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Chapter 6 

Trade Credit Supply in Different 

Market Segments 

6.1   Introduction 

One of the starting points of this research project was to concentrate on one 

industry in one country to eliminate the various effects on trade credit supply 

caused by the differences in the development of financial institutions, and the 

banking and legal systems across different countries; for example, Lu (2009) 

shows that the legal system has a positive effect on the provision of trade credit. 

This approach also allows us to eliminate the effect of the differences in product 

characteristics and/or industry characteristics on trade credit supply; for example, 

Giannetti et al (2009) show that firms producing standardized products grant less 

credit than service firms. Therefore, we focus on market structure (firm 

competitiveness) in one market as the major market characteristic affecting trade 

credit supply.  

Yet, when focusing on one industry with a homogeneous product, we still 

observe that trade credit supply differs significantly across the four main market 

segments: w- millers, wholesalers, retailers and millers. The coefficients of the 

segment dummy variables in the previous chapters show that w-millers and 

wholesalers grant much more trade credit to trading partners than millers and 

retailers do. This raises an interesting question: what factors cause the large 
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differences in trade credit supply across market segments? Do traders who are 

active in different market segments behave differently with respect to trade credit 

provision? 

This chapter tries to explain why trade credit supply varies across market 

segments. We examine the determinants of trade credit supply for each market 

segment. 

The chapter is organized as follows: section 6.2 continues with the 

empirical methodology. Section 6.3 describes the structural differences across 

market segments that can affect trade credit provision in each segment.  Section 6.4 

introduces the empirical results on determinants of trade credit supply. Section 6.5 

concludes the chapter. 

6.2   Empirical Methodology 

In this chapter, we employ the transaction-level dataset used in chapter 5, and 

investigate determinants of trade credit supply for each segment of the rice market. 

Also, we look at the differences in determinants of trade credit supply across 

market segments and aim at gaining insights into the differences in trade credit 

behavior across different market segments. We estimate equation (6.1) separately 

for the four groups of firms at the four market segments: w-millers, millers, 

wholesalers and retailers.  

DPCUS ij = α + βCustomercharacteristicij + δ Suppliercharacteristici + ε ij  

(6.1) 
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Empirical Measures
16

 

Our dependent variable, DPCUSij,, is the proportion of the payment made after the 

delivery of goods by customer j to supplier i. Since it always falls between 0 and 1, 

we treat this variable as a censored variable and employ a standard Tobit model.  

 

Customer Characteristics and Trading Relations 

Suppliers are expected to provide more credit to a customer whom they know to 

ensure repayment. Therefore, the following independent variables should reflect 

customer creditworthiness and trade relation characteristics, which may affect a 

supplier’s incentives to provide credit to a specific customer. 

(1) PAYLATEij: the number of times customer j has not paid supplier i on time 

in the past. 

(2) LOGLENGREij: the natural log of the length of the trading relation in days 

between supplier i and customer j. 

(3) VISITij: the number of times supplier i has visited the shop of customer j in 

the year before granting credit to customer j. 

(4) CONTACTij: we also ask each supplier how often customer j usually 

contacts supplier i, either by calling or visiting the supplier, to ask about selling 

prices. Frequent contact with his/her supplier may provide more information 

about a customer’s business and can result in more trade credit being provided 

to the customer (Fisman and Raturi, 2004). In this study, we employ 

CONTACTij as a scale variable ranging from 1 to 6. This variable measures the 

frequency of face to face and/or phone contact between a supplier and a 

specific customer:, which ranges from ( 1=yearly; 2=every six months; 

3=every three months; 4=monthly; 5=weekly; and 6=daily). 

                                                 
16

 The thesis is a collection of papers. There is some overlap. Those who have read the previous 

chapters can skip this section since this matter has also been dealt with in section 5.3. 
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(5)  According to the marketing theory on trade credit (see Van Horen, 2007; 

Fabbri and Klapper, 2008; Hyndman and Serio, 2010), suppliers operating in a 

more competitive market are highly motivated to grant credit to support sales. In 

addition, the decision to grant credit to an individual customer may be influenced 

by the customer order sizes and bargaining power. Several studies suggest that 

suppliers provide trade credit to encourage customers to order in large quantities 

and/or to establish trade relations with large clients. An increase in the proportion 

of sales on delayed payments will result in larger optimal order sizes (Huang, 

2007; Rachamadugu, 1989). Moreover, large customers may gain more bargaining 

power over suppliers and may therefore demand to purchase on credit to increase 

their surplus. Accordingly, suppliers may grant more credit to large clients and/or 

clients with strong bargaining power. Therefore, the variables, PERCOMPi, 

IMCUSij, SUPOWij, picking up the size and bargaining power of clients, are main 

proxies for the marketing theory in our study. 

(6) IMCUSij is a measure of the size of customer j’s average order. It is 

measured by the ratio of average orders from customer j to the supplier i’s average 

monthly revenue. 

(7) PERCOMPi: this five-scale variable reflects the importance of competition 

perceived by a supplier. This value ranges from 0=no competition at all, 

1=competition is not important, 2=competition is relatively important, 

3=competition is important, to 4=competition is an extremely important issue.  

(8) SUPOWij measures supplier i’s bargaining power vis-à-vis customer j. It is 

a dummy variable that equals 1 if supplier i can set the selling prices and contract 

terms without any negotiations with customer j, and 0 otherwise (SUPOWij).  

 

Supplier Characteristics 

The choice of providing credit to customers is also influenced by various supplier 

characteristics. The second set of variables measures some general supplier 
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characteristics that influence the willingness to grant credit. First, firms with good 

access to external financial markets are more willing to provide credit to their 

trading partners (Schwartz, 1974; Smith, 1987). In contrast, firms that face credit 

constraints may not be able to provide trade credit. In our empirical analysis we 

pick up the effects of being credit-constrained with LACKCAPi. Firm size and firm 

age may be important determinants of trade credit provision in several studies. The 

reasons may be that large and old firms have better access to external financial 

markets and therefore they may be more capable of offering credit to their trading 

partners (Van Horen, 2005; Fisman and Raturi, 2004). Second, some studies reveal 

the impact of suppliers’ profitability on suppliers’ incentives to provide credit to 

customers (Petersen and Rajan, 1999). We control for the supplier characteristics 

mentioned above by the following variables. 

(9) FSIZEi: natural logarithm of capital, used as a proxy for firm size; several 

empirical studies on this topic reveal the impact of firm size on trade credit 

provision (Van Horen, 2005; Fisman and Raturi, 2004). 

(10) LOGAGEi: natural log of firm age, measured in years from the moment a 

firm was established until 2007. 

(11) LACKCAPi: a five-scale variable measuring the importance of lacking 

capital estimated by firms’ owners. This value ranges from 0=no lack of capital at 

all, 1=lack of capital is not a problem, 2=lack of capital is a little problematic, 

3=lack of capital is an important problem, to 4=lack of capital is an extremely 

important problem. 

(12) BEUNPAIDi: being unpaid by clients in the past could negatively affect 

sellers’ incentives to provide credit to customers. Therefore, we include 

BEUNPAIDi measured by the number of times that a firm has been unpaid by all of 

its customers in the last three years. 

(13) MARGINi: we measure a firm’s profitability by estimating the price cost 

margins.  
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 MARGINi = i

ii

AP

AVCAP −

 where  

APi = the average selling price per ton of rice of firm i in 2006, and AVCi = the 

average variable cost of firm i in 2006. Average variable cost is defined as the total 

costs including the purchasing rice/paddy cost as main material, fuel cost, 

transportation cost and labor cost.  

6.3   Why May Trade Credit Differ Across Segments? 

6.3.1   Market Context Characteristics and Trade Credit Supply 

According to existing studies such as Summer and Wilson (2003), Giannetti et al. 

(2009) and Hyndman and Serio (2010), suppliers differ in their willingness to 

extend trade credit for several reasons such as product characteristics 

(homogeneous versus differentiated products), business activity (service firms and 

non-service firms); market structures (competition, buyers’ market power); intra-

industry trade (suppliers and customers operating in the same section may provide 

more information about clients).  

Since the characteristics mentioned above vary across different industries 

and firms in different industries rely on different combinations of those industry 

characteristics, trade credit supply behavior may vary substantially across different 

industries. In other words, the context of industry and/or market may induce firms 

in different industries/markets behave differently with respect to trade credit 

supply. For example, Giannetti et al (2009) finds that service firms and firms 

producing differentiated products are willing to grant more credit while firm 

producing standardized products offer less credit. It also shows that industry 

market structure concerning seller market power vis-à-vis buyer bargaining power 

influences trade credit supply significantly.  
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6.3.2   Structural Differences Across Market Segments 

In our study, we observed that structural differences exist even across different 

market segments of the rice industry. These differences concern market structure, 

customer characteristics and access to external finance, which are supposed to 

influence trade credit supply strongly (Wilson and Summer, 2002; Giannetti et al, 

2009; and Hyndman and Serio, 2010). The ANOVA results (table 6.1) show that 

the mean differences of the variables concerning the three aspects mentioned above 

are substantial and significant across the four market segments (w-millers, 

wholesalers, retailers and millers). For example, 67 per cent of w-millers used bank 

loans in 2006, and the average amount of bank loans was 859 million VND while 

only 9 per cent of retailers had bank loans, with an average loan of 2.33 million. 

Also, in previous chapters we observe that trade credit supply differs 

substantially throughout the four market segments. For example, while 61 per cent 

of transactions in the w-millers segment involve trade credit activities, only 20 per 

cent of transactions in the miller segment do. The reason may be that the different 

contexts of different market segments may induce traders in different segments 

behave differently with respect to trade credit supply. This provides us incentives 

to extend the analysis further in this chapter on the differences in determinants of 

trade credit supply across market. In the remainder of this section, we discuss the 

differences of a few variables reflecting market structure, customer characteristics 

and access to external finance between the four segments. 
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Table 6.1: Mean Differences across different Market Segments 

Variables W-miller Wholesaler Retailer Miller Sig 

Trade credit supply      

DPCUSij  0.61 0.48 0.26 0.20 *** 

ADPMENTSi
17

 0.156 0 0 0 *** 

Access to external finance      

BANKLOANSi
18

 

(million VND) 

840 351 127 2.334 *** 

LACKCAPi 3.20 3.10 3.20 2.80 ** 

Customer characteristics      

TRANSACTION VALUEij 

(million VND) 

777 95.8 0.801 1.534 

 

*** 

PAYLATEij 0.006 0.06 0.028 0.011 ** 

Supplier characteristics      

FSIZEi 21.289 19.346 16.672 19.609 *** 

MARGINi 0.151 0.117 0.109 0.141 ** 

Market structure      

IMCUSij 1.517 0.482 0.072 .119 *** 

SUPOWij 0.147 0.213 0.617 0.066 *** 

PERCOMi 3.32 2.90 2.83 2.86 *** 

NORIVALSi 5.20 3.72 3.82 3.44 *** 

The one-way ANOVA test for the mean difference of firms across the four different 

markets segments: w-millers, millers, wholesalers and retailers .  *, ** and *** denote 

significant level at 10, 5 and 1 per cent, respectively. 

 

                                                 
17 The proportion of advanced payments from customers to total sales. It usually happens when rice 

exporters sign a contract and pay their suppliers in advance. 
18 The total amount of bank loans on December 31, 2006. 
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Market Structure Across Market Segments 

Market structure appears to vary significantly across the four market segments. In 

particular, the degree of competition among existing rivals and customer 

bargaining power appears to be less intense throughout the segments: w-miller, 

wholesaler, miller and retailer. 

 

Wholesale-Millers 

Competition pressure appears to be strongest in the w-miller segment. First, w-

millers consider competition to be a more important difficulty in directing their 

business (PERCOM: 3.20). Second, w-millers seem to have the highest number of 

rivals compared with other private traders (5.20). Third, w-millers seem to have the 

lowest bargaining power vis-à-vis customers compared with other private traders. 

Indeed, the figures for IMCUSij show that the ratio of an average order from the 

interviewed clients to the average monthly sales is 1.5 in the w-miller segment. 

This figure indicates that w-millers’ clients usually order in bulk since the average 

order is equal to 1.5 times the monthly revenues. The reason may be that 30 per 

cent of the w-millers’ clients are exporters: very large firms that purchase in large 

quantities. In fact, it usually takes w-millers several months to process the required 

amount of rice for a contract with a rice exporter. Therefore, customers of w-

millers appear to have a strong bargaining power when it comes to negotiating 

contract terms and prices. This is confirmed by the variable SUPOWij (table 6.1), in 

that w-millers use negotiating procedures to set contract terms and selling prices 

for 85 per cent of their sales. In other words, w-millers’ clients have such a strong 

bargaining power that w-millers are able to set selling price without negotiating for 

only 15 per cent of their sales. Fourth, w-millers may find it easier to collect 

information on clients as well as to enforce repayments. The reason may be that 99 

per cent of the clients in the w-miller segment are wholesalers (54 per cent), w-

millers (15 per cent), and rice exporters (30 per cent). These clients are registered 
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firms with some shops, factories that can be used as collateral to enforce 

repayment. 

Wholesalers 

In the wholesale segment, competition pressure among existing rivals also appears 

to be high. For example, wholesalers seem to pay more attention to the effect of 

fierce competition on their profitability than millers and retailers (PERCOMP: 

2.90). The average number of competitors in this segment is 3.7, which is higher 

than for retailers. At the same time, a firm’s bargaining power vis-à-vis customers 

is relatively weak in this segment. A large proportion of the wholesalers’ clients 

are wholesalers, i.e. relatively large firms (67 per cent). Also, the IMCUSij variable 

suggests that an average order is about 50 per cent of the average monthly sales of 

wholesalers. This indicates that wholesalers’ clients often order in bulk. The 

SUPOWij variable also confirms that wholesalers possess relatively little 

bargaining power and have to negotiate to set the price and contract terms for about 

78.7 per cent of their revenues. In short, these figures show that wholesalers have 

relatively little bargaining power and face a lot of pressure through competition. 

Millers 

Facing a lot of competition appears to be a significant problem in the miller 

segment. Millers seem to have little bargaining power vis-à-vis customers since a 

large proportion of clients are w-millers (17 per cent), wholesalers (47 per cent) 

and exporters (2 per cent), which are large and formal firms. This is confirmed by 

the variable SUPOWij, which indicates that millers negotiate to set prices for about 

93.4 per cent of their revenues. 

Unlike other private rice traders, millers only provide milling services and 

charge a milling fee, which is a small fraction of the total value of rice. In fact, the 

average milling fee is about 50 VND/kg, which is about 1 per cent of the average 

price of rice. Thus, the average value of the transaction is relatively low (see table 

6.1). The low value of transactions may influence the demand for trade credit 
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negatively, especially since many of the millers’ clients are large firms. The reason 

is that clients may not need trade credit to finance the low value transactions.  

Retailers 

Retailers appear to face less intense pressure through competition than traders in 

other market segments. Moreover, retailers seem to have the strongest bargaining 

power vis-à-vis customers as compared to other private traders. In marketplaces 

retailers sell to a large number of final consumers who purchase only small 

quantities. On average, IMCUS indicates that the proportion of sales accounted for 

by a customer is only 7 per cent of the average monthly sales. SUPOWij also 

suggests that retailers set their own selling prices without any negotiation for about 

62 per cent of their total sales. This figure is the highest in this market segment, 

which confirms the strongest bargaining power vis-à-vis customers of retailers. 

Access to External Finance 

Table 6.1 shows that access to external financing varies significantly for rice 

traders at different market segments. For example, among private traders, w-

millers have the best access to bank loans. On average, 67 per cent of w-millers 

used bank loans in 2006, and the average amount of bank loans was 859 million 

VND. At the same time, only 9 per cent of retailers had a bank loan, with the 

average loan amounting to 2.33 million VND. This difference may be explained by 

the fact that w-millers are usually large and formal firms that own valuable assets 

which they can use as collateral. In contrast, retailers are often small and 

unregistered firms; it is therefore difficult for them to apply for a bank loan. 

In addition, w-millers are the only private traders with access to advance 

payments from state-owned enterprises involved in large-scale rice export. Table 

6.1 shows that w-millers sometimes receive advance payments from rice exporters; 

the average amount of these payments is 15.6 per cent of total firm sales. In fact, 

rice exporters usually sign very large exporting contracts with foreign importers. In 
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order to guarantee the timely supply of sufficient rice and the required quality, rice 

exporters often pay w-millers in advance to collect rice for them. It can also 

happen that during the harvesting season, the government provides free credit to 

state-owned enterprises to purchase and store rice to maintain the price in the 

regional market above the floor price.  

Customer Characteristics 

Customer characteristics appear to differ fundamentally across market segments. 

For example, in the w-miller segment, trade relations are mostly among large firms 

since 99 per cent of the w-millers’ clients are exporters (30 per cent), w-millers (15 

per cent) and wholesalers (54 per cent). These clients are registered firms and have 

very large shops and/or factories. Also, in this segment clients often order in bulk. 

For example, the average value of transactions is about 777 million VND. 

Consequently, w-millers may find it easier and less costly to gather information 

about this type of client and to enforce repayment. 

Table 6.2: Types of customers 

Supplie

rs 

 Customers       

 W-

miller 

Export

er 

Wholesal

er 

Retailer Consu

mer 

Registered 

firm 

Non-

registered 

firms or 

consumer 

W-

miller 

(%) 

47 

15  

94 

30  

170 

54  

4 

1  

0 

0  

301 

99 

4 

1 

Miller 

(%) 
64 

17  

6 

2 

173 

47  

14 

4 

110 

30 

243 

66 

14 

34 
Wholes

aler 

(%) 

0 

0 

0 

0 

134 

67 

64 

32 

2 

1 

134 

67 

66 

33 

Retailer 

(%) 

 

0 

0 

0 

0 

0 

0 

38 

13 

252 

87 

 

0 

0 

290 

100 

Source: own survey in 2007 
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In the wholesaler segment, about 67 per cent of customers are other 

wholesalers: registered firms with relative large shops. Yet, 32 per cent of the 

clients are retailers: informal firms with very small shops and no collateral of any 

real value. As a consequence, it is relatively more difficult for wholesalers to 

collect information about clients and enforce repayments than w-millers. 

 In the miller segment, clients can be wholesalers (47 per cent), w-millers 

(17 per cent) and exporters (2 per cent), which means that they are also relatively 

large firms. However, a large proportion of clients is a farmer from the neighboring 

area (34 per cent) – it may not be that costly to collect information about these 

clients as most of them live nearby. Yet, it may not be easy for millers to enforce 

repayment since farmers may not have valuable assets they can use as collateral. 

 In the retailer segment, trade relations are mainly between retailers and 

final consumers. Again, to collect information and enforce repayments is probably 

most complicated and costly for retailers since 87 per cent of retailers’ customers 

are individual consumers who purchase in small quantities in marketplaces (see 

table 6.2). 

In addition, the size of customer orders varies significantly across the 

different market segments. Table 6.1 shows that the average value of transactions 

is 777 million VND in the w-miller segment and 95.8 million VND in the 

wholesale segment, 0.8 million VND in the retail segment and 1.5 million VND in 

the miller segment. The low value of transactions in the retail and miller segments 

can influence trade credit supply for several reasons. First, the cost of searching for 

information about customer creditworthiness and contract enforcement is high 

compared to the value of the transaction. Second, the low value of transactions in 

the retail and miller segment can also influence trade credit demand, since buyers 

do not need trade credit to finance their purchases. 

In short, we observe that there are some structural differences across the 

four main market segments. The differences refer to access to market structure, 

external finance and customer characteristics, which may influence trade credit 
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supply significantly. This provides us with the incentive to investigate whether or 

not traders in different segments behave differently with respect to trade credit 

supply.  

6.4   Estimation Results 

6.4.1   Differences Between Market Segments: General Overview 

The set of independent variables that proxy for the marketing view of trade credit 

(PERCOMPi, SUPOWij, IMCUSij) shows more significant results for the w-miller 

(table 6.3, column 1) and the wholesaler segments (column 2) than the market 

segments of retailers (column 3) and millers (column 4). 

 In addition, LACKCAPi, measuring access to external finance, shows 

robust and significant results for the segments of w-millers, wholesalers, and 

millers. Nevertheless, a lack of capital seems to be less important to trade credit 

provision for w-millers than for wholesalers and millers. The magnitude of the 

coefficients is smaller for w-millers (β=-0.051, t=-1.77) than for wholesalers (β=-

.113, t=-2.35) and millers (β=-0.232, t=-3.16). In fact, w-millers have the best 

access to external finance compared to other private rice traders. Furthermore, 

LACKCAPi has no significant impact on trade credit supply in the retailer segment. 

The reason may be that retailers are very small shops and have limited access to 

bank loans: only 9 per cent of the retailers had a bank loan in 2006. In fact, a lack 

of capital may be a common problem to most retailers. As a result, this may not be 

one of the main factors that determines trade credit supply in this segment. 

 The set of variables measuring the information on customer 

creditworthiness also shows remarkable differences across different market 

segments. For example, CONTACTij only shows significant results in the w-miller 

and retailer segments. Yet, VISITij is only relevant in the wholesaler and miller 
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segments. In fact, w-millers sell to very large and formal firms. In this case, 

frequent contact is expected to provide one with  

sufficient information to make the credit-granting decision. Unlike the case of w-

millers, 33 per cent of wholesalers’ clients are retailers in marketplaces (very small 

and informal firms), and 34 per cent of millers’ customers are farmers located in 

the neighborhood. Apparently, visiting shops (houses) leads to more information 

than contact by telephone. This explains why visits appear to influence trade credit 

supply significantly and positively in the wholesaler and miller segments. The 

retail segment in particular is different from the other segments. In the other market 

segments, clients are rice firms that may have frequent contact to exchange 

information about prices, exporting quotas, clients, etcetera. In the retail segment, 

individual consumers contact only to purchase. Therefore, when there is more 

contact, purchases will be more frequent and the quantity per order will be smaller. 

Accordingly, consumers who contact frequently do not need trade credit. This may 

explain why frequent contact is negatively associated with trade credit supply in 

the retailer segment. 

The above outcome indicates that there are major differences in trade 

credit determinants across market segments. In order to understand the differences, 

the next section will look closer at each segment. 

6.4.2   A Close Look at Each Segment 

Wholesale-Miller Segment 

The most outstanding feature of trade credit supply determinants for the w-miller 

segment is the significant results of the set of variables that represents the 

marketing theory on trade credit (PERCOMPi, SUPOWij, IMCUSij). First, we 

observe a significant and positive effect of PERCOMPi on trade credit supply. W-

millers perceive a higher degree of market competition causing them to grant more 

credit to their trading partners. Second, w-millers have incentives to grant more 
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credit to large clients and clients with strong bargaining power. The coefficient of 

SUPOWij in table 6.3 shows that customers receive about 30 per cent less credit if 

they do not have bargaining power and do not negotiate prices and contract terms. 

At the same time, a significant and positive association between trade credit supply 

and IMCUSij indicates that w-millers provide more credit to large clients. The 

explanation may be that large clients and clients with high bargaining power are 

usually the clients with a high potential to generate sales. Therefore, w-millers may 

grant more credit in order to develop a trading relation with them. These empirical 

findings suggest that the marketing theory, which explains trade credit as a mean to 

encourage sales, is among the motives that determine trade credit supply in the w-

miller segment. 

In fact, it is worth recalling that the transaction value in the w-millers 

segment is very large. As a result, trade credit may be an attractive option for 

clients to finance their purchases. Accordingly, customers may demand much trade 

credit, making trade credit an efficient means for establishing trade relations with 

large clients. 

 As mentioned in the previous section, w-millers may have less difficulty in 

gathering information about clients and enforcing repayment, since many of their 

clients are relatively large firms that own valuable collateral such as factories and 

shops. Yet, w-millers appear to face a relatively lower risk of default. In our 

sample, only 0.6 per cent of the w-millers’ transactions were paid late during the 

last three years. It may explain why the set of variables measuring information 

about customer creditworthiness shows less relevant results with respect to w-

millers. In particular, we do not find a significant effect of the variables VISITij, 

LOGLENGREij,, PAYLATEij on trade credit supply.  

Wholesaler Segment 

The set of variables representing the marketing theory on trade credit shows 

significant results in the wholesale segment (PERCOMPi, SUPOWij, IMCUSij,). 
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The positive and significant impact of PERCOMPi indicates that wholesalers grant 

more credit if they perceive considerable market competition. Furthermore, 

wholesalers seem to offer credit to large customers (IMCUSij,: β=0.015, t=1.92) 

and customers with high bargaining power (SUPOWij: β=-0.251, t=-2.38). This is 

consistent with the marketing theory, which suggests that firms give credit to 

attract and lock in high potential clients to generate sales now and in the future. 

Unlike the w-miller segment, wholesalers may face a higher risk of default 

since their clients include relatively many small and unregistered firms (33 per 

cent). Consequently, wholesalers have more incentives to invest in assessing a 

client’s creditworthiness than w-millers. First, it is shown in table 6.3 that if 

wholesalers visit a customer’s shop before granting credit, they will provide more 

trade credit. The location and the shop of retailers/wholesalers may reveal 

information about the success of a rice retailer. Second, the significant and positive 

coefficient of LENGREij shows that wholesalers are willing to grant more credit to 

customers who have been in a trade relation for a longer period. Such a relation 

may reveal a lot of information concerning customers and may lead to a closer 

relation that facilitates trade credit. Third, wholesalers also seem to provide less 

credit to clients who have not been able to pay them on time in the last three years. 

The variable PAYLATEij only shows significant results for the segment of 

wholesalers. In this segment, customers who asked for an extension of the credit 

period in the last three years receive about 27 per cent less credit (β=-0.268, t=-

2.02). The reason may be that the risk of default may be more real for wholesalers: 

wholesalers’ customers include 33 per cent of all retailers, with very small shops or 

seats at marketplaces and who own no valuable assets to use as collateral. Also, 

retailers are usually non-registered. As a consequence, wholesalers may have 

difficulty enforcing repayments with such clients. This may explain why 

wholesalers are more careful in assessing customer creditworthiness than w-

millers. 
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Miller Segment 

We observe that the set of variables that represent the marketing theory is less 

relevant in the miller segment than for w-millers and wholesalers. In particular, the 

significant and positive coefficient for PERCOMPi indicates that pressure through 

high competition is relevant to millers supplying credit. Yet, we find no significant 

effect of IMCUSij and SUPOWij on trade credit provision. This suggests that millers 

do not have strong incentives to grant credit to large customers or customers with 

high bargaining power, which is different from the case of w-millers and 

wholesalers. 

 A special aspect of the miller segment is that the milling fee is only about 1 

per cent of the total value of rice and the average value of transactions is very small 

(see table 6.1). This suggests that it is relatively easy for large clients like w-millers 

and wholesalers to pay bills immediately. Consequently, large clients may not need 

trade credit to finance their purchases. Accordingly, millers do not supply trade 

credit to large clients and/or clients with a lot of bargaining power. In fact, large 

clients in the miller segment may care more about product quality than about the 

possibility of trade credit. This explains why millers provide relatively little trade 

credit, which they do not seem to grant to large clients. In contrast, millers grant 

credit to clients that have been good trading partners. We observe that in this 

segment VISITij is among the relevant determinants of trade credit supply. 

Retailer Segment 

The results in table 6.3 show that the set of variables representing the marketing 

theory also shows less significant results for the retail segment. In column 4 we 

note a negative and significant association for SUPOWij. Yet, PERCOMPi and 

IMCUSij do not have a significant effect on trade credit supply. Retailers do not 

seem to grant more credit when they perceive market competition to be fierce; 
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retailers do not to offer credit to large clients either; they only seem to grant credit 

when their clients have bargaining power and demand credit. 

 Retailers sell to a large number of final consumers who purchase small 

quantities at the marketplace. The value of transactions is low in this segment and 

therefore clients may not need trade credit to finance their purchases. Only when 

retailers have large clients like restaurants and these large clients demand trade 

credit, retailers will grant credit to them. This may explain the negative and 

significant impact of SUPOWij. on trade credit supply. Also, it is difficult and 

costly for retailers to gather information about their customers’ creditworthiness. 

This may be one of the problems that prevents retailers from using trade credit 

frequently, even when pressure through competition is high. In fact, it is costly to 

collect information on clients and to enforce repayment – especially compared to 

the low value of the transactions. 

6.5   Summary of the Results 

In this chapter, we aimed at gaining a better insight into the causes of the 

differences in trade credit supply across the various market segments. We find that 

structural differences in market competition and customer characteristics are 

among the factors that lead to these large differences. In particular, in the market 

segments where there are inter-firm trade relations (clients are rice firms) and the 

average value of transactions is large, trade credit supply is higher. In segments 

where there is trade between firms and individual traders and consumers and the 

transaction value is small, trade credit supply becomes less popular. 

In the w-miller segment, trade relations are between relatively large firms 

and the value of transactions is high, making trade credit an attractive option for 

clients. W-millers also seem to have little difficulty in assessing customer 

creditworthiness and enforcing repayments. Also, w-millers have good access to 

bank loans. This explains why trade credit is used most extensively in this market 
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segment. Concerning the determinants of trade credit supply, the set of variables 

representing the marketing theory is among the most relevant determinants of trade 

credit supply. The results of these variables suggest that suppliers grant credit to 

attract high potential clients and support sales. 

In the wholesaler segment, trade relations are inter-firms relations, though 

a relatively a lot of clients are retailers, with small and informal firms. Therefore, 

wholesalers may find it more difficult to collect information on clients and enforce 

repayment. Also, the average transaction value of this segment, which may 

influence the demand of trade credit, is lower than that of w-millers. Trade credit 

supply is less popular in this segment than in the w-miller segment. With respect to 

trade credit determinants, the set of variables that represent the marketing theory 

comprises the relevant factors driving trade credit supply in the wholesaler 

segment. Suppliers tend to offer more credit to large clients with high bargaining 

power. They also provide more credit when they perceive market competition to be 

higher. Yet, due to difficulties in enforcing repayment, wholesalers appear to invest 

more in assessing customer creditworthiness than w-millers.  

Millers are special because they are service firms. Millers charge a milling 

fee, which is about 1 per cent of the value of rice. As a result, the value of 

transactions is low in this segment, making trade credit a less attractive option. 

This may explain why the marketing theory shows less relevant determinants of 

trade credit supply in the miller segment than in the segments of w-millers and 

wholesalers. In particular, millers do to grant no credit to large clients and/or 

clients with strong bargaining power. The reason may be that large clients do not 

need trade credit to finance these small transactions. This is in contrast with the 

case of the w-miller segment, in which high value transactions make trade credit 

attractive to clients. Therefore, trade credit may function less efficiently in building 

trade relations in this market segment. This may explain why trade credit supply is 

relatively limited in the miller segment. Besides, many of the millers’ clients are 

consumers and/or farmers in the neighborhood, and therefore millers may have 
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difficulty enforcing repayment by such clients. Millers appear to grant credit to 

customers with whom they have close trade relations. 

In the retailer segment, most trade relations are with final consumers, who 

purchase small quantities at local markets. First, final consumers do not need trade 

credit to finance these small purchases and therefore the demand for trade credit is 

low in this segment. Second, it may be difficult for retailers to gather information 

about clients and enforce repayments, e.g. the cost of collecting information and 

enforcing repayment may be too high compared to the value of transactions. This 

may explain why trade credit is used less frequently in this market segment as 

compared to the wholesalers and retailers. The variables representing marketing 

theory also show fewer relevant results in this segment. Only when retailers have 

large clients like restaurants that demand trade credit, they may provide credit. 

In short, this chapter suggests that the market segment specificity such as 

the type of clients (firms or individual consumers), the value of transactions, the 

nature of the business activity (service firms or non-service firms) are important 

factors that influence the determinants and/or the role of trade credit supply. 

 



 

Table 6.3: Determinants of trade credit supply in the four market segments: 

w-millers, wholesalers, millers and retailers 

Independent variables 

 
Coefficient 

(1)  

W-miller 

 

(2) 

Wholesalers 

 

(3) 

Retailers 

 

(4) 

Millers 

Marketing theory of trade 

credit 

    

SUPOWij 

 

-0.297 

(-4.07)*** 

-0.251 

(-2.38)** 

-0.539 

(-4.41)*** 

-0.165 

(-0.48) 

IMCUSij 0.026 

(2.26)** 

0.015 

(1.92)* 

0.305 

(1.34) 

0.142 

(0.64) 

PERCOMPi 0.091 

(2.78)*** 

0.188 

(3.37)*** 

-0.009 

(-0.20) 

0.384 

(4.70)*** 

Customer creditworthiness     

LOGLENGREij 0.005 

(0.35) 

0.068 

(2.05)** 

0.012 

(0.29) 

0.084 

(1.96)** 

PAYLATEij 0.102 

(1.49) 

-0.268 

(-2.02)** 

-0.221 

(-0.13) 

 

CONTACTij 0.056 

(3.31)*** 

-0.004 

(-0.13) 

-0.170 

(-2.39)** 

0.031 

(0.47) 

VISITij -0.009 

(-0.42) 

0.057 

(1.82)* 

0.04 

(1.10) 

0.419 

(5.60)*** 

Supplier characteristics     
FSIZEi 0.001 

(0.07) 

0.039 

(1.14) 

0.310 

(5.86)*** 

0.079 

(1.12) 

BEUNPAIDi 0.076 

(4.72)*** 

0.055 

(1.20) 

0.099 

(4.39)*** 

0.314 

(6.63)*** 

LOGAGEi -0.061 

(-1.81)* 

-0.052 

(-0.70) 

-0.143 

(-2.15)** 

0.038 

(0.39) 

LACKCAPi -0.051 

(-1.77)* 

-0.113 

(-2.35)** 

-0.016  

(-0.30) 

-0.232 

(-3.16)*** 

MARGINi -0.036 

(-0.16) 

-0.364 

(-0.51) 

0.729 

(1.12) 

0.676 

(1.17) 

Const 0.335 

(0.68) 

-0.695 

(-1.01) 

-4.32 

(-4.67)*** 

-3.35 

(-2.57)*** 

Log likelihood -104.698 -136.228 187.82 -187.669 

PseudoR2 0.285 0.1646 0.2033 0.2466 

Observations 270 190 283 324 

Table 6.3 shows the results of equation (6.1) for each of the four groups: w-millers, 

wholesalers, millers, and retailers. The standard errors are robust and adjusted for cluster 

effects. The T-statistics are given in parentheses above. *, ** and *** denote significant 

levels at 10, 5 and 1 per cent, respectively. 




