and agencies.'-It is c¢lear that control of hire-
purchase firms to ensure removal of theses malpractices
resides in new legislation which would incorporate cartain
features.

5.38. Among the most essential are the following:

(1) The law should clearly prescribe that adequate
advertisemdn’s be provided. This means that it should
prescribe the specific information to be published by firms
prior to an agreement being entered into, as well as the
information to be included in the contract itself. This
information must include what 1s perhaps the most important
item, the true cost of borrowing, so that consumers would
be aware of the price they are paying for theip credit. OF
course to be affective, the laws must contain sthng penalties
for defaulters.

(11) ©Normal practice in the Caribbean is for
firms supplying hire-purchase credit to charge a minimum
of 1% per month. The effective minimum rate of interest
L. E.g. Y. DelLima‘’s "No down payment-instant credit plan™,

which in fact requires that the first instalment be pre-paid
and the remainder over three months.
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therefore (calculated on a reducing balance) is approximately
24% per annum. There is no upper limit to the interest/
finance charges and there are numercus instances of exorbit-
ant charges. Unfortunately, the Moneylenders Act tends 1o
a a- * . - - is
be unsatisfactory in its dezling with usury and it spthere-
fore suggested that a rate he astablished in the Act, above
an
which there would be¢/ 2 priori presumption on the part of
the courts that it is unconscionable. - N éz
Icua’ﬂ L"‘.ﬂ""
(111) Often when goods are financed by credit
the firms take ocut insurancs on these gocds, naming
themselves as beneficlaries, and for which the consumer is
asked *to pay. This has led ¢ znother significant area
of abusa., Usually we Find that the insurance premium is
often quite high., In addition the firms take out excessive
covey by gearing the sum assured to the original advance,
despite the fact that as payments are made the original
i B . o
balance diminishes. Also, when early pzyvents - _¥§ made by
the purchaser, there are no rebates of insurance premia.
From this it is evident that insurance is seen more as 2
lucrative source of income to the Ffirm, rather than
a legitimate form of protection. The new laws, if they

are to prcovide protection for the consumer must deal with

these matters,
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(1v) Hethods of overcharging other than through
the rate of intarest applied %o the lcan, are also found in
the firm's approach to the question of early settlement of the
debt. It is clear that if affective interest/finance charges
are to be declared that this must take into account the fact
that the balance outstanding is being reduced as the instélments
are made, and that there should be some principle of apportion-
ment of each instalment as between interest charges and
amoprtization payments. The lews, as we argued above, should
specify these. Granted this occurs, then these principles
also constitute the basis on which rebates should be cal-

1
culated, if thers is an sarly settlement of the debt. i

=

{(v) Similarly the laws should also be required to

spell out in detail the right of a "hirer® to determine an

1. There are two broad approaches. OCne is the constant
ratio Fformula, which assumes that =sach instalment is divided
between principal and interest in the fixed ratio of principal
to total imterest. There is also the direct ratio formula

or the Rule of 78, which is basad on the assumption that in-
terest diminishes as the principal is reducead.
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agreement, as well as the basis for pecovery of both parties.
Underlying this must be the requirement that the goods ave
disposed of on a commercial basis. This is similar to the
requirement stated earlier, that if goods are seized, thein
disposition should be supervised to ensure that they are
disposed of at an economic price. The practice has been for
companies to dispose of the goods cheaply and claim in-
sufficiency of the sale value to cover the value of the goods,
and thereby enforce payment of all outstanding premia from
the purchaser. |

(vi) The laws should also recognize that the
source of much imprudent lending comes from pressurized sales
techniques, As we have noted the avaerage consumer is often
fairly ignorant of hire-purchase costs etec, and alsc, beacause
of the geneval poverty in the region, he is inclined to tzke
great risks to acquire basic necessities. To prevent his
exploitation, it is not enough to raequast adequate advertise-
ments, but eachAhire¥§urchase'agreement should contain a
"cooling-off" clause. This would give a customer a short
period of grace, which would permit him to reconsider any
contract hastily enterad into, and also allow his second’
thoughts to benefit from consultation with other interested
and hopefully more informed parties.

i) Finally, consumer protection should be based

He

(vi
on the idea that the consumer who purchases under a hire-
purchase agreement is entitled to '"guiet possession” of his

goods. The law should entrench this right more sacurely and



=171~

establish strong prohibitions against the harassment which
frequently occurs. Often the harassment is through the use
of specialized debt-collectors and éheir agencies, but some-
times it is reflected in the company's approach to the servic-
ing and maintenance of the item. With the increasing localisat-
ion of consumer durables assembly plants in the region, there
is also a strong case for tying the supervision and control
of maintenance and servicing contracts to hire-purchase
agraements. f

5.39. Problems of legal reform are often alsoc problems
of administrative reform and development in the Caribbean.
It is elear that the courts cannot deal effectively with the
present levels of litigation, at least in Trinidad- Tobago.
Therefore the reform of the laws must be bound up with an
affort to improve the machinery for making the processes
of law effective. But the issues encompass more than this.

5.40. To be effective these laws require a certain
level of technicai supefvision. The control of advertise-
ments, axamination of details of contracts, therpolicing
of credit charges cannot be left to the police machinery as
it presently exists. There is therefore a strong éasa
for the establishment of something along the limnes of a
Consumer Credit Authority. A similar recommendation was

also made by the Crowther Committee in 3Bpritain. But the
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merits of such an Authority in the Caribbean are even
stronger. There are numerous functions which an Authority
can perform here for which there are no adequate local agencies.
Qur Consumer Councils, fhere they exist are weak and in-
effective. There are no adequate Bursaus of Standards and
Quality anywhere in the region despitse the proliferation of
consumer durable assembly plants. And, the administratian
of these matters as an adjunct of a government Hiﬁistry
(often the Ministry of Trade) is unsatisfactory. The
Authority can therefore perform several useful functions.
Firstly, it can have control over the licensing of all
dealers in hive-purchase finance. Secondly, it can super-
vise and police the new laws propased. Thirdly, it can
arbitrate on most of the issues which lead to contentionm
between company and consumer, and thereby help to relieve
congestion in the courts. Fourthly, it can administer local
Credit Bureaus to avoid their abuse. And, finally, it can

take the lead in promoting consumer education on these matters.
In the long run this would probably be the most effective
deterrent to the ever widening gap between ethics and

economics in this field,
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