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Abstract 

Research on trade credit has been growing in recent years, contributing to our understanding of the phenomenon. 
However, the main problem is probably the impact of the contingent nature of the payment practices used by 
companies. The purpose of this paper is to address the determinants of trade credit in the Cameroonian context. 
Based on a sample of 65 Cameroonian companies observed in 2006, the econometric investigations highlight a 
genuine financial intermediation business close to productive activity. We used a general model incorporating 
both financial variables, transactional and sociocultural in order to estimate the joint effect of all explanatory 
variables on the trade credit which is a kind of investment in business relationship. Logistic regression results 
confirmed the positive and significant correlation between rationing and trade credit. There is also apparent 
influence of contingency factors on sociocultural commercial time through social capital and ethnicity of trade 
and investment partners. Moreover the manager share of capital positively influences the duration of the trade 
credit where as the financial motive is one that mostly influences to the companies’ behavior. 

Keywords: trade credit, payment terms, supplier credit, informational asymmetries 

Introduction 

Trade credit is one of the main sources of funding for worldwide companies (Petersen and Rajan, 1995; 
Gustafson, 2004; Van Horen, 2007). In all economies, the volume of trade credit is higher than short-term loans 
received from banks (Blasio, 2005) and it results from payment intervals mutually agreed by non-financial 
companies.  

Since Meltzer (1960) research, a substantial number of studies have investigated the determinants of using trade 
credit. However, almost all of these studies are devoted to industrialized economies. Only a few researches have 
specifically been interested on developing countries’ cases (McMillan and Woodruff, 1999; Fafchamps, 1997; 
Demirgüç-Kunt and Maksimovic, 2001; Fisman, 2001; Isaksson, 2002; Fisman and Love, 2003). 

It appears that companies operating in countries having underdeveloped and/or inefficient legal and financial 
system depend relatively more on trade credit (Rajan and Zingales, 1995; La Porta et al., 1998; Johnson, 
McMillan and Woodruff, 2002; Beck, Demirgüç-Kunt and Maksimovic, 2008; Saito and Bandeira, 2010). 
Similarly, the contingency effects are higher in this case (Mauro, 1995; La Porta et al. 1997; Hol and Van der 
Wijst, 2002; Pike et al., 2005; Sivak et al., 2012). According to a survey conducted in Cameroon in 2009 by the 
World Bank, nearly 16% of operating capital firms is financed by trade credit against 14% by bank loans.  

Despite these enlightening statistics its importance has been long recognized (Meltzer, 1960; Brechling and 
Lipsey, 1963), corporate debt vis-à-vis other non-financial firms' phenomenon has not been deeply and 
particularly analyzed in Cameroon. Our interest in addressing this phenomenon is mainly due to the importance 
of financial amount involved and its economic and financial impact. Similarly, with regard to Charreaux (1998) 
work on corporate governance, financial research in Cameroon deserves enrichment on the relations established 
by the company with its trading partners, which is the subject of this study. 
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1. Literature Review 

The trade credit plays an undeniable role in corporate balance sheets in all contemporary economic systems 
(Ziane, 2009). However, it has a special resonance in the context of a developing economy without financial 
market (Fisman and Love, 2003), in transition (Hammes, 2003; Delannay and Weill, 2004; Munyo, 2006) and in 
emerging economies (Johnson et al., 2002; Allen, Qian and Qian, 2005; Ge and Qiu, 2007; Cull, Xu and Zhu, 
2009) where the banking system can not provide a significant support to companies. Assuming that trade credit 
is a real form of credit, why then firms choose to finance themselves from their suppliers? Why do these 
suppliers agree to engage themselves in credit distribution? Theories justifying the use of trade credit are based 
on the imperfect nature of markets, stressing the role of information asymmetries (Emery, 1984; Smith, 1987; 
Atanasova, 2007) and emphasizing on financial considerations and factors related to business strategies. 

1.1 Financial Incentives 

The financial motive exists only if firms can profitably combine financial intermediation in the sale of goods 
because of imperfections in capital markets (Diestch, 1990). These imperfections are the cause of the 
phenomenon of credit rationing (Stiglitz and Weiss, 1981). Through the lengthening of payment periods delay, 
companies with better market access to credit are able to use the borrowing capacity to act as an intermediary for 
those exposed to rationing (Schwartz, 1974; Emery, 1984; Crawford, 1992a; Berlin, 2003; Deloof and Van 
Overfelt, 2011). This intermediation carried out by the supplier is based on three advantages. The first is the 
acquisition of regular information, timely, rich and less costly from borrowers who are primarily clients 
(Lewellen, McConnell and Scott, 1980; Biais and Gollier, 1997; Jain, 2001; Frank and Maksimovic, 2005), 
thereby transmitting a signal to other lenders (Cook, 1999; Boissay, 2004; Alphonse, Ducret and Séverin, 2006). 
From this perspective, trade credit and bank credit do not appear as exclusive financing tools (Meltzer, 1960; 
Petersen and Rajan, 1997; Kohler, Britton and Yate, 2000; Nilsen, 2002; Bougheas, Mateut and Mizen, 2009) 
and complementary (Elliehaussen and Wolken, 1993; Marrota, 2001; Burkart and Ellingsen, 2004; Saito and 
Bandeira, 2010; Vaidya, 2011; Atanasova, 2012). The second is the increased control power due to the risk of 
future supplies cessation if the customer applies a risky management method (Cunat, 2007) and in case of 
financial disputes (Jain, 2001). Finally, in case of client failure, suppliers have an advantage in upgrading sold 
products (Diestch, 1998; Myers and Rajan, 1998; Wilner, 2000; Longhofer and Santos, 2003; Frank and 
Maksimovic, 2005). 

1.2 Non-Financial Motives 

Theories of non-financial consider that the trade credit involves simple but essential operational considerations 
for business functioning (Ferris, 1981; Wilson and Summers, 2002), allows price discrimination (Brennan, 
Maksimovic and Zechner, 1988; Petersen and Rajan, 1997), comforts product sales promotion (Nadiri, 1969; 
Rodriguez-Rodriguez, 2006) and is an indicator of product quality (Smith, 1987; Emery and Nayar, 1998; 
Pindado and Bastos, 2007). The transaction motive is surely the most obvious reason to justify a delay between 
the delivery cycle and payment cycle (Elliehausen and Wolken, 1993). The temporal separation of delivery 
cycles and settlement implies the accumulation of invoices over a period of time savings and transaction costs 
related to mobilization, detention and payment processing in liquid company assets (Schwartz, 1974; Ferris, 
1981; Crawford, 1992b). This motive is based essentially on the cash management simplicity (Schwartz, 1974; 
Ferris, 1981; Long, Malitz and Ravid, 1993). Integral component of the supplier tariff policy (Schwartz, 1974), 
payment intervals are also a selling point to which the competition is a strategy and sales support (Hay and Louri, 
1996; Summers and Wilson, 2003). They appear as an essential part of business strategies to preserve not only 
the level of sales but also to attract new customers (Peel, Wilson and Howorth, 2000; Paul, 2007) and thus 
closely analogous to advertising (Nadiri, 1969). Trade credit serves to differentiate competing offers as well as 
payment facilities which determine the choice of any smart consumer. Similarly, when demand is irregular, due 
to uncertainty or seasonal variations, the seller may temporarily relax the terms of credit standards to drive sales 
in periods of low demand (Emery, 1987; Lee and Stowe, 1993; Paul and Wilson, 2006). Trade credit can also be 
used to discriminate price (Schwartz and Whitcomb, 1979; Brennan et al., 1988; Miam and Smith, 1992; 
Petersen and Rajan, 1997). The underlying hypothesis assumes that the credit terms granted to customers are 
mainly defined according to industry standards. Extending the credit period is synonymous to reducing prices; 
some riskier borrowers may have a price elasticity of demand for greater undergoing bank credit rationing. 
Extending payment deadlines may enable the elastic segment of the market to express its demand (Brennan et al., 
1988; Miam and Smith, 1992). Losses on the price are compensated by sold quantities, so that the total profits 
increase (Schwartz and Whitcomb, 1978). In this financial logic, the importance of the profit realized by the 
seller is an essential element of the price discrimination influence. By lower effective prices and providing 
liquidity, the use of trade credit is an active strategy to discriminate between customers (Meltzer, 1960; Hekman, 
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1981). Furthermore, Smith (1987) considers that it is possible for the seller to use trade credit as a real signal in a 
process similar to that mentioned in financial theory by Ross (1977), Leland and Pyle (1977). Trade credit is 
used as a means of avoiding such information asymmetries related to default risk of the buyer. Smith's model has 
largely inspired other researchers (Long et al., 1993; Lee and Stowe, 1993; Deloof and Jegers, 1996; Wei and 
Zee, 1997; Emery and Nayar, 1998; Pike et al., 2005; Pindado and Bastos, 2007). Informational asymmetry is 
not about the quality of the borrower but about the quality of the product sold by the supplier. From this 
perspective, the credit period can give the opportunity to reduce informational asymmetries about product quality 
and the seller reputation, which makes trade credit a signal of product quality and seller reputation. 

2. Methodology and Model 

2.1 Data Collection  

The data collected for this study came from responses to a questionnaire survey in 2006 and statistics indicators 
on tax statements at the National Institute of Statistics. The sample selection was made according to financial 
criteria (excluding firms in financial sector and public owned companies due to the specificities of their 
management) and demographic (excluding companies having apparent anomalies, like the zero or negative 
values of their sales ...). This double selection criterion has reduced the initial sample to 950 companies. 450 
companies received the questionnaire that was sent to the leaders. After elimination of some questionnaires on 
criteria of completeness and consistency, the response rate considered is 15% composed of 65 companies. 

2.2 Variables in the Model 

2.2.1 Structural Contingency Variables 

The company size (PET and GDE) 

The company size is one of the most discriminating factors when it comes to financial choices of individual 
firms. Since the work of Meltzer (1960), the hypothesis of the existence of a relationship between firm size and 
duration of trade credit is commonly tested in the literature (Petersen and Rajan, 1997; Ono, 2001; Summers and 
Wilson, 2002; Delannay and Weil, 2004; Pike et al., 2005; Niskanen and Niskanen, 2006; Giannetti, Burkart and 
Ellingsen, 2008; Pindado and Bastos, 2009; Gibilaro and Mattarocci, 2010; Vaidya, 2011; Sivak et al., 2012). 
However, the researchers do not agree on the meaning of the relationship, because of the existence of interaction 
between the client and its supplier. In theory, it appears that large firms have a relatively high bargaining power 
which results to larger payment intervals that may be due to the importance of contracts and the confidence they 
inspire. At the same time, external funding sources available for the companies are more numerous as its size is 
larger (Chant and Walker, 1988; Petersen and Rajan, 1997; Danielson and Scott, 2004; Niskanen and Niskanen, 
2006).  

Numerous indicators have been used to measure the influence of the firm size factor in most of the empirical 
works on trade credit. For Summers and Wilson (2002), Pike and al. (2005), Garcia-Teruel and Martinez-Solano 
(2008), the size criterion used is the amount of turnover, while after Chant and Waker (1988), Fisman (2004), 
Fabbri and Klapper (2008), the firm size is measured by the number of employees. Pindado and Bastos (2009), 
Hyndman and Serio (2010), Atanasova (2012), Sivak et al. (2012) have also caught the number of employees, 
Petersen and Rajan (1997), Niskanen and Niskanen (2006), Giannetti et al. (2008), Ziane (2009), Gama and 
Mateus (2010), Saito and Bandeira (2010), Deloof and Van Overfelt (2011), Vaidya (2011) have used the total 
assets as a measure of firm size, while Ono (2001) for example has considered the amount of equity. To control 
the influence of firm size, we introduced into our model a variable reflecting membership in the category of 
small businesses (PET: less than 50 employees) or large business (GDE: 50 or more employees). 

The Age of the Business (AGEE) 

Theories of static equilibrium (Modigliani and Miller, 1963; Miller, 1977; Brennan and Schwartz, 1978), agency 
(Jensen and Meckling, 1976) and signal (Ross, 1977; Leland and Pyle, 1977) presuppose the existence of a 
positive relationship between the company’s life and the weight of debt. Conversely, the arguments of the theory 
of pecking order theory reflects the fact that older firms have more internal financing sources and rely less on 
debt (Myers, 1984; Myers and Majluf, 1984).The firm’s age is an approximation of capital information available 
to its borrowers, and thus, it influences resources availability through uncertainty reduction about the repayment 
capacity (Chant and Walker, 1988; Petersen and Rajan, 1997; Mateut and Mizen, 2003; Niskanen and Niskanen, 
2006).  

A relatively old business is generally considered to have good reputation and thus gains trust from borrowers and 
easily establishes long lasting relationships with its bank lenders. Petersen and Rajan (1994) showed that the 
lifetime relationship formed by firms and financial institutions is highly correlated to the availability of bank 
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loans. The degree of asymmetric information is assumed to be inversely proportional to the company’s age. The 
operational risk is modeled through the age of the firm measured by the variable AGEE from the creation date 
using a simple logarithmic specification [Ln (1 + firm age)] to estimate a kind of elasticity. 

2.2.2 Sociocultural Contingency Variables 

The leader ethnicity (AIP, GMA, BAM, GPA) 

The actors are essentially cultural beings, because they are defined as much by-categories structure both singular 
and collective, giving them a sense of their actions (Degenne and Forse, 1994). They are carriers of norms and 
social values on which their ways of thinking and being. It would be risky, even reckless to conduct any 
reflection on the management of African firms, without taking in consideration substrates that are the cultural 
vehicle for both individual and collective Action (Ouattara, 1995; Mutabazi, 2001; Kamdem, 2002; Diagne, 
2004; Hernandez, 2007). Cameroon, with its more than 240 tribes, and which geographical, economic and 
cultural configurations, are said as to be Africa in miniature offers no doubt of the contingency approach. The 
existence of several ethnic groups may reveal the heterogeneous managerial behavior (Brasseur, 2008). Related 
to managerial practices, there are several ways in which ethnicity can influence the allocation of credit, either 
through the propensity for discrimination (Akerlof, 1985), prejudice (Yinger, 1998), difficulties of 
communication across cultural barriers (Cornell and Welch, 1996; Loury, 1998), statistical discrimination (Coate 
and Loury, 1993), the effects of network (Saloner, 1985; Montgomery, 1991). In addition, several empirical 
studies have considered ethnicity as a variable likely to influence corporate behavior in the matter of trade credit 
(Biggs et al., 1996; Fafchamps, 1996a, 1997, 2000; Biggs et al., 2002; Isaksson, 2002; Fisman and Raturi, 2004; 
Aaronson et al., 2004; Coleman, 2005). 

According to Kamdem and Fouda (2004), ethnicity was apprehended by four dichotomous variables (AIP, GMA, 
BAM, GPA). 

‐ The area under the influence of Fulani (AIP): This area includes all groups of the North, Adamawa and Far 
North. These groups are characterized by high degree of solidarity (Kamdem and Fouda, 2004). 

‐ The English minority group (CMG): it should be noticed a kind of tendency to particularism and 
isolationism for English minority. This group includes the North West and South West. 

‐ The Bamileke group (BAM): it is distinguished through its dynamism, entrepreneurship and business 
acumen. Mveng (1985) and Warnier (1993) stressed that "Solidarity merit" is a characteristic of Grass-field 
populations.  

‐ The Pahouin group and others (GPA): Bassa'a and Douala’s society and Pahouin group companies that are 
also egalitarian societies do not show strengthen links with the group. We also noted the competition spirit and 
the importance of equalizing mechanisms that have always characterized the two peoples.  

The Social Capital of the Leader 

The social capital and network theory research were related to fields such as innovation (Landry, Amara and 
Lamari, 2000), entrepreneurship (Larson, 1991; Batjargal, 2000; Jack, Dodd and Anderson, 2004), the 
performance of individuals, teams and organizations (Nelson, 1989; Ostgaard and Birley , 1994; Ndangwa, 
Sonna and Djeumene, 2007; Brulhart and Puaux-Claye, 2009), mobility and career progression (Baret and Soto 
Maciel, 2004; Benedic et al., 2009), inter-firm relations (Barnir and Smith, 2002), etc. The mobilization of the 
corpus of social networks can effectively respond to problems related to inter-company financing, through the 
cognitive form of social capital which is confidence. 

Confidence between lender and borrower is the main criteria of trade credit practices. Indeed, because the use of 
a formal guarantee is unrealistic for most commercial transactions, trade credit is essentially allocated on the 
basis of trust (Fafchamps et al., 1994), therefore a selective basis. Customers, who are not qualified, shall 
purchase in cash (Fafchamps, 1996b, 1997). Similarly, networks of business leader and the resulting social 
capital play a key role in accessing to funding by the company (Okten and Osili, 2004).  

According to Stone and Hughes (2002), measures of social capital are often an amalgam and disparate data with 
in one hand social practices (social networks), and in another perceptions (confidence). Several studies have 
measured social capital (Brass and Burkhardt, 1993; Burt, 1995; Seibert, Kraimer and Liden, 2001; Barnir and 
Smith, 2002). 

In this paper, we measure the shape of cognitive social capital by ''trust'', which is the most often referred in the 
literature on social capital. To measure the level of trust, the respondent is asked to choose on a five point scale 
measure how each of the stakeholders (customers, suppliers, banks, microfinance institutions, professional 
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organizations) by answering the question: how much do you agree with the fact that mutual trust is important for 
your business transactions and in the success of your business? Depending on the overall score obtained, the 
variable confidence (CONF) is dichotomous taking the value 0 (low confidence) for a score below the average 
(12) and 1 (high confidence) for a score greater than or equal to the average, with the theoretical total score 
ranging from 4 to 20. 

Other Variables 

Other predictors of time granted by suppliers reflect factors related to transactions and financial factors. The 
transactional factors are approximated using: 

• The company inventory amount reported to the total assets: it is an indicator of the volume purchased (STA). 
Companies whose stocks have higher value have a significant volume of purchases and, therefore, express a 
need of increasing trade finance. 

• Stock rotation (ROT) in days of sales. It is first possible to consider that firms which stocks have a fast 
turnaround time are subject to frequent purchases and thus face greater uncertainty, requiring higher gain credit 
from suppliers. Conversely, stocks that flow slowly may be associated with a particularly long production cycle 
or, worse, be an expression of sales problems. In both cases, higher exposure to risk can justify a claim of more 
consistent trade payables. 

• The number of suppliers (NBF) in connection with the firm reveals the temporal variability of deliveries. Thus, 
a high frequency of purchases from a large number of suppliers increases a priori uncertainty and hence 
transaction costs associated with a simultaneous payment for deliveries.  

• Turnover (CAN): in relation to opportunity costs of holding liquid assets for purposes of settlement of 
purchases of the company, this variable is in those positively influence suppliers on time. 

• Debt (END), defined as the sum of debts reported to the equity of the company, is used to measure the financial 
risk of firms. A high value of this ratio is associated with a high default risk and logically a probable rationing by 
financial institutions. 

• The legal form of organization (NCE). The distinction is made between the companies for which the 
responsibility of the entrepreneur is, in case of bankruptcy and solidarity on the whole of its heritage from those 
for which the liability is limited to the contributions of the latter. This distinction indicates the level of exposure 
to risk of default of the company. Under either case, the variable NCE would positively or negatively be 
correlated with the average credit. 

• The cash discount (ESC). The price of trade credit is modeled by an indicator variable for the availability of 
discount mechanism when settling purchases. Thus, it is assumed that the companies for which providers give a 
cash discount solicit least long delays providers, both because of the high financial cost associated with the 
waiver of the discount period. 

• The short-term bank debt (DCT). The price of bank credit is approximated by the demand for bank credit to the 
company. This request is the amount of short-term bank debt on the company balance sheet. 

• We named firms that did not obtain all the financing from operating bank by the variable (RAT). Exposure to 
credit rationing should priory lead to the expression of a demand for trade credit of a longer duration from the 
firms involved. Table 1 outlines the different variables used and defines the various conditions. 
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Table 1. Variables definition and description  

Variable Definition Measurement 

Dependent variable 

DCF Duration credit provider = 1 DCF ≤ 30 days, = 0 otherwise 

Explanatory or independent variables 

Transactional component 

STAT Volume Purchasing  Stocks/ Total Assets Balance Sheet 

CAN Turnover Ln (Turnover) 

NBF Number of active suppliers = 1 if a number of suppliers involved in the company less than 10, = 0 otherwise 

ROT Inventory turnover (Inventory * 360 / turnover tax (days of sales) 

Financial component 

ESC Cash Discount = 1 if use of the discount in the payment of suppliers, = 0 otherwise 

PET Small Business  Small Business = 1, = 0 otherwise 

GDE Large company  EDG = 1 large firm, = 0 otherwise 

AGEE Age  Ln (1 + firm age) 

RCE Legal form  = 1 if the company is one proprietorship or general partnership, = 0 otherwise 

END Debt Total Liabilities (except payables and bank CT / Equity) 

DCT Short term bank borrowings Borrowings and bank debt to more than 1 year / Total balance sheet assets 

RAT Rationing RAT = 1 if the firm is rationed in operating bank loans, = 0 otherwise 

Sociocultural characteristics 

AIP Septentrion = 1 if the head belongs to the area under the influence Fulani, = 0 otherwise 

BAM Bamileke = 1 if the head belongs to the Bamileke, = 0 otherwise 

GPA Group Pahouin and other = 1 if the head is taken and the other group Pahouin, = 0 otherwise 

CONF Confidence = 1 for a high confidence score greater than or equal to the average (12), = 0 otherwise 

 

2.3 The Econometric Model 

We have constructed a general model incorporating both financial, transactional and sociocultural variables in 
order to estimate the joint effect of all explanatory variables on the dependent variable. Logistic regression used 
assumes that the decision to get the credit for a given period is the manifestation of an unobservable latent 
variable *

iy defined by the regression relationship which follows. 

*

1

K

i i i i i
i

y x x   


   
                                       (1)

 

Where β is a vector of unknown parameters related to the vector of exogenous or explanatory variable x . 

We will therefore estimate a logit function in which the dependent variable is the probability of using credit from 

suppliers for a given duration, represented by a binary variable, when the characteristic values are known. We 

observe the realization of  y  from the following diagram:  

1  supplier delay 30 days
0  supplier delay 30 days

                                    (2) 

The decision criteria to designate the dependent variable DCF are:  
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1   β δ 30 days
0   β δ 30 days                                     (3) 

y  is the probability that a firm gets a supplier delay exceeding 30 days, and that y 1 the company gets a 

period not exceeding 30 days, knowing the characteristics 1ix , …, kix  .. The log-odds logistic regression 

model is given by:  

1

log log
1

K
i

i i i
ii

y
O x

y
 



  
 

                                       (4) 

iO is the conditional odds of obtaining a supplier delay of less than 30 days, given the explanatory variables x . 

The β represent the log-odds variation due to a unit change in the value of the predictor  x . 

The multiplicative version of the above equation, obtained by the exponential relationship is given as follow:   

 
11

exp exp
K K

i i i
ii

O x 


    
 


                                      (5) 
Where exp β  is the odds ratio which is the expected change on O. In other words, exp β  represents the 
estimated change in the odds, following a unit change in the explanatory variable (the marginal effect of the 
predictor variation on the log of the ratio of possibilities). 

The empirical model of trade credit demand studied in this paper is given by the following equation:  

0 1 2 3 4 5 6

7 8 9 10 11 12

13 14 15 16

D C F STAT C AN N BF RO T ESC PET

G D E AG EE RC E EN D D C T RAT

AIP BAM G PA C O N F

      

     

    

      

     

    
             (6)

 

3. Results and Discussion 

The estimation results are presented in Table 2. Compared to other companies, companies which leaders are 
from the Bamileke group receive longer payment interval from suppliers when purchasing (BAM). The 
correlation between trade credit payment interval and ethnicity can be explained at three levels: prejudice, 
statistical discrimination and network effects. 
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Table 2. Results 

Estimation of the dependent variable (DCF): Regression coefficients of the estimation model by maximum 
likelihood.  *, ** and ***, significance at 1%, 5%, 10%, respectively; - 2LL : - 2log likelihood 

Type of variables variables β E.S Signif. Exp (β) 

Transactional component 

STA 1,053* 0,381 0,006 2,866 

CAN 0,489** 0,237 0,039 1,630 

NBF 0,277** 0,132 0,036 1,319 

ROT 0,119* 0,042 0,005 1,126 

Financial component 

PET -0,303* 0,100 0,002 0,739 

ESC -1,145 0,729 0,116 0,318 

RCE 0,186 0,134 0,163 1,204 

AGEE -0,745 0,596 0,211 0,475 

END 0,672** 0,359 0,061 1,958 

DCT 0,259** 0,124 0,036 1,296 

RAT 0,066* 0,023 0,003 1,069 

Sociocultural variables 

AIP 0,060 0,041 0,147 1,062 

BAM 0,809** 0,410 0,048 2,246 

CONF 1,369* 0,531 0,010 3,932 

Goodness fit 

Number of observations 65 

- 2LL: - 2LOG likelihood 50,945 

R2 of Cox & Snell 0,495 

R2 of Nagelkerke 0,662 

Test of Hosmer-Lemeshow 2,18 

 

Prejudice means that the leaders from certain ethnic groups are marked with the seal of ''deadbeat'' or ''dubious 
reputation managers''. Therefore, members of the business dominant ethnic group choose not to grant extra time 
of large payments to members of other ethnic communities, considering that they are either ''inexperienced'' or 
not having good press. This rejection behavior of the others, as mentioned by Fafchamps (1996a), may be due to 
the fact that the dominant ethnic community wishes to continue in this leadership position indefinitely, which is 
somehow seems irrational. 

Another explanation would result from statistical discrimination. It assumes that some leaders are more 
competent and less financially risky than others. Therefore, if the Bamileke group is characterized by solidarity 
in merit (Mveng, 1985), we can consider that Bamileke leaders represent less risk and therefore can obtain high 
payment interval. The disadvantage would be penalizing some credible leaders of other ethnic groups. Therefore, 
statistical discrimination is economically inefficient. 

Another explanation is the network effects. In a particular network, there is a flow of information Greif (1993, 
1994). In this regard, we can assume that the flow of information between interconnected customers and 
suppliers can help members of the ethnic community to identify the trusted business partners. As a result, these 
leaders would be reluctant to have business transactions and to grant preferential payment terms to the so called 
''foreigners'' that they cannot easily control as their community members. This network effect plays a key role in 
the selection of stakeholders in the credit markets (Montgomery, 1991; Cornell and Welch, 1996). Therefore it 
appears some interaction between trust, trade, and ethnicity as recognized Macharia (1988) and Himbara (1994). 

Moreover, confidence (CONF) is positively correlated to the dependent variable at a significance level of 
1%.The advantage of integrating the social capital in the context of stakeholder theory can be seen through 
loyalty, trust and reputation (Ballet, 2005). If the company happens to weave a set of relationships with its 
stakeholders, cooperation and cohesion will certainly induce gains on both sides. These reports may thus 
facilitate access to finance between companies when based on mutual trust.The positive impact of confidence 
(CONF) means that, the more the mutual trust between the company and its suppliers, the higher the company is 
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likely to receive long payment interval from suppliers, enabling it to meet some immediate financing needs. 

Personal relationships play a variety of valuable functions. Fafchamps and Minten (1999) reported that the 
Malagasy agricultural traders perceive the relationship as the most important factor for the success of their 
business through obtaining settlement delays and risk reduction.The positive impact and significance of the 
variable CONF could result from the strength of ties (Granovetter, 1973) or the degree of the social networks 
openness (Burt, 2005), size and prestige of the leader's social network. 

Indeed, the strong bonds of ego network are characterized by the existence of frequent and regular interactions, 
developing close personal relationships and the emergence of a high degree of trust between actors (Nahapiet 
and Goshal, 1998). Also, the strong links are related to the ability to infer trust (Ingram and Roberts, 2000, Levin 
and Cross, 2004). They are therefore more likely to lead to resources exchange, and obtaining favorable payment 
terms. Barr (1998) shows that small firms in Ghana rely on their network to avoid liquidity crises.  

Leaders having an extensive network of contacts are highly sought as potential partners, because cooperation 
with them will facilitate access to their resources (Barnir and Smith, 2002). Thus giving extensions to such 
enterprise means to keep them in its portfolio and access to certain resources. Granovetter (1982) mentioned that 
the network size is a flow channel of information. 

Finally, the network members’ prestige is an important resource since giving it a good reputation (Lin, 1982). In 
this respect, leaders with prestigious personal contacts are also seen as credible partners because prestige can 
send positive signals to the stakeholders (customers, suppliers, bankers) that the leader (and business) is a 
valuable resource (D'Aveni, 1990, D'Aveni and Kesner, 1993). In this perspective, high payment intervals from 
suppliers can be used strategically to retain business partners and to obtain valuable resources needed by their 
business at some point. 

Related to financial variables, the significant and negative coefficient for the variable PET shows that the firm 
size appears to be an important determinant of the payment interval for a company. Large companies benefit of 
longer time than smaller firms from the supplier.The negative and significant relationship between the variable 
PET and the variable DCF highlights the relevance of the market power. Indeed, the importance of payment 
periods in commercial negotiation is related to the economic power of companies and therefore largely to their 
size. Small businesses are charged a shorter payment terms from their suppliers due to low market power. The 
negative correlation is also an explanation in the cost of debt and the risk of failure which can lead to loans 
non-repayment. Small businesses are greater risk than large businesses (Bardos, 1990).  

Further the companies’ age is negatively and not significantly correlated to trade credit, indicating that older 
firms are less indebted in duration from their trading. We can therefore believe that youngest firms, for which the 
level of information is considered lower due to the lack of experience and reputation, express credit need for 
greater financial motives, through payment interval consistence from suppliers. This result, contrary to the 
findings of Elliehausen and Wolken (1993), Singleton, Summers and Wilson (1999), is part of financial 
autonomy and independence logic vis-à-vis customers (Jain, 2001). Thus, older firms with financial strength 
have a lower credit risk and therefore have more access to cheaper financing alternative. 

The variable debt (END) points out that the riskiest firms are those totalizing significantly higher payables than 
others. Given the problems of moral hazard and adverse selection that companies such as banks should consider 
as donors, a high volatility of profits (used as a measure of risk) can lead to an increased probability of failure, 
suggesting a negative relationship between credit availability and risk. 

In contrast to this traditional approach, there are arguments demonstrating a positive impact of risk on the trade 
payables duration. In fact, when a company sees its financial condition deteriorated, it faces a higher cost of bank 
credit as the company is perceived as more risky. The companies are then tended to substitute trade credit to 
bank credit which appears to be less expensive or easier to mobilize. Creditors may be willing or required to 
continue to finance these firms in order to avoid bankruptcy, especially in the case of large companies with the 
hope of maintaining the business relationship. 

Therefore, the trade credit is a kind of investment in business relationship. This result, which is further 
confirmed by the positive and significant correlation between the variable rationing (RAT), justifies the use of 
payment interval as a possibility of limiting adverse effects associated to information asymmetric on the credit 
market. These evidences confirm theories on informational advantage of financial intermediaries, business 
partners in funds provided to riskier customers (Petersen and Rajan, 1997; Menichini and Fabbri, 2010). 

Moreover our results suggest that the company's legal form (RCE) and even the cost of trade credit (ESC) are 
not significantly explaining the demand of credit for financial reasons. Suppliers, unlike traditional financial 
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intermediaries, appear to exhibit low sensitivity to certain guarantees from the client. 

Conversely, the price of bank credit, quantified by the amount of short-term bank debt (DCT), significantly 
influences the demand of trade credit.The positive and significant impact of DCT implies that when the flow of 
information between companies and banks is asymmetric, the agency costs can be reduced if the company passes 
the necessary signals. Guarantees may be such a signal, which reduces the risk of moral hazard. The bank gets 
information about the company and required guaranties will reduce the amount of expected losses in case of 
insolvency. In this sense, companies do not replace bank financing by commercial financing, but cumulate them. 
This result is consistent with the theory of compromise financing (Myers, 1984) and contrary to those of the 
pecking order theory (Myers and Majluf, 1984) or theory of pecking ordered (Hyafil, 1995). 

For the transactional component, the positive and significant coefficient of the variable (STA) indicates that a 
high level of transactions lead to a demand for longer payment interval when applying for trade credit. 
Concerning the time-based variability of transactions, the positive coefficient of the variable number of active 
suppliers (NBF), validates the theory that the number of average active suppliers means a high level of 
transactions, leading to a high degree of uncertainty in distribution and product quality, and thus, demand for a 
longer payment interval. 

The positive link between the supplier lead time (DCF) and the rate of inventory turnover (ROT) does not reveal 
the influence of the transaction motive. Indeed, the increased rate of inventory turnover is not followed by the 
decrease of payment interval reflecting any reduction of payments frequency. The positive relationship between 
turnover (CAN) and the payment interval (DCF) is explained by a positive leverage of sales.  

4. Conclusion 

Our results show that the financial motive is one that mostly correlates the companies’behavior. The 
preeminence of this result is justified by the confirmation of the hypothesis that trade credit goes more to 
companies enjoying better reputation from banks than to those having lower reputation. The findings lead to a 
less pronounced effect of the transaction pattern. The use of payment periods is influenced by the nature of 
exchanges including the frequency of transactions and their amount. However, these characters are partly 
reflected in some aspects of the operating cycle, including the length of inventory turnover. Moreover, in relation 
to sociological contingencies, companies which leaders are from the Bamileke group (BAM) and North 
Cameroon (AIP) have longer suppliers’ deadlines. Similarly, the manager share of capital positively influences 
the duration of the trade credit. 
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