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Is the Offsetting Effect of Trade Credits on Bank
Credits Counter-Cyclic Evidence from China
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Abstract This paper seeks to find empirical evidence of trade credits’ offsetting effects
on bank credits in China, and to describe the behavior of this effect through contracting and
expanding business cycles. Using a panel dataset of 284 China’s listed companies covering the
period 1998 to 2006, we estimate random-effect panel models with time-invariant and time-va-
rying coefficients. Estimation results show that the average substitution ratio between trade
credits and bank loans is about 17. 2% , which provides supporting evidence for the offsetting
effect. However, this effect decreases to 8. 8% in the dynamic panel model that is purpose-
fully designed to incorporate the lagged effect of trade credits. Furthermore, we find solid ev-
idence on the counter-cyclic behavior of the offsetting effect by applying a ROC test and esti-
mating another dynamic panel model with cross-terms of business cycle indicators. Robust-
ness analysis based on different industrial sub-samples also provides supporting evidence for
the offsetting effect and its counter-cyclic behavior.
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