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Chapter 2 

Trade Credit Practice: A Pilot Study 

2.1   Introduction 

 

In this chapter we analyze how trade credit emerged and is used in the 

Tanzanian rice market. Our main aim is to get a better understanding and 

sound foundation for the subsequent empirical analysis of: (1) the 

determinants of trade credit demand and supply; (2) the impact of trade 

credit on customer switching; and (3) the determinants of trade credit 

period. Though (1), (2) and (3) are the main focus, some other issues of 

trade credit (e.g. contracting procedures, establishing the creditworthiness 

of the customer, etc.) are also studied in order to gain an insight into how 

trade credit markets work in Tanzania.  

 The analysis of this chapter is a descriptive one. It is based on the 

information obtained from in-depth interviews. The methodological 

literature justifies our decision to start with an in-depth interview 

concerning trade credit issues in Tanzania. In particular, the literature (e.g. 

Saunders et al., 2003; and Hendry, 2003) suggests that an in-depth 

interview is appropriate when the aim is to gain a thorough understanding 

of an area of which little is known. This is particularly true in our case as 

only a very limited amount of secondary literature exists on trade credit in 

the market under study. 

 We started the research project with a first evaluation of the academic 

literature on trade credit. At this early stage it became clear that several 

supply and demand factors play a role in the use of trade credit and that 

the threat of switching could be a major reason for credit provision. We 

decided to carry out a pilot study in order to verify whether these issues 



 

 11 

are indeed important in the Tanzanian context. The pilot also helped us to 

specify the variables that were expected to play a major role (construct 

validity). Furthermore, with the results of the pilot we were able to further 

focus the literature study as presented in chapters 3, 4 and 5.  

 The structure of this chapter is as follows. Section 2.2 describes the 

methodology and the data. Section 2.3 provides a brief discussion of the 

participation of private traders in the rice trade and the use of trade credit. 

Section 2.4 provides a short description of the trade credit transaction 

between wholesalers and retailers; in this section, the trade credit period 

offered by rice wholesalers to retailers is also discussed. Section 2.5 

discusses the reasons for the provision of trade credit by suppliers and the 

demand of trade credit by retailers. Section 2.6 discusses the switching 

behavior of customers and the perceived switching barriers. Finally, 

section 2.7 concludes the chapter.  

2.2   Methodology and Data 
 

The data used in this chapter have been collected among rice wholesalers 

and retailers. Wholesalers were included in this study because they are the 

main suppliers of rice on credit, and retailers were included because they 

are the main buyers of rice on credit from the wholesalers. Wholesalers 

were interviewed in order to get the reasons for trade credit provisions, 

and retailers were interviewed in order to get an understanding of the 

reasons for trade credit demand. In addition, the interviews with retailers 

provide an insight into their switching behavior and perceived switching 

barriers. 

 In theory, the sample size for a qualitative study is often not specified 

in advance. Instead, a researcher continues to expand the sample size until 

the data collection shows repetitive responses (Douglas, 2003; Goulding, 

2002). As far as this pilot study is concerned, we had not decided on 
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sample size beforehand; we interviewed respondents up to the point where 

we did not get any new information. At the wholesalers’ level, the sample 

size turned out to be ten, after that the respondents did not come up with 

any new insights. At the retailers’ level, the sample size reached its 

saturation point at twelve respondents. 

 An in-depth interview was our main method to gather information 

concerning the firms we studied. The in-depth interviews were carried out 

from May to August 2007 in Dar es Salaam and Morogoro. The interview 

guide used in the pilot study included both structured questions as well as 

a number of open questions. The open questions were included to 

stimulate discussion and to uncover issues that could not be anticipated by 

the interviewer. The interview guide covered a wide range of topics on 

trade credit that were intended to help us understand how the participation 

of private traders in the rice trade gave rise to the use of trade credit. We 

also included questions to help us understand how trade credit transactions 

between wholesalers and retailers is used in practice, what contracting 

procedures there were, and how wholesalers establish the creditworthiness 

of the customer before granting them credit. In addition, a number of 

questions were asked about the reasons for trade credit provisions and 

demand. Finally, there were questions to get information about the 

switching behavior and switching barriers as perceived by retailers.  

2.3   Participation in the Rice Trade and the Use of 

Trade Credit 
 

One of the main aspects of the present rice market is that there are more 

suppliers than there were before the 1990s. Although there are no official 

data on the number of traders that participate in the rice trade – due to the 

fact that rice traders are not registered – anecdotal evidence indicates that 

the number of rice wholesalers is large, and in Dar es Salaam it is even 
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larger than in other cities. Among other things, the fact that there is such a 

large number of rice suppliers is due to the fact that since the early 1990s 

Tanzania has implemented an agricultural market liberalization policy, 

allowing private traders to become involved in food trade
4
. 

 In these markets retailers are the main customers, who buy directly 

from the wholesalers. Retailers often buy in large quantities for resale to 

final consumers. On some rare occasions final consumers buy directly at 

the wholesale market. These consumers mainly buy just enough for their 

monthly consumption, and their transactions are irregular. Most final 

consumers have a small income, and the size of their purchase is usually 

very small, e.g. 1 or 2 kg of rice. It was argued by wholesalers that due to 

the small quantity requirements, an overwhelming majority of final 

consumers buys directly at the retail market where traders often accept 

such small orders. 

 Due to the fact that there are many rice suppliers in the market, 

wholesalers aimed at establishing a strong relationship with retailers, who 

have a direct link with many final consumers. This arrangement resulted 

in a stable and continuous customership, traditionally known as uteja wa 

kudumu. Allegedly, this arrangement may have forced wholesalers to sell 

on credit to retailers in order to continue the relationship. As was made 

clear by most wholesalers, a large part of the transactions with their 

regular retailers is credit-based – referred to as a mali kauli transaction in 

Swahili. It was estimated that about 70 per cent of their transactions with 

retailers is credit-based.  

 Establishing a strong and long-lasting relationship with retailers can 

have many advantages for wholesalers. Two main advantages were 

highlighted. An important advantage that wholesalers mentioned is that it 

                                                      
4
 Before the 1990s, the agricultural market was state-owned and dominated by a state agency. The government discouraged 

private grain traders (i.e. including rice traders) to become directly involved in the grain trade. The interregional transfer of grain 
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facilitates the sale of rice. Rice wholesalers stated that during the harvest 

season it is difficult to sell enough if the wholesaler has no regular 

customers. Another advantage is that a strong relationship helps 

wholesalers to retain retailers as potential customers, which in turn gives 

them a steady market base. 

 Building a sound relationship does not only benefit suppliers, it also 

benefits retailers in several ways. Table 2.1 provides an overview of the 

benefits mentioned by retailers during the interviews. First, retailers 

believe that they are guaranteed a steady supply of rice from their regular 

suppliers. In general, wholesalers feel they have to ensure that their 

regular customers are provided with rice any time they place an order. In 

this aspect, one of the retailers stressed that “My rice supplier provides me 

with rice any time I place a new order. He has never failed to meet my 

order.” Another retailer added that “my supplier always make sure that I 

get the rice when I place an order.”  

 Another advantage most retailers mentioned is the fact that a steady 

relationship with a particular supplier helps to get credit and helps to get 

better credit terms. Retailers acknowledged that because their suppliers 

trust them, they may be given trade credit if they do not have enough 

money to pay for the goods. Finally, a good customer relationship 

enhances the sharing of timely and meaningful information between 

trading partners. Retailers often get information from their regular supplier 

regarding the arrival of new stock.  

 

                                                                                                                                                        
in terms of volume was also restricted. In particular, the quantity that one could purchase at a time from farmers in other regions 

was restricted to only 30 kg and later 500 kg. Road blocks were used to prevent this rule from being broken. 
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Table 2-1: Advantages of customer relationship. Retailers’ 

perspective  
Advantages Number of responses (N=12) Percentage of respondents 

Steady supply 8 67% 

Access to trade credit 9 75% 

Information sharing 5 42% 

The second column of the table shows the number of retailers that mentioned a particular advantage 

mentioned in column 1; the third column represents the percentage of retailers that mentioned a 

particular advantage from column 1.  

 

2.4   Trade Credit Transaction between Whole-

salers and Retailers 
 

As indicated in section 2.3, large proportions of the transaction between 

wholesalers and retailers are credit-based. Although trade credit 

transactions dominate, cash transactions also take place with some 

retailers who do not find wholesalers that will offer them trade credit – 

perhaps because the supplier does not trust this retailer. One retailer 

explained that he does not want any trade credit because he can actually 

pay for the goods; this retailer considers it a burden having to repay, 

particularly when the goods have not been sold before the agreed 

repayment date arrives. 

 While wholesalers give relatively large amounts of trade credit to their 

customers, most wholesalers do not get trade credit from their suppliers
5
. 

Only a few wholesalers in Dar es Salaam obtain credit from farmers who 

transport the rice from other regions to the markets in Dar es Salaam. 

Those farmers do not have storage facilities and market knowledge in Dar 

es Salaam. Therefore, they sell to certain wholesalers based in Dar es 

Salaam upon arrival of the consignment and get paid after the rice is sold.  

                                                      
5
Wholesalers mainly purchase rice from farmers.   
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2.4.1   Payment Systems and a length of the trade credit 

period 

In the Tanzanian rice markets full repayment of debts is required within a 

certain period before new credit is given. Wholesalers feel that this 

reduces the risk of excessive losses. Although full repayment is preferred 

before new credit is given, in some instances wholesalers give new credit 

to regular customers even though they have not fully paid back the 

previous debt. This takes place mainly with trustworthy customers who do 

not often pay late. Rice suppliers may give a customer new credit and ask 

them to pay the outstanding debt within the next two or three days. 

 We also noted that the credit period varies among the customers. For 

example, most wholesalers acknowledged that credit periods given to 

customers range from less than seven to 20 days. Generally, the period of 

trade credit in the rice market is short. As was pointed out by wholesalers, 

the longest credit period is 20 days. In this market, wholesalers do not 

give discounts to promote early repayment. Wholesalers explained that 

because the trade credit period is short, there is no need to give discounts. 

Some wholesalers told that the profit margin per kilo is relatively small. 

They believe that giving a discount in case of early repayment will reduce 

profit margins even further. 

2.4.2   Contracting Procedures 

Trade credit transactions between wholesalers and retailers in the 

Tanzanian rice market are based neither on written contracts nor on formal 

documentation procedures. Interestingly, a buyer does not pledge any 

collateral for the value of goods purchased on credit. In this market, 

transactions are based on trust between the trading parties, which has been 

built up over a long period of consecutive purchases. Wholesalers 

mentioned two important main reasons for not using formal 

documentation procedures for the credit transactions. The first reason is 
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that the lack of knowledge of credit contracts makes it difficult to 

formalize credit transactions. Some wholesalers felt that formal 

documentation for credit transactions would imply a lack of trust; they 

thought that their customers would not like this because they are not used 

to it. The only available record wholesalers use is a ledger, which is meant 

to keep track of the total daily sales and in which the names of customers 

who purchase on credit for a particular date are written. However, a 

customer does not sign against his/her name to acknowledge the existence 

of the credit transaction with a supplier. Table 2.2 provides a summary of 

the most important reasons for the absence of documentation procedures, 

as indicated by wholesalers. 

 

Table 2-2: Important reasons for the lack of documentation 

procedures  
Wholesalers (N=10) Reasons 

1 2 3 4 5 6 7 8  9 10  Total 

Lack of knowledge x x x x  x x x   x  8 

Implies lack of trust  x x  x x x   x  6 

The numbers 1 up to 10 in the second row represent the various wholesalers; x indicates a positive 

response by a wholesaler.  
 

2.4.3   Understanding the Creditworthiness of a Retailer 

As explained in subsection 2.4.2, trade credit transactions in the rice 

markets of Tanzania are not based on any written documentation or 

collateral. The absence of written documentation or collateral pledged for 

credit transactions may imply high risks due to possible defaults. 

Therefore, wholesalers do not give trade credit to just any customer who 

asks for it. They only extend trade credit to the creditworthy customers 

whom they know will pay back. 

 Wholesalers use several ways to determine whether a customer is likely 

to repay any trade credit. The rice wholesalers we interviewed explained 
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that they often give trade credit to customers with whom they have a 

longer trading relationship. They said that at the start of a relationship, 

customers will usually buy cash (i.e. cash customers) from a supplier for a 

certain period of time; after some time they may get trade credit. The 

duration of the period that the retailer pays in cash before he is given trade 

credit, is an important signal of creditworthiness and the likelihood of him 

repaying. In particular, wholesalers explained that doing business with 

customers for a long time before they give them trade credit, is an 

important experience and gives them information about the reliability and 

creditworthiness of these customers. Most suppliers in our sample 

acknowledge that they know their customers quite well before giving them 

trade credit. Other wholesalers explained that a retailer, who has been a 

cash customer for a long time, is ready to continue the relationship. They 

believe that such retailers are trustworthy and less risky. 

 However, wholesalers stressed that although a customer may have been 

a cash buyer for a long time, he/she will not get a large amount of credit at 

their first credit transaction. Moreover, suppliers often take customers on a 

trial basis by offering them a smaller amount of credit than they ask for in 

order to test whether a customer can be trusted to pay back on the agreed 

date. It was made clear that if a customer then pays before or on the 

agreed upon date, the supplier will consider the customer to be trustworthy 

and he/she may be granted a larger trade credit. 

 The size of the buyer’s business is also an important indication of their 

ability to repay the debt (creditworthiness). The size of their business is 

assessed by looking at the amount of stock and the various items sold by 

them. Wholesalers believe that a retailer, who holds a large stock and a 

certain variety of goods, is capable of paying the debt when it is due. They 

argued that a retailer who sells a variety of goods is likely to pay within 

the agreed upon time because they may use the money obtained from the 
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sale of the other goods to repay the debt even when the rice is not 

completely sold. Also, before the suppliers offer credit, they usually visit 

their customers. The goal of this visit is twofold: first, the supplier wants 

to assess the size of the business of the retailer, and second, he wants to 

know the retailer’s office for easily delivery of goods and debt collection. 

A wholesaler will collect the money directly from the retailer’s office after 

receiving a call from the retailer. In some cases, the wholesaler may even 

deliver the rice directly to the retailer’s shop. 

 Wholesalers may offer trade credit to some customers (retailers) at the 

very first transaction. Wholesalers mentioned two important reasons for 

this: first, if a customer is a relative or belongs to the same ethnic origin 

and is well-known by a supplier, trade credit may be offered immediately. 

Suppliers stated that it is easy to determine the creditworthiness of a 

customer who belongs to the same ethnic group. Suppliers believe that 

giving trade credit to these customers strengthens their ethnic network, 

and it is a way of helping each other. Second, a customer who has a 

referee may get trade credit in the first transaction even when they are 

unknown to the supplier. However, this referee must be financially healthy 

and known to the supplier. The referee will assure that the customer will 

repay the debt – if not, the referee will be liable. If a supplier and referee 

belong to the same tribe or family, trade credit can be given easily. For 

example, a trader or any person with a sound financial status belonging to 

the same tribe (i.e. having the same ethnic origin) as the supplier and 

known to the supplier may be a referee to someone who requests a trade 

credit. Another way to assess the creditworthiness is by asking other 

suppliers who have traded with this customer. In the rice market the 

reputation of a bad customer will spread quickly. Furthermore, suppliers 

explained that if a customer has defaulted before, this customer may not 

get trade credit from other suppliers who operate on the same market. 
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Table 2.3 provides a summary of the approaches wholesalers use to 

determine the creditworthiness of a retailer seeking trade credit. 

 

Table 2-3: Summary of approaches used to assess creditworthiness  
Approaches Total responses 

(N=10) 

Percentage of Reponses 

Take a customer on trial 9 90% 

Asses the size of their business 7 70% 

Use a referee  7 70% 

Ask other suppliers 5 50% 

The second column shows the number of wholesalers who mentioned one of the approaches from the 

first column; the third column represents the percentage of wholesalers who mentioned one of the 

approaches from the first column.  
 

2.5   Reasons for Trade Credit Use 
 

In this section we describe the reasons why trade credit is used by rice 

wholesalers (suppliers) and rice retailers (demanders). We explore the 

possible factors that influence trade credit provision by wholesalers and 

demand by retailers. The reasons for trade credit provision will be 

discussed in subsection 2.5.1, and the reasons for trade credit demand in 

subsection 2.5.2. 

2.5.1   Reasons for Trade Credit Provision 

Wholesalers mentioned several reasons for offering trade credit to regular 

customers (see table 2.4). One of the reasons is concerned with their fear 

that the customer will switch to another supplier. Suppliers believe that if 

their regular customers are not offered trade credit, they will try to 

establish a business relationship with another supplier. 

 Some wholesalers seem to give trade credit to attract customers to buy 

large amounts. These wholesalers appear to be aware of the fact that most 

retailers do not have enough capital to buy large quantities of rice in cash. 

They explained that by giving trade credit they enable these customers to 
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purchase large quantities, which they would not be able to afford without 

trade credit. Wholesalers also acknowledged that by offering trade credit 

they are able to make more sales per order. 

 Two main advantages resulting from the sale of large quantities were 

mentioned by wholesalers: (1) it facilitates the rapid sale of rice and 

reduces capital being tied up in stock. Suppliers explained that they are 

able to turn over capital faster by buying and reselling the goods. In the 

Tanzanian rice market buying and reselling goods several times is referred 

to as kuzunguha mtaji. The second advantage of selling in large quantities 

is that (2) it reduces the congestion of bags of rice in the market. Due to 

inadequate storage, suppliers are sometimes forced to keep the bags of rice 

or paddy outside their stores. Below, picture 1 shows an example of a rice 

store and storage practice in the Tanzanian wholesale market. 

Picture 1: Example of rice storage by a wholesaler 

 

Source: Rice markets in Tanzania (2007) 

 

The frequency of transactions with a customer is said to be another 

important reason for wholesalers to give trade credit. Wholesalers said it 

helps them to keep in touch with customers. Some suppliers explained that 

the frequency of transactions with a customer helps them understand 

whether or not a customer is likely to default in the future. Some 
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respondents stated that customers who buy frequently thus indicates how 

good their businesses are doing and what the chances are of them 

repaying. Thus, suppliers give trade credit to those customers because they 

are confident they will get their money back. 

 Frequent transactions were said to have several advantages: first, since 

frequent transactions encourages the supplier to keep in touch with the 

customers, it eliminates the need to question the creditworthiness of the 

customer in future transactions. On the other hand, suppliers consider 

infrequent buyers as risky customers who need to be paid special attention 

when they ask for credit. Wholesaler number 2 in box 1, for example, 

explains how he views a customer who buys and stays for a long time and 

then does not come back to buy new stock: 

  

Box 1 

Wholesaler 2 is a supplier of rice in the Dar es Salaam 

market. He explains the implication of the infrequently buying 

customer as follows: “If a customer purchases infrequently 

from me, there are two implications: first, it may mean that 

the business of this customer is not doing very well and that 

the customer may be in danger of defaulting. Second, it may 

imply that the customer buys goods from other suppliers and 

that he may default at any time because he has alternative 

suppliers. In this situation, the amount of trade credit offered 

to this customer may be reduced.” 

Source: Pilot study (2007) 

 

The second advantage arising from frequent transactions is closely related 

to the advantage of large quantity purchases. The overwhelming majority 

of respondents said that frequent transactions lead to the regular 

transferring of goods to the customer, which in turn reduces the storage 



 

 23 

problem in the markets. 

 Suppliers consider competition to be another factor that leads to the 

supply of goods on credit. Several suppliers explained that they are 

obliged to sell on credit in order to deal with competition and win new 

customers. In addition, some suppliers stressed that they were forced to 

sell on credit after realizing that other suppliers were also selling on credit. 

Table 2.4 summarizes the important factors that lead to selling on credit, 

as seen by the wholesalers. Some of the factors in this table (i.e. duration 

of relationship and ethnicity) have been explained in section 2.4. 

Table 2-4: Summary of the reasons for trade credit provision  

Factors Number of responses 

(N=10) 

Percentage of responses 

Frequent purchases 10 100% 

Quantity of the purchase 6 60% 

Duration of the relationship 8 80% 

Stay ahead of the 

competition 

6 60% 

Afraid of losing a customer  8 80% 

Ethnicity 5 50% 

The second column shows the number of wholesalers that mentioned a certain reason from the first 

column; the third column represents the percentage of wholesalers mentioned a particular factor outlined 

in the first column.  
 

2.5.2   Reasons for Trade Credit Demand 

Most retailers (i.e. nine out of twelve) in our pilot study were buying on 

credit. We asked these retailers for their reasons to buy on credit. Table 

2.5 shows the reasons for buying on credit, as stated by retailers. One of 

the main reasons they gave us was that they had too little money to pay in 

cash. 

 Most retailers sell various goods, although rice is their main business. 

These retailers made it clear that not all items they sell are bought on 

credit. Rice was mentioned by retailers in our sample as one of the main 
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goods they buy on credit. The retailers explained that sometimes they buy 

rice on credit and use available cash to pay for other goods for which they 

do not get trade credit. 

 In order to meet the demand of their customers and to avoid a 

temporary stockout, some retailers often buy in large quantities. Retailers 

believe that a large stock is important because customers are usually 

tempted to buy from retailers with a large volume of rice, believing that 

this retailer has new and good stock. Given the large quantity they buy, 

most retailers (see table 2.5) admitted that they are unable to pay in cash. 

Instead, they are forced to take trade credit. 

 Retailers explained the importance of an ethnic network to getting 

trade credit. They indicated that it is often easy to get trade credit from 

suppliers who belong to the same family or ethnic origin. Other retailers 

said they are happy to buy on credit from a supplier who belongs to the 

same family or ethnic group. They argued further that buying from these 

suppliers may give them access to longer credit periods and flexibility in 

repayment. 

 Some retailers mentioned they had extended families. These retailers 

said having a larger family leads to spending more money from their 

business to maintain their family; this would leave them with less money 

to spend on stock. Therefore, they are obliged to ask for credit from their 

suppliers in order to fill the gap in their finances. 

 Some retailers in the rice markets buy new stocks very often. In some 

cases they even buy new stock before the entire stock has been resold. 

One of the main reasons for buying frequently is that they avoid a possible 

stockout and loss of customers. Retailers said that if a customer visits the 

shop a few times and they find that there is no rice to buy, the customer 

may not come again. Sometimes retailers place the new order although 

they have no cash. They explained this by pointing out that the money 
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generated from the sale of rice may have been used for other purposes. 

Therefore, they are forced to seek trade credit from their rice suppliers. 

 We also noticed that most retailers have regular suppliers of rice. 

These retailers acknowledged that they have a long trading relationship 

with their suppliers. Retailers indicated that they often buy from those 

suppliers, using both cash and credit. With regard to credit transactions, 

retailers said it is easy for them to get credit from these suppliers. Others 

maintained that because of the fact that they have established long-lasting 

relationships with them; their regular suppliers are flexible when it comes 

to debt collection. Retailers also stressed that because they make all of 

their purchases with these suppliers, they are willing to give them credit.  

 

Table 2-5: Summary of important reasons for trade credit demand  
Retailers Frequent 

purchase 

Quantity 

of 

purchases 

Duration 

of relation 

Family 

problems 

Ethnicity Financial 

problems 

1 x x x x  x 

2 x  x  x x 

3 x x  x x x 

4  x x  x x 

5 x x  x  x 

6 x x x x x x 

7 x x   x x 

8 x x x x x x 

9  x  x x x 

10       

11       

12       

Total 7 8 5 6 7 9 

Pct 58.33% 66.67% 41.67% 50% 58.33% 75% 

Cases numbered 1 to 12 in column 1 represent the retailers. The numbers in row ‘Total’ represents the 

number of responses for each factor indicated in column 1. 
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2.6   Switching Behavior and Perceived Switching 

Barriers 
 

In this section we examine the switching behavior of retailers. We also 

examine the factors that are considered by retailers in the rice market as 

barriers to change (switch) suppliers. With regard to switching behavior, 

we aim at understanding whether retailers often change the suppliers of 

rice. We first asked each retailer whether he/she has a regular supplier of 

rice and whether he/she repeatedly buys from this supplier. Most retailers 

(nine out of twelve) point out that they have regular suppliers and 

repeatedly buy from them. These retailers indicated that they have a long-

lasting relationship with their suppliers. Three retailers mentioned that 

they do not have a regular supplier; they stressed that they buy from any 

supplier who sells good quality rice at a low price. 

 In order to better understand switching behavior, we then asked each 

retailer if in the last two years before the interview took place he/she ever 

stopped buying from their regular supplier for a certain period of time to 

buy from another supplier. Seven retailers answered that they never 

stopped buying from their suppliers to buy from another one; five retailers 

said they did change suppliers in the past two years. 

 We asked our retailers why they did not change suppliers. The aim here 

was to get a better understanding of the factors that make switching or 

changing suppliers a difficult decision. Several reasons were given by the 

interviewees, one of the main reasons referring to the dependency on trade 

credit: they did not like to change suppliers because their current one gives 

them trade credit. If they were to change suppliers, access to trade credit 

would be cut off. Switching would require them to work on the new 

relationship, in order to get trade credit from these new suppliers. 

Retailers thus seem to be aware that a new supplier will not give trade 

credit for the first transaction. They said that it is difficult to get credit 
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from a new supplier very quickly, implying that it takes a long time before 

a supplier will grant them trade credit.  

 Other retailers explained that they are concerned about the reliability 

of new suppliers. They argue that if you have not traded with a particular 

supplier before, it is difficult to understand his/her behavior and his/her 

reliability in terms of regular delivery of rice and repayment 

enforcement. Box 2 describes how retailer 6 considers dealing with a 

new supplier. 

 

Box 2 

Retailer number 6 buys from one regular supplier. He has had a 

trading relationship with this same supplier for more than five 

years. He is not in favor of going to a new supplier. He argues 

that “the supplier that you are used to can be even flexible in 

enforcing repayment of the debt, but you don’t know how the 

new supplier may behave. I think it is difficult to trade with a 

new supplier.” 

 

Some retailers believe that a long business relationship with their suppliers 

causes them to become close to each other, and as a consequence it is 

more difficult to leave a supplier without a specific reason. Some said a 

social bond that is created by trading with a supplier for a long time makes 

them want to stay with this supplier.  

 Other retailers however told that it was possible to change suppliers if 

one was not satisfied. Retailers mentioned an increase in price and the 

termination of trade credit as possible reasons to change suppliers. Table 

2.6 summarizes the reasons why some retailers do not change suppliers.  
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Table 2-6: Summary of barriers to switching, as perceived by the retailers  
Retailers Longer time to 

establish a new 

relationship 

Uncertainty 

about the new 

supplier 

Longer 

relationship 

with a supplier 

Lack of better 

alternatives 

Social bond Availability of 

trade credit 

1 x x x   x 

2 x   x x x 

3 x x x    

4 x x   x x 

5 x x x x   

6 x x x  x x 

7    x  x 

8 x x x x x x 

9 x x  x  x 

10       

11       

12       

Total 8 7 5 5 4 7 

Pct 66.67% 58.33% 41.67% 41.67% 33.33% 58.33% 

The cases numbered 1 to 12 in column 1 represent retailers; the numbers in row ‘Total’ represent the number of responses for each of the factors 

indicated in row 1.  
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2.7   Summary and Conclusion 
 
In this chapter we examine how trade credit emerged and is used in the 

Tanzanian rice market. We show that trade credit is widely used for 

transactions between rice wholesalers and retailers. Factors such as the 

duration of a relationship, the quantity of the purchase, the risk of 

customer switching, competition and ethnicity are reported to influence 

credit provision. We have also learned that wholesalers offer trade credit 

partly in order to prevent switching. Moreover, trade credit demand is 

reported to be driven by a lack of finance, the frequency of purchases, the 

quantity of a purchase, the duration of a relationship, family problems, and 

ethnicity.  

 The pilot study provides us with some insight into credit duration. In 

particular, it has been noted that credit periods vary among the customers. 

To be more precise, trade credit varies from less than seven to twenty 

days. In this pilot study we also find that while some retailers change 

suppliers quite often, others do not change suppliers at all. Several reasons 

for not changing are identified: dependency on credit is one of them. 

 Given the small size of the sample we use in our pilot study, the results 

of this chapter are merely indicative and cannot render support to any 

generalizations. However, the results allow us to argue that trade credit 

plays indeed an important role in the Tanzanian rice market. The pilot also 

confirmed the relevance of the theoretical insights derived from a first 

literature evaluation. Finally, the pilot showed that this market is an 

interesting case for an empirical analysis of the role of trade credit which 

is, as mentioned in chapter 1, the major contribution of this study to extant 

literature. 

 Empirical analysis based on the large sample to further investigate the 

issues raised in this chapter will lead to the generalization of the results, at 
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least for the markets studied. Based on this chapter, we propose to further 

investigate the following three issues: (1) the determinants of trade credit 

demand and supply; (2) the impact of trade credit on customer switching 

behavior; and (3) the determinants of trade credit period. 

 




