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First, econometric analysis using province-level panel data finds that proper func
tioning of the legal system and bank lending to non-state-sector firms are highly likely to be the essenti
al causes of development of trade credit finance in China. Second, according to field survey and econometr
ic analysis using firm-level micro data, improved quality of legal system can most strongly promote develo
pment of trade credit or evolution from informal finance in the form of advanced payment to trade credit.
Third, another micro-econometric analysis disentangles in more details the causal relationships between de
velopment of trade credit, legal system, competitiveness of market, corruption of government, and presence

of informal finance.
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