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THE TOPIC 
• Broad topic: 

- Trade credit and access to finance 
 

• Specific topic 
- Did trade credit provide insurance against the 

credit crunch? 
- That is, were trade creditors an alternative source 

of finance during the crisis? 
 
 



Our Paper 
• We find evidence of a credit crunch 

- Using a different methodology 
- Fraction of credit constrained firms increased 

 

• Evidence on trade credit 
- Trade credit in general is a substitute for bank 

loans 
- Utilized by credit constrained firms 

 

- Trade credit becomes more important during the  
credit crunch because more firms are credit 
constrained 

 
 



The Literature on the SME Credit Crunch 
• Growing literature on this crisis and credit supply 

- Mostly European-focused (no SME data in the U.S.) 
- Key challenge: separating demand and supply 

 

• U.S. studies (large firms only), e.g., Garcia-Appendini and 
Montoriol-Garriga (2011) de Haas and van Horen (2011), 
Ivashina and Sharfstein (2010) 
 

• Europe (SMEs), e.g., Artola and Genre (2011), Albertazzi and 
Marchetti (2009), Ferrando, Annalisa and Mullier (2011), 
Presbitero, Udell and Zazzaro (2011),  Puri, Rocholl and Steffen 
(2011), Iyer et al. (2010), Popov and Udell (2011) 
 

• Spain (SMEs), e.g., Jimenez et al. (2011), Illueca, Norden and 
Udell (2011) 

 
 



The Literature on Trade Credit 
• Many, many theories of trade credit. 

 

- Real-operations based theories  
 

- Transactions cost minimization (e.g., Ferris 1981) 
- Product guarantees (e.g., Emery and Nayar 1998, Long, 

Malitz and Ravid1993) 
- price discrimination (e.g., Brennan, Maksimovic and 

Zechner 1988) 
- Market power (e.g., Fabri and Klapper 2009)  



The Literature on Trade Credit 
• Many, many theories of trade credit (cont.) 

 

- Financial-based theories 
 

- Collateral/liquidation advantages (e.g., Frank and 
Maksimovic 2005 and Longhofer and Santos 2003). 

- Diversion advantages (Burkart and Ellingsen 2004, 
Burkart, Ellingsen and Giannetti 2006).  

- Relationship advantages (e.g., Mian and Smith 1992, 
Biais and Gollier 1997, McMillan and Woodruff 1999, 
Cook 1999, Jain 2001, Miwa and Ramseyer 2008, and 
Fabri and Menichini 2006) 
 

- Liquidity insurance (more to come!) 
- We need to put trade credit in context first 

 
 



Trade Credit in Context 
• Trade credit an important part of SME finance 

- Globally: nearly as important as bank finance 
- 37% of debt finance in U.S. 
- 33% of debt finance in Spain 

 

• However, SME finance is more complex than 
this 
- Understanding SME access to finance requires a 

“more complete framework” (Berger and Udell 
2006) 

- The concept of lending technologies 
- Trade credit one of many lending technologies 
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Trade Credit in Context (cont.) 
 

• What happens in a credit crunch requires a 
further extension of this framework (Taketa 
and Udell 2007, Udell 2009): 
 

- the concept of lending channels 
- Lending channels may be different in 

different countries 
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Lending Channels in the U.S. During the 
Crisis 

o = open “lending  channel” 
x = constricted “lending channel” 
? = we don’t know yet 
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Lending Channels in the U.S. During the 
Crisis 

o = open “lending  channel” 
x = constricted “lending channel” 
? = we don’t know yet 



 Lending Channels in Japan During the 
“Lost Decade” (1990-2000) 
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o = open “lending  channel” 
x = constricted “lending channel” 



The Context (cont.) 
• Trade creditors may provide liquidity insurance 

 

- Theoretical motivation (Wilner 2000, Cunat 2007) 
- Empirical evidence  

 

- Micro shocks (Evans 1998, Bossaiy and Gropp 2007, Cunat 
2007) 

- Macro shocks (Calomiris, Himmelberg and Wachtel 1995, 
Love, Preve and Sarria-Allende 2007, Taketa and Udell 2007) 
 

 



The Context (cont.) 
• What’s missing?  Evidence during this crisis! 

 

- One exception: a recent paper on large firms in the 
U.S. (Garcia-Appendini and Montrorio-Garriga 2011) 

- No papers yet on SMEs during the crisis 
- Key challenge: Data 

- Can’t be done in the US: no SME panel data, no SSBF 
- Spain is ideal 

 

- The main contribution of our paper, i.e., we analyze 
the importance of trade credit on SMEs during the 
crisis 



Our Paper:  
Trade Credit in Spain During the Crisis 

• Empirical strategy 
 

1. Estimate probability of a firm being constrained 
using a disequilibrium model 

2. Classifies firms as constrained or unconstrained 
3. Conduct Granger causality tests: 

 

Investment sensitivity of bank loans and trade 
credit for unconstrained and constrained firms 

 

(If trade creditors serve as lender of last resort, then trade 
credit will predict investment for constrained firms, but 
bank loans will predict investment for unconstrained firms) 

 
 



Data and Methodology 
• Bureau-Van-Dijk Amadeus database 

 

- 40,215 Spanish SMEs from 1994-2008 
- SMEs defined as < 250 employees 
- Annual financial information 
- Regional-level macro information and market industry 

variables 
 

• Disequilibrium model with two reduced form 
equations 

 

- Demand for credit equation 
- Supply of credit equation 

 
 



Disequilibrium Model 
• Demand equation 

 
 

 

• Supply equation (max credit available) 

 
 

• where 

 
 

• System estimated as a switching regression.  Firm defined as 
financially constrained if the probability that the desired 
amount of bank credit exceeds the maximum available > .5 

 
 

 



Predictability Tests 
• Dynamic panel data predictability tests 

- For bank loans: 
 

- Bank loans ratio is significant in 

 
 

 

- Investment rate is not significant in 
 
 
 
- Also run for trade credit using two proxies: 

- Accounts payable/total liabilities 
- Trade credit payment period 

 
 



Results – Disequilibrium Model 



Results – Disequilibrium Model 

Increase in fraction of  
constrained firms in crisis 
consistent with earlier 
studies (e.g., Popov and 
Udell 2011, Puri et al. 2001, 
Jimenez et al. 2011)  - but 
with different methodology. 



Results – Table V 
Predictability Tests for Bank Loans 

For unconstrained 
firms 
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Results – Table VI 
Predictability Tests for Bank Loans 

For constrained 
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Results – Table VI 
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Results – Table VI 
Predictability Tests for Trade Credit 

Capex doesn’t 
predict trade 
credit 

Trade credit 
does predict 
capex 

For constrained 
firms 



Predictability Tests 
• Predictability relationships hold during pre-

crunch and crunch periods 
 

• However, during crunch period 
- Bank loan sensitivity less for unconstrained firms 
- More firms credit constrained 

- Direct trade credit effect 
- Strength of effect greater for “trade credit 

period” measure of trade credit, less for 
“amount of trade credit” measure 

 
 

 



Conclusions 
• Trade credit a substitute for bank loans 

- Utilized by credit constrained firms 
 

• Becomes more important during credit 
crunch because more firms are credit 
constrained 
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