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Study of the Trade Credit Over-use in the Chemical Industry
in Sri Lanka by H.U.D.Siriwardana
ABSTRACT

The trade credit is an important economic phenomenon, and it is used as a strategic and
marketing tool in any industry to achieve their marketing aims. However, the trade credit
granting has a set of subtle and complex motivations, over and above those predicted by
the standard theory. Results of the study suggest that, due to these reasons, the trade
credit has become an important tool and it has become difficult for a firm to survive in

the market without it.

Particularly in Sri Lanka, thirty years after the economic transformation in 1977, now the
economy has been settled into an industrial and trading economy. Therefore, the
requirement of trade credit has become increasingly important. However, the findings of
this study prove that the legislation and the regulations have not transformed in line with
the economic transformation. Further, to extract the maximum output from a study, it
should carry the generalising power without reducing the accuracy of the results.
Therefore, the industry got selected, which is linked to most of the industries in the
current context in order to maximize the generalisation ability. According to the findings
of the current context in the chemical industry, more than 75 per cent of the payments
have been delayed due to various reasons. With the economic downturn of the country,
along with high inflation rates more and more buyers have got used to trade credit

extensions (overuse).

XV



Major rationales pointed out by the study were political instability, terrorist attacks, tight
competition, market shrinking, weaknesses of legislation and weak customer supplier
relationship. The trade credit overuse has become more critical, since most of the
organisations does not have proper credit investigation and credit control methods.
Finally, the study has covered the payment defaults, post dated cheques and return
cheques with regard to the transactions of the chemical industry. Findings confirmed that
the banks also partially responsible for return cheque dilemma. However, there were
some more factors that effected the trade credit overuse, which have been discussed

deeply in the study.
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