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Abstract: Trade credit plays an important role in facilitating trades in supply chains.
With a large dataset that links non-service U.S. suppliers with their major customers,
we empirically investigate the provision and impact of trade credit. First, we find that
(1) the customer-to-supplier’s borrowing-cost ratio is positively associated with trade
credit but the customer-to-supplier’s borrowing-capacity ratio is negatively associated
with it, explaining trade credit provision from financial collaboration perspective. In
addition, trade credit is a complement rather than a substitute to bank credit for major
customers. (2) The relationship duration between a supplier and a customer is positively
correlated with trade credit provision, indicating that suppliers carefully evaluate their
new customers. (3) A supplier’s horizontal market power (market share) decreases
trade credit whereas its vertical bargaining power with its customers increases trade
credit. Next, we examine the impact of trade credit provision on a firm’s performance.
Even though the supplier benefits from a higher gross margin by offering trade credit, it
also incurs more costs and experiences a lower inventory turnover. Moreover, we also
find that trade credit improves the supply-chain gross margin, lowers the supply-chain
inventory turnover, and increases the supplier’s share on supply-chain overall profit.
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