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{ develop a conceptual framework for analyvzing the offieer of the avaitabidine of iesiiaginnad
fosans sut firmsdemand for supplier fradey fnance. 1 iest for the exicence of crodin venyirains
aned their cfteet on corporate financing poticies. My cipirical resufts sippart e bopothesis thit
fraede coedit is fwken up by fiemts gy a substiture for institiional finaisce at the margin when they ore
credit constraimed. Furthern, dn dine with studies on the credit chamnel of sumgtary policy
trasveission, 1 find an tncreased relianee on ade credit by fnancially consirained fims during
periods af tight money.,

For most firms, trade eredit is an essential element of their operations, In developed countries, the
matjority of firms rely heavily on teade credit extension as a source of finance. o a Federad Reserve
Boord stady, Blhehausen and Wolken (1993) note that in 1987, accounts pavable constituted 200% of
all non-bank, non-farnn sinall businesses” liabilitios and 13% of all Tarpe firms linhilities. On the
other hand, accounts receivable represents one of the main assets on most corporate balance sheels,
Therefore, an important aspeet of trade credit is the two-way nahwre of the transaction, Many
companies, particutarly those at intermediate points in the value chain, use ade eredit as customers
amd provide 1t as supphiers. Thas, trade eredit represents a substantial component of both corporate
habilities and assets,

Alongside this abyvious ceonomic importance, trade finance should be considered by policy
srakers because of iis ability o atfect the oulcome of policy mterventions. For example, Davis and
Yooman {1974 show evidenee that large UK frms used trade credit 1o cushion themselves from
tght monetary policy in the late 196l

fri this paper, 1 study the interdependence between the two major sources of shorts (o medinm-
term corporate funds: 1) instituttonal loans (bank debt of short- 10 medium-term mturity, hnes of
credit, ety and 2) trade ceedit, Trade credit s aomoere expensive financing alternative to conventional
toans because suppliers have o higher direct cost of funds. For example. for supphicrs, these higher
costs can take the Torm of inefficiencies in the eolecton of payissents, but finangeial intermadiaries
enjoy cost advantages due 1o specialization,

Provious stsdies ofter numerous examples of how, for some Hrms, fnancial market imperfeetions
ey ergale dependence on trade credit ag a source of funds, Petersen and Rajan (1997) and Nilsen
{2002y arpee that Tirms that bave no access o markets for trizded long-term securibios or commercial
paper rely on trade credit for financing durmg coonomic dewntums and imenetary policy contractions.
Dedoaf and Jegers (19891 provide empirical evidence that the amaount of trade credit used g
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