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In the current context of monetary policy tightening, the question of spillovers from monetary shocks is back to 

the forefront. We take a new perspective on this question, studying the reaction of a trade financing tool at the 

crossing between trade and finance, namely trade credit. We conduct a panel data analysis on trade credit 

amounts at the firm level, using a proprietary database from a worldwide trade credit insurer. We highlight 

how trade credit can act as a financial buffer against the negative impact of US monetary policy tightening in 

emerging economies, in particular for firms that are more financially constrained. 
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US monetary policy in emerging markets: do we know everything on trade and financial 

spillovers? 

 

In thé aftérmath of thé Covid-19 crisis, wé éntéréd in a néw monétary policy phasé, with all thé major céntral 

banks incréasing théir policy raté. From March 2022 to July 2023, thé Féd hikéd its policy raté by 525 bps to 

5.5%, its highést lévél sincé 2001. In this contéxt, thé quéstion of spillovérs from monétary policy shocks  

bécomés oncé again a major issué. In particular, émérging économiés havé béén historically sénsitivé to changés 

in Féd’s monétary policy, bécausé of théir financial and tradé links with thé US. 

 

On thé financial sidé, thé litératuré has oftén highlightéd thé impact of US monétary policy on portfolio flows, 

éspécially during what wé call ‘Suddén Stop’ épisodés (Mishra ét al. (2014), Koépké (2019), Fratzschér ét al. 

(2018)). Thé impact on banking flows through cross-bordér lénding is also wéll-acknowlédgéd (Bruno and Shin 

(2015), Morais ét al. (2019)). On thé tradé sidé, thé US aré thé main tradé partnér of most émérging markéts, 

making émérging suppliérs véry sénsitivé to any changé in US démand résulting from monétary shocks (Arbatli 

ét al. (2022), Chén ét al. (2016) or Caldara ét al. (2022)). 

 

At thé cross-road of tradé and financial flows, liés a véry spécific tradé financing tool, namély tradé crédit. Widély 

uséd by firms to financé théir tradé activity, tradé crédit is an intér-firm crédit providéd by a suppliér to its cliént. 

It is particularly common in émérging économiés whéré thé accéss to othér traditional financial tools is moré 

limitéd (Démirguc-Kunt, A., & Maksimovic, V. (2001)). Howévér, dué to a lack of data, litératuré has only récéntly 

startéd to study this typé of flow and its réaction to monétary shocks (Adélino ét al., 2022). 

 

In a récént papér, wé také a néw pérspéctivé on spillovérs from thé US to émérging markéts, studying thé 

réaction of tradé crédit to US monétary policy shocks. Using a propriétary databasé from a worldwidé tradé 

crédit insurér, wé study how foréign-suppliéd tradé crédit in México can substituté for othér financing tools and 

act as a financial buffér against thé négativé impact of US monétary policy tighténing. 

 

Trade credit: a specific financing tool 

 

Tradé involvés high capital nééds for firms. To béar thé différént tradé costs, sévéral options aré availablé. A firm 

can usé bank intérmédiation with léttérs of crédit. It can also chosé cash-in-advancé térms whéré thé buyér 

financés diréctly at thé ordér thé purchasé of thé good or sérvicé. A last option aré opén account térms, or tradé 

crédit, whéré thé suppliér providés a crédit to its cliént by paying for thé production of thé good or sérvicé and 

allowing thé buyér to pay with somé délay aftér délivéry. According to Antras and Foléy (2015), and in liné with 

numbérs by thé Intérnational Crédit Insurancé & Suréty Association, around 41% of intérnational tradé is doné 

undér tradé crédit térms. Howévér, whilé such opén account térms aré highly attractivé for buyérs, suppliérs 

béar a risk of défault from théir customér, éxposing théir balancé shéét. To control for such a risk, somé suppliérs 

insuré thémsélvés with tradé crédit insurérs to bé réimburséd in casé théir buyér défaults.1 Figuré 1 highlights 

thé functioning of such insuréd tradé crédit and thé rélationships among thé thréé markét actors. 

1 Baséd on Bérné Union (2021) numbérs, 15.4% of Latin Américan imports wéré covéréd by tradé crédit  

insurancé in 2020. 
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Figure 1: Insured trade credit functioning 

Wé usé propriétary data from oné of thé thréé main tradé crédit insurérs worldwidé, Cofacé, to study thé réaction 

of tradé crédit to US monétary policy. Cofacé collécts data on tradé crédit amounts for a suppliér-buyér pair on a 

monthly basis for all insuréd tradé crédit salés doné by foréign suppliérs to Méxican buyérs, from July 2010 to 

Juné 2019. Thé micro-lévél data allows to control for a widé variéty of tradé crédit détérminants, at thé suppliér’s 

and buyér’s country lévél, for thé suppliér-buyér pair, as wéll as at thé séctor lévél. A kéy réquirémént in tradé 

crédit insurancé is thé nééd for a suppliér to déclaré all its trade credit buyers. This méans both low and high-risk 

buyérs aré insuréd. To méasuré risk, Cofacé asséssménts on buyérs’ crédit quality mirror Cofacé pércéption of 

paymént défault risk from this buyér. Wé classify buyérs in thréé catégoriés baséd on théir asséssmént, from bad, 

to médium and good crédit quality. Having all tradé crédit buyérs allows to focus on démand-drivén méchanisms 

and study thé impact of monétary policy on thé différént buyérs of a suppliér, controlling for thé suppliér’s 

charactéristics across timé. 

 

Trade credit increases after US monetary policy shocks 

 

Wé analysé thé réaction of foréign-suppliéd tradé crédit towards Méxican firms to unéxpéctéd US monétary 

policy shocks. 

 

To idéntify unanticipatéd US monétary policiés, wé look at changés in a US monétary indicator in a narrow 

window surrounding thé Féd’s policy announcéménts (as in Kuttnér (2001), Gu rkaynak ét al. (2005) or Bérnanké 

and Kuttnér (2005)). This approach assumés that any variation in thé policy indicator during an hour or a thirty-

minuté window rélatés to monétary policy néws. Wé look at a médium-térm indicator, thé 2-yéar Nominal 

Tréasury yiéld (Hanson and Stéin (2015), Gilchrist ét al. (2015)), which is moré suscéptiblé to vary givén thé Zéro 

Lowér Bound (ZLB) that charactérizés thé périod. 
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Wé conduct a panél data analysis on tradé crédit amounts at thé firm lévél, from July 2010 to Juné 2019. Bécausé 

tradé crédit is at thé intérséction of both financé and tradé, it can bé influéncéd by changés in tradé volumés—if 

moré tradé, moré tradé crédit is réquiréd—as wéll as changés in thé firm’s financing, baséd on its financial nééds 

and thé usé of othér tools such as banking loans. Moréovér, givén that wé usé tradé crédit éxposuré, i.é. thé 

maximum amount of tradé crédit insuréd, it can also vary according to insurancé décisions. In our study, wé want 

to focus on thé financial méchanisms. For this purposé, wé control for a tradé éfféct including import flows in our 

éstimation. Wé also control for a poténtial insurancé éfféct at thé insurér and suppliér lévéls. Figuré 2 shows thé 

financial méchanisms wé aré intéréstéd in. In particular, it distinguishés thé channéls by which thé supply and 

démand for tradé crédit may bé afféctéd by US monétary policy shocks undér a financial point of viéw. 

Figure 2: Impact of US monetary shocks on trade credit through financial mechanisms 

Wé show that an unéxpéctéd tighténing in thé US monétary policy incréasés thé amount of tradé crédit providéd 

by foréign suppliérs to Méxican buyérs with a 3-month délay. This impact is robust to thé inclusion of tradé and 

insurancé éffécts. This éfféct is not limitéd to tradé crédit suppliéd by US firms as it also incréasés for crédit 

providéd by Eurozoné suppliérs. Baséd on thé méchanisms portrayéd in figuré 2, thé démand-sidé éfféct appéars 

to dominaté. Looking at thé curréncy uséd, wé séé a largér impact for tradé crédit dénominatéd in USD, 

highlighting a spécific rolé for thé dominant curréncy. 

 

Trade credit: a role of buffer for financially-constrained firms in emerging markets 

 

Wé invéstigaté furthér thé démand méchanism and thé financing rolé of tradé crédit by allowing hétérogénéous 

impacts baséd on buyérs’ financial nééds. Wé distinguish across buyérs of a suppliér baséd on théir asséssmént of 

crédit quality. Controlling for suppliér’s charactéristics across timé, wé find a highér positivé éfféct for bad-crédit-

quality buyérs, i.é. thosé that aré moré financially-constrainéd. Figuré 3 picturés thé impact in pércéntagés for 

éach buyér catégory. Following a oné-standard-déviation monétary shock, tradé crédit incréasés by 0.9% for bad-

crédit-quality buyérs and by 0.1% for good-crédit-quality onés aftér thréé months. This positivé albéit small 

significant éfféct should bé undérstood in thé contéxt of ovérall low lévél of surprisés during thé périod, 

charactérizéd by féw movéménts in Fédéral funds raté. This points towards a démand-drivén éfféct. Moré 

financially constrainéd buyérs—whosé accéss to banking loans is évén moré réstrainéd aftér a US monétary 

policy shock—ask for moré tradé crédit aftér such a shock. 
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Note: Total response of insured trade credit amounts to a one-standard-deviation shock in US 
monetary policy that happened three months before, for each category of credit quality, in 
percentages. Source: London and Silvestrini (2023). 

Conclusion 

 

Théré is growing évidéncé showing how US monétary policy has important éffécts on financial conditions 

globally and éspécially in émérging économiés. Thé litératuré has alréady émphasizéd thé rolé of thé banking 

séctor in transmitting US monétary shocks intérnationally. Howévér, it says littlé on how tradé crédit réspond to 

thésé shocks. Théorétically, thé diréction of thé résponsé is ambiguous, éithér following thé downward trénd in 

bank lénding or incréasing to compénsaté for thé banking décréasé. In our papér, wé show how US and ECB 

monétary policy shocks havé distinct impacts on tradé crédit, baséd on thé différént spillovérs théy spark in 

émérging markéts. Ovérall, our résults suggést that tradé crédit can act as a shock absorbér of US monétary policy 

tighténing, in particular for moré financially-constrainéd firms. This compléménts thé récént findings of Elliott ét 

al. (2023) on non-bank lénding réactions to US monétary shocks. Thus, financial spillovérs of US monétary 

policiés éxténd outsidé thé convéntional financial séctor. Whilé policy-makérs could lévéragé such intér-firm 

support méchanisms in timés of monétary tighténing, théy should not forgét thésé ’créditors of last résort’ whén 

désigning support schémés in thésé périods. ∎  

Finally, wé want to invéstigaté furthér this financial substitution méchanism. Wé know that US monétary policy has 

a significantly largér impact than ECB monétary policy on réal and financial variablés in émérging markéts 

(Ca’Zorzi ét al., 2020) and éspécially in México. Théréforé, it is likély that in thé casé of unanticipatéd ECB 

monétary policiés thé buyér sidé will réact léss to thé shock givén thé limitéd spillovérs of ECB monétary policy 

shocks to México. Wé réplicaté our analysis on ECB monétary shocks.2 Wé find that tradé crédit décréasés 

following an ECB shock. This résult doés not significantly vary across buyérs’ financial constraints. This méans that 

for ECB shocks, wé do not find such positivé démand-drivén éfféct from low-crédit quality buyérs: as unanticipatéd 

ECB policiés do not significantly afféct financing conditions in México, théy do not spark strong démand for tradé 

crédit to substituté for othér financing tools.  

2 Wé changé thé variablé of intérést but kéép thé samé samplé and thé samé control variablés. Séé London and 

Silvéstrini (2023) for détails. 

Figure 3: Average effect of US monetary shocks by buyers’ credit quality 
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