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Trug , Transaction Cost and Mode o Trade Credit

Liu Fengnve , Li Lin and Xue Yunkui
(Shanghai Nationdl Acoounting Ingitute; Shanghai Inditute of Foreign Trade; Cheung Kong Qraduate School of Bud ness)

Abgract : This pgper invedigates how trug , as an irformal inditution, &fects comporate transaction cog and financiad dructure.
Udng trugt index of different provincesin China, wefind that dfferencesdf trug leve in dfferent regonsd China cause different
oontract formsin dfferent regons. The lower the regond trud leve , the higher transaction cogsof firmsin that regon. We prove
this relaionship between trug level and transaction cogs because we find thet firms in regons with a lower trugt level use trade
credit node with higher transaction cogs such as prepayments or notes payable and have nore sdling expenses and di soourts per
sdes revenue. The conduson of this paper supports that the loca trust environment irfluences transaction behaviors and oontract
dructure of firms and d 9 indicates that trugt has the same vita ecoromic sgnificance to firms as forma inditutions. This paper
d o verifies the trangm sson characteridics of trugt between® groups’ and’ individud” , which is practicdly dgnificant for us to
underdand the intereg relationship between the® groups’ and‘ individud” .

Key Words: Trug ; Transaction Gog ;Mode of Trade Credit
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