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This paper investigates the role of financial reporting and supplementary information in 
shaping payment credit terms decisions among privately held small and medium-sized 
enterprises (SMEs) in the United States (US). Unlike prior studies focused on public or 
international firms, this research centers on US SMEs and offers two key contributions: 
(1) a critical review of global and US specific factors influencing payment credit terms, 
and (2) empirical insights from interviews with owner-managers and accounting 
professionals from 39 US SMEs. 

The findings highlight that credit decisions are informed not only by formal accounting 
data but also by interpersonal trust and contextual judgment. In addition, a lack access to 
capital from more traditional sources increases the overall importance of payment credit 
terms, making the efficient management of accounts payables and receivables critical, 
and altering styles of communication both within and outside of the company due to a 
focus on social capital and contingency factors. 

Introduction  

This study investigates the usage, dependency, and rela
tionships around payment credit terms (trade credit) in the 
financing of private small and medium-sized enterprises 
(SMEs) in the United States of America (US), and whether 
the lack of external financial transparency plays a role in 
such decisions. The economic importance of SMEs has been 
widely documented. In the US alone SMEs are responsi
ble for 43.5% of GDP, 45.9% of the workforce, and 99% of 
all businesses (SBA, 2024). Against this background, many 
governments continue to gradually develop favourable 
policies towards SMEs to lower barriers to their develop
ment. 

Prior studies have identified a ‘finance gap’ with SMEs 
facing difficulties accessing affordable capital at the start-
up stage and beyond, often compounded by a low partic
ipation rate in various government initiatives intended to 
encourage financial investment (Collis et al., 2016; Ghulam 
et al., 2025; Melnick, 2021; Shields et al., 2024). The rel
ative lack of transparency compared to larger entities re
sults in fewer financing opportunities as potential lenders 
face higher assessment and monitoring costs, particularly 
in volatile economic environments (Berger & Udell, 2002). 
As a result, SME investors tend to be the owner-managers 
themselves (Carsberg et al., 1985; Collis, 2003, 2008). While 
there is some limited international literature on the users 
of SME financial statements, the focus has been on lenders, 

and little is known about the information needs of suppli
ers, trade creditors, or third parties. 

Small business representatives have long complained 
about the perceived excessive burden of financial regula
tion (Minnis & Shroff, 2017), leading to a concerted push to 
reduce reporting requirements in the European Union (EU), 
United Kingdom (UK), Finland, South Africa, and IFRS. 
Most recently the UK reduced financial reporting and audit 
requirements for 133,000 SMEs (UK Company Size Thresh
olds Have Increased, 2024). This reduction in financial in
formation could make it more difficult, or expensive, for 
SMEs to obtain trade credit and/or bank financing as po
tential lenders expend additional expense completing due 
diligence. The US by comparison provides an interesting 
counterexample of an unregulated market for accounting 
information (Collis et al., 2013; Minnis & Shroff, 2017), 
where private limited liability SMEs are largely exempt 
from mandatory financial reporting requirements. Trade 
credit decisions in the US are typically made in the absence 
of accounting information unless one party has the eco
nomic leverage to demand such information. 

While most scholarly work on the finance gap faced by 
SMEs is focused on bank loan loss provisions, or to a lesser 
extent equity, not all businesses borrow from banks and 
fewer still seek outside equity. Studies in various countries 
have found that SME trade credit use is of the same order 
of magnitude as bank borrowing (Berger & Udell, 2006; 
Forbes, 2010; Paul & Boden, 2011). Trade credit provides 
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a cushion during credit crunches, monetary policy con
tractions, and other events that leave financial institutions 
less able or less willing to provide small business finance. 
Since SMEs have limited access to commercial bank lend
ing, trade credit is often the primary source external work
ing capital financing. Despite trade credit’s critical impor
tance to SMEs, it has received much less attention than 
commercial bank lending. 

This study focuses on the US, where SMEs are not re
quired to publish financial statements or have their ac
counts audited. Our study is novel as the existing literature 
on trade credit focuses primarily on international SMEs 
with different financial reporting requirements. Our results 
find that US SMEs compensate for the lack of financial re
porting information by relying on their relationships with 
and reputation of their suppliers and customers when 
granting trade credit. While SMEs are reliant on this soft 
information, they remain resistant to providing financial 
statements and as a result lack access to more formal (bank) 
financing (Berger & Udell, 2006; Cornée, 2017). 

Literature Review   

The existing literature on payment terms and SMEs is 
severely limited and mainly comprised of studies that look 
either at a single country or a conglomerate of politically 
and economically tied countries that fall under the same 
accounting standard and where the differences of social, 
cultural, and economic conditions can vary drastically from 
the US. Despite this, Collis et al. (2016) synthesised the 
concepts and categories from these country level studies to 
identify a range of themes that impact SME payment terms 
decisions internationally: 

Importance of Payment Credit Terms      

“The importance of trade credit to SME financing is a 
compelling reason to include it as a lending technology, al
though it is not delivered by financial institutions.” (Berger 
& Udell, 2006, p. 2951). 

The use of trade credit is not new; it has been recognized 
as a form of interfirm relationship since the nineteenth 
century, helping merchants receive short-term credit when 
loans from the bank were not an option (Meltzer, 1960). 
As one of the early studies on this topic, Meltzer draws 
upon US data and economic conditions of the late 1950’s 
for manufacturing firms and notes how tighter monetary 
policies disproportionately affected small firms which in 
turn made them rely more heavily on trade credit (1960). 
“In most business transactions, products and services are 
sold on credit rather than cash, which creates accounts re

ceivables and represents trade credit. The amount of trade 
credit (payment duration) granted to customers is a key 
characteristic of credit terms that is influenced by industry-
standards, market power, financial constraints, and strate
gic choices among other factors” (Lefebvre, 2023, p. 1316). 

Trade credit has some important characteristics that 
make it an essential complement, and at times a substitute, 
to bank lending. Trade credit, even when not utilized, is a 
largely accessible option to many SMEs. Trade credit terms 
vary from industry to industry, from place to place and even 
from supplier to supplier. Early payment discounts and dif
ferential pricing can at times be offered to sweeten the 
deal for both the supplier and customer into taking the 
trade credit offered (Petersen & Rajan, 1997). Nevertheless, 
credit is often cheaper than bank borrowing as a form of fi
nance, and it has the advantage of being a flexible form of 
credit that tends to expand with the volume of business and 
has a capacity for absorbing unexpected shocks. 

Importance of Economic Conditions     

Prior to the effects on financial lending created by the 
Covid-19 pandemic, both Casey and O’Toole (2014), along 
with Bussoli, Giannotti, Marino and Maruotti (2022), con
sidered such ramifications following the 2008-9 financial 
crisis on European SMEs and the increased use of trade 
credit, further amplified by Pattnaik, Hassan, Kumar, and 
Paul’s research (2020). This previous research clearly shows 
how SMEs have limited protection against recessions and 
economic downturns. Such economic headwinds cause dif
ficulties in maintaining or expanding business and financ
ing is squeezed because banks become unwilling to lend, 
suppliers reluctant to grant credit and customers have 
taken more credit by deferring payment. 

Much has been made of the role of SMEs in job creation 
and growth, and without access to appropriate finance, 
business expansion is often a problem for SMEs in many 
countries. The high rates at which SMEs are both created 
and disappear is a factor everywhere and impacts their 
ability to borrow and obtain credit (Berger & Udell, 2002, 
2006). Credit risk is the fundamental driver that determines 
the structure of transactions, but different businesses have 
different methods of dealing with it in different environ
ments. DeYoung, Gron, Toma and Winston (2015) highlight 
this issue, where credit can become less readily available by 
bank lenders who are taking “risk-adverse actions to con
serve equity capital. Such behavior by banks can exacer
bate economic downturns by restricting credit to job-creat
ing small businesses” (DeYoung et al., 2015, p. 2483). 

The Role of Trust, Reputation and Personal        
Relationships  

Earlier studies emphasize that when SMEs engage in 
business transactions, the availability of trade credit is pri
marily influenced by trust. This trust may stem from per
sonal relationships, the reputation of the businesses or 
their owners, prior trading history between the firms, or 
other external qualitative factors (Meltzer, 1960; Murro & 
Peruzzi, 2021; Otto, 2023). The reliance on trust, reputa
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tion, and personal relationships as social capital was not 
confined to one industry, sector, or country – extending 
across borders and continents to encompass all businesses. 

Trust is an efficient, low-cost governance mechanism in 
the situations where it can be relied upon (Gulati & Nicker
son, 2008; Rus & Iglič, 2005). Collis et al. (2013, 2016) sug
gest that trust was more likely to operate where there was 
a local close-knit community and qualitative information 
about the contracting parties, such as reputation for quality 
of work or ethical dealing, were available. One predisposing 
factor to use of trust is the knowledge that breaches of trust 
will be severely penalised, for example by social ostracism 
or loss of good reputation and, hence, future business op
portunities (Howorth & Moro, 2006). 

There is a level of give and take for every company that 
utilizes even a small portion of trust when making trade 
credit decisions for both their customers and suppliers. 
“Recent research has theorized that trade credit builds mu
tual commitment and trust between a receiver and a 
provider, forming closer and stronger relationships be
tween them” (Astvansh & Jindal, 2021, p. 784). 

Regulation & Importance of Financial      
Statements  

Privately held SMEs operating throughout the globe face 
widely different accounting regulations. Within the US, 
small and medium-sized private companies registered in 
any state are not obliged to publish financial statements 
nor have their accounts audited. This contrasts with coun
terparts registered in the UK or EU, where they are legally 
required to prepare periodic financial statements for their 
members and publicly file these accounts with a public reg
istrar. These differing accounting frameworks for private 
companies create varying levels of access to financial state
ment information, and as result, impact the role of such of 
such information within payment credit terms decisions. 

Within jurisdictions that have a public filing require
ment for private company accounts, there is minimal evi
dence about how suppliers and customers of SMEs use the 
published financial statements in credit decisions (Collis et 
al., 2013). In the UK, companies register their annual re
ports and accounts at Companies House, but there is no 
record of who accesses these reports. Empirical evidence 
(Collis, 2008) shows that the directors of SMEs in the UK 
believe that the main users of their published accounts are 
suppliers and other trade creditors, credit rating agencies, 
competitors, followed by the bank/lenders, and customers. 

Regardless of whether SMEs face mandatory accounting 
requirements, prior research shows that where SMEs con
tract only with other small entities, relationship-based 
credit relationships are most important. However, when 
medium- and larger-size entities contract with each other 
or with small entities, information derived from financial 
statements becomes an important part of the transactional 
lending approach used in the SME sector. When SMEs do 
directly evaluate financial statement data from other enti
ties, it is often used critically — as an analytical tool, ap
plied with skepticism and cross-evaluation (Collis et al., 
2016). Lines such as inventory are perceived to be easier to 

manipulate by preparers, so a stronger focus on cash, in
vestment and distributions (by way of dividend or owners’ 
pay) were of more interest, as were turnover and turnover 
growth calculations. 

Information vs Relationship-Based Lending     
Approaches  

Research already highlighted has shown that the ap
proach SMEs take to finance transactions differ across 
countries. As will be discussed further, many SMEs can uti
lize relationship-based (opaque, “soft”) finance as a com
plement or substitute for the information-based lending 
approach that banks rely on utilizing transparency (“hard”) 
data (Berger & Udell, 2008). For larger businesses, equity 
and loan finance are acquired through the more formal 
process of the information-based lending approach. Finan
cial statements (that may or may not be audited) and well-
researched credit reports, together with other information 
are used in the granting and receiving of any form of credit. 
It is in the grey area of the middle ground, where SMEs 
try to access lending from an information-based approach 
without having the transparency of reliable financials that 
can leave them feeling the dichotomy of the two ap
proaches. 

Berger & Udell (2006) though, find that the viewing of 
transaction lending as just a homogeneous lending tech
nology is flawed, with borrowers being divided into either 
the informationally “transparent” or “opaque” buckets. 
Overlooking these two categories may produce not only 
misleading research, but also policy conclusions. It is not 
an either/or setup of information versus relationship basis 
when it comes to trade credit, but a combination of both 
in conjunction with small business credit scoring at times 
that allows for the overcoming the disparity of information 
availability (Cornée, 2017). The collection of “soft” infor
mation through the building of relationships and a history 
of reliance, can be used because “ethical perception of the 
borrower plays an important role in reducing agency prob
lems such as moral hazard and adverse selection” (Collis et 
al., 2013, p. 6). Trade credit in the United States provides 
to SMEs the same, if not more, cash flow, compared to 
bank loans (Murro & Peruzzi, 2021). Financial crises do 
not increase the amount of loan availability, with banks 
becoming more focused on risk-adverse actions and it is 
the limitation of funds available to SMEs that in turn fur
ther harms the financial climate by reducing the ability of 
SMEs to influence the growth of communities and the fi
nancial prospects on an individual basis (DeYoung et al., 
2015; Meltzer, 1960; Palacín-Sánchez, Canto-Cuevas and 
di-Pietro, 2019). 

Figure 1 illustrates how relationship-based trade credit 
and formal credit may develop for SMEs depending upon 
their size (Collis et al., 2013, p. 24). When neither micro nor 
large, but at an intermediate size, it may be that the busi
ness has outgrown its access to relationship-based credit 
but is not yet able to replace it with formal credit, giving 
rise to a ‘trade credit gap’. 
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Figure 1. The trade credit gap     
Source: Collis et al., 2013, p. 24 

Cash Flow Management    

The Wu-Tang Clan may have been the ones to lament 
how “Cash Rules Everything Around Me (C.R.E.A.M),” but 
this sentiment easily bleeds into the private SME sphere 
(Wu-Tang Clan, 1993). The ultimate goal of most transac
tions is cash realization, and lending technologies that ac
celerate this process help reduce financing costs, allowing 
businesses to reinvest sooner, supporting higher transac
tion volumes. One common method is to require customer 
deposits or full prepay, particularly for long lead time, cus
tom-made products that cannot be easily resold if the buyer 
fails to complete the purchase. 

Large companies often use their dominance through 
economic leverage to delay invoice payments (Petersen & 
Rajan, 1997; Wilner, 2000). Although this can create sig
nificant financial strain for smaller businesses, it may be a 
trade-off worth considering if the relationship supports the 
growth of the smaller firm. “A firm seeks trade credit from 
its suppliers for the same reason that customers seek trade 
credit from the firm—it allows the firm to delay payments 
that it owes its suppliers. Such delayed payments decrease 
the firm’s costs and increase the firm’s profit. Because profit 
increases firm value, received trade credit indirectly in
creases the firm’s value through increasing its profit,” (Ast
vansh & Jindal, 2021, p. 782). 

Effective cash management requires companies across 
all industries to understand how both the giving and re
ceiving of trade credit affects the bigger picture of current 
liquidity and long-term company value and its ability to 
strategize its cash allocation (Astvansh & Jindal, 2021). 
“Emerging from the field of Banking and Finance, research 
in trade credit has evolved as a multi-disciplinary scientific 
domain with contributions from Business Management, In
dustrial Engineering, Production and Operations, Finance, 
Economics, etc.” (Pattnaik et al., 2020, p. 1). 

The Types of Information Used Within Payment        
Terms Decisions   

From the analysis of the literature so far, it is clear that 
in order to access cash, the two primary approaches for 

Figure 2. Contingency factors determine how ‘hard’      
and ‘soft’ information is used in credit decisions         
Source: Collis et al., 2013, p. 31 

lending decisions are information- and relationship-based. 
These approaches can be utilized on their own or can be 
weaved together through contingency factors when making 
payment term credit decisions. Contingency factors are the 
situational variables that influence how organizations op
erate and make decisions. They mean that there is no sin
gle “best way” to manage, but rather that effective practices 
depend on the context (e.g., size, technology, environment, 
strategy, or regulation) (Collis & Hussey, 2013). Collis et al 
(2013) indicate that these contingency factors influence the 
extent to which hard/formal information versus soft/infor
mal information is used by SMEs in trade credit decisions. 
The relationship between the three categories is illustrated 
in Figure 2. 

Use of Hard/Transparent Information Derived      
from Formal Reports    

Prior research has identified that the main formal 
sources of information in many countries are the financial 
statements and data supplied by credit rating agencies and 
credit insurers (Collis et al., 2013, 2016). In addition, in 
many countries the customer’s assets and the overall cash 
position were considered as important indicators of trade 
credit risk for larger SMEs in the study that analyse their 
customers’ financial statements. In the USA, given the ab
sence of published financial statements, formal informa
tion typically comes in the form of data accessed from a 
company such as Dun & Bradstreet (D&B) that can provide 
business data, analytics and insights regarding a company’s 
creditworthiness, financial stability, and trade credit pay
ment history that can bleed into the area of non-financial 
information and information intermediaries. Other formal 
sources of information include information found on the 
customer’s website about organizational behaviour and 
company policies. 
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The Usage of Soft/Opaque Information      

In terms of soft information, the literature highlights 
that trust is a significant feature of the trade credit deci
sion, and this was apparent even in the small unincorpo
rated entities where the credit period was very short (typi
cally, payment on invoice). This stems from the importance 
of ‘soft’ information derived from personal relationships 
and networking and the length of the business relationship. 
In larger SMEs, it also included organisational behaviour 
such as the payment history. Small companies seemed to 
avoid risky customers by relying on a variety of ‘soft’ forms 
of information, including the reputation of the customer 
and by observing certain behavioural patterns in customers 
such as the attention paid by the customer to the supplier, 
answers given to questions by the customer, or the flexibil
ity and expertise in the subject shown to the supplier in the 
contract negotiation. “Studies carried out before the out
break of the 2007 financial crisis suggest that getting rid 
of soft information was economically well founded. Yet, the 
subprime mortgage crisis dramatically highlighted the lim
its of not considering soft information” (Cornée 2019, p. 
714). 

The Importance of Non-Financial Information      
and Information Intermediaries    

With private companies in certain jurisdictions being 
“informationally opaque” to outsiders, there has been con
siderable research into whether there is an effective and 
efficient manner for determining the credit worthiness of 
such entities. Small Business Credit Scoring (SBCS), which 
utilizes a combination of the limited data available on the 
company in conjunction with personal consumer data on 
the owner, alongside D&B and other historical transaction 
information, allows the granter of the credit to assess the 
default risk of the applicant (Berger & Frame, 2020; Wang, 
2021; Cornée, 2019). 

Information intermediaries, such as D&B, have had an 
important role in collating information and using their ex
pertise to analyse it. While some very small businesses did 
not use credit reference agencies, their use seemed to be
come more widespread as enterprises got larger, although 
they were not used for all transactions. Credit reference 
agencies and credit insurers provide a useful stewardship 
role. For example, the knowledge that poor payments to 
suppliers will be picked up by credit reference agencies and 
will result in a down-grade in credit score was a powerful 
factor driving good behaviour among customers. 

While more used by lenders on a grander scale, our re
search showed that trust (and soft information) often car
ried more weight than any limited financial data that would 
be given to them – and that to some, credit scoring was not 
seen as useful, helpful, or truthful. 

Contextual and Contingent Factors     

While the literature finds that formal report-based and 
soft information are important determinants of the pay
ment terms decisions (Collis et al., 2013), these can be 

moderated by the presence of contingent factors. Most 
prevalent of these contingent factors is the relative size 
of supplier and customer, reflecting the economic power 
dynamic that larger customers have over the smaller one. 
From their international study, Collis et al. (2013) suggest 
that information availability and the relative economic 
power balance between supplier and customer affects the 
overall availability of trade credit. 

The Accountability of Private Limited Liability       
Entities  

This study focuses on the US, where small and medium-
sized private limited liability entities with no form of public 
accountability have no state or federal legal requirements 
to publish financial statements nor have their accounts au
dited. This focus adds to the body of knowledge, as most 
of the existing literature on payment terms decisions draws 
on data collected from SMEs operating in other jurisdic
tions where requirements differ for financial reporting. 

For the purposes of this US-focused study, a private com
pany is defined as a privately owned, limited liability entity 
with no form of public accountability. Private companies 
may issue stock and have shareholders, but their shares are 
not issued through an initial public offering (IPO), do not 
trade on public exchanges, and are not typically subjected 
to SEC filing requirements. SMEs, according to the US Small 
Business Administration (SBA), are manufacturing compa
nies with 500 employees or fewer, and most non-manufac
turing businesses with average annual receipts under $7.5 
million (SBA, 2024). In 2023 there were 34,752,434 small 
businesses in the US (SBA, 2024) which suggests that dis
covering more information about the role of payment terms 
credit for such entities is required. As prior research has 
shown, the definition of “small” varies widely between ju
risdictions (Collis et al., 2013, p. 2016), but this paper con
centrates on data collected from SMEs that fall within the 
US SBA’s definition of the term. A small number of private 
companies with over 500 employees were also included in 
this study to provide additional context of whether the is
sues that emerged were size or industry dependent. 

Internationally, most small and medium-sized busi
nesses operate as unincorporated entities, but the US is 
quite different due to the more litigious nature of business 
interactions (see Collis et al., 2013 for more detailed dis
cussion about the reasons for international variations in 
the legal structures of SMEs). The SBA’s Office of Advocacy 
(2024), taking data from the Census Bureau’s 2021 Statis
tics of U.S. Businesses (SUSB)'s data (2023), reported that 
86.3% and 13% of total US small non-employer and em
ployer firms, respectively, were structured as sole propri
etorships. In contrast, S-corporations accounted for 53% 
of small employer firms, with C-corporations, partnerships, 
and limited liability partnerships rounding out the remain
ing. These statistics are potentially misleading, since the 
SUSB categorizes businesses based on their federal tax clas
sification rather than their state-level legal structure. As 
a result, the total number of sole proprietorships recorded 
by the SUSB includes both unincorporated entities and, the 
more common, limited liability company (LLC). 
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LLCs serve as a hybrid between a corporation and a part
nership/sole proprietorship legal setup, with its taxation 
more closely following S or C-corporations. A wide range of 
US small businesses are registered as LLCs due to simplicity 
and the limited liability protection it provides for its own
ers. It allows for single-member formation – either by indi
viduals or corporate entities – and are not required to issue 
shares. Many LLCs for SMEs in the US are owner-operated. 

A more in-depth investigation of trade credit was con
ducted by the Federal Reserve Board collaborating with the 
National Survey of Small Business Finances (NSSBF) for 
4,240 US small businesses and found that trade credit was 
used by 60% of small businesses in 2003, an incidence of 
use that exceeded all other forms of financial services ex
cept the use of normal bank accounts. Use of trade credit 
varied with firm size, increasing from about one-third of 
the smallest firms to more than 85% of the largest firms. 
Young firms were less likely than others to use trade credit, 
and its use was most common among firms in construction, 
manufacturing, and wholesale and retail trade (Mach & 
Wolken, 2006). 

Summary of the Literature Review      

While the existing literature provides insight into the 
overall importance of trade credit and payment terms 
within SMEs, limitations do exist due to knowledge gaps 
surrounding private companies within the US and other ju
risdictions where private limited liability entities are not 
required to produce and publicly file financial statements 
of some type. As previously indicated, the purpose of this 
study is to address this gap by providing empirical evidence 
on the importance of the financial statements of private 
limited liability US SMEs in the context of payment terms 
decisions that support customer/supplier relationships. 
This paper investigates the following research questions: 

The next section explains the research design and meth
ods chosen for collecting and analysing the data. It then 
provides an overview of the findings from a variety of view
points. In the final section we discuss the contribution and 
limitations of this research. 

Methodology  

To investigate the role of payment terms credit and ad
dress the research questions outlined earlier, this paper fo
cuses on the transactions occurring between businesses for 
timing of payments. Qualitative data were collected via 42 
in-depth, semi-structured interviews in the USA: 

The entities were selected using snowball sampling, 
which is a technique based on networking and is appropri
ate in a study where generalization is not the aim (Collis & 
Hussey, 2013). As a result, a significant portion of the par
ticipants were recruited through personal or professional 
connections, with a handful through email solicitation. Ap
proximately 75% of the respondents had businesses regis
tered in Colorado, with the rest located throughout the US. 
Some of these companies were either subsidiaries of a US 
or international company or they themselves had overseas 
subsidiaries. 

A variety of industries and sizes of companies were 
sought out to ensure an adequate sample was developed 
under an interpretivist paradigm. Additional depth or 
breadth of the sample was limited by company willingness 
to participate or respond to initial inquiries, especially due 
to the sensitive nature of speaking about financial matters. 

The interviews were conducted in a semi-structured 
manner, with a list of thematic questions available prior to 
the interview, and an understanding that not all questions 
would be asked, depending on the responses given to high 
level questions. 

The use of interviews for the collection of the research 
data was chosen to allow for efficiency and effectiveness. 
The use of surveys was initially considered as the primary 
method, but this approach was discarded due to the extra 
time required, the inability to easily achieve additional in
formation, and the inability to judge reliability of answers. 
Most questions were answered, with only a few exceptions 
due to company policies or non-disclosure agreements 
(NDAs); in such cases, participants often referred the inter
viewer to publicly available press releases for additional in
formation. 

The questions addressed several areas relating to both 
internal and external costs involved in business-to-busi
ness credit decisions, the approach towards trade credit, 
and the creation and usage of financial statements. All 
interviewees were asked to respond based on their com
pany’s current setup or situation, as well as to reflect on 
changes over the past 5–7 years—including those during 
the COVID-19 pandemic—that have influenced decision-
making. All interviews occurred in the second half of 2024, 
prior to any global or national economic shifts, such as tar
iffs, that would have potentially altered responses to some 
of the questions. 

Findings from the Interviews     

Analysis from the US interview data provided rich qual
itative information that both reinforced findings from prior 
studies and provided fresh insight into the specific factors 
that influenced payment terms decisions affecting US 

• What role do payment terms play in the financial 
setup and decisions of US SMEs? 

• What factors influence the decision-making process 
for requesting, granting, and using payment terms? 

• How is the balance between hard/transparent and 
soft/opaque information reflected in the decision-
making process for trade credit? 

• How do the findings from this US-based study com
pare with those reported in previous international re
search? 

• Interviews with 39 unique private companies provid
ing trade credit, with 3 additional interviews with 
secondary participants at three of the companies 

• Interviews with 3 companies outside the parameters: 
an economic lender, a credit rating agency, and a 
credit insurance broker. These were not factored into 
the data but were utilized for supplemental insight. 
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Table 1. Coding of Respondent’s Position at Company       

ID Designation 

OM Owner-Manager 

SMA Senior Management Accounting 

ACC Accountant 

SNA Senior Management Non-Accounting 

Example: (SMA Small, Research Equip.) - Respondent was the Senior Management in 
Accounting, for a Small entity (10-500 employees), in the Manufacturing industry – pro
ducing research equipment. 

Table 2. US Entity Size Classifications     

Employees # % Size 

< 10 14 35.90% Micro 

10-100 13 33.33% 
Small 

101-500 6 15.38% 

501-1000 2 5.13% 
Medium 

1001 - 10,000 2 5.13% 

> 10,000 2 5.13% Large 

Total 39 

Table 3. Industries included within the US Study       

Industry # % 

Construction 1 2.56% 

Financial 6 15.38% 

Food & Drink 4 10.26% 

Healthcare 6 15.38% 

Manufacturing 9 23.08% 

Marketing & Design 2 5.13% 

Service 5 12.82% 

Travel & Entertainment 3 7.69% 

Web Services 3 7.69% 

Total 39 

9 Industries Total 

SMEs. These findings are presented and explored themat
ically in order to highlight the specific impact of payment 
terms on US SMEs. 

References to each of 39 companies are made anony
mously, as are the quotes from respondent interviews. A 
unique coding of respondents was created to identify each 
respondent in accordance with their employment position 
within the company (see Table 1), the size of their company 
(see Table 2), and a descriptor of their company’s industry 
sector (see Table 3). While the size classifications used dif
fer from the official standards used in the US, UK, or EU, 
they were created to provide clearer distinctions and in
sights across the range of company sizes included within 
the interviews. 

Economic Power and the Negotiation of Payment        
Terms  

From the interviews it was clear that the economic 
power dynamic between the lender and receiver of the trade 
credit was greatly influenced by the relative size and finan
cial set up of the company. Whether the company was cash 
flow dependent, or had other sources of funding, and what 
they could bring in terms of influence to the negotiating 
table drastically altered what terms were offered and taken. 

“In manufacturing, credit is life blood.” (SMA Medium, 
Paper Mfg.) 
“I would only work with trade credit suppliers if I 
could; it is the easiest way to do business and takes the 
burden off my bank account.” (OM Micro, Furniture Re
pair) 

Terms varied from Prepaid, Net Due, to Net 30, 60, 90 
or more – with discounts offered and taken by most if fi
nancially able to do so. However, the availability of dis
counts for early payment varied, with many US companies 
choosing to keep standard payment terms for all. What a 
company received from their vendors/suppliers for terms 
did not always reflect what they offered to their customers, 
which led to an unbalanced cash flow that could hurt 
smaller, cash-strapped companies. This could be com
pounded by the consequences of late payments, which will 
be discussed in a later section. 

For example, one marketing company interviewed de
scribed being given Net 90 terms, where the clock started 
only after a months-long planning process and campaign 
had wrapped up, which could leave them short on cash for 
up to a year at times. 

Wish for clients to “pay us in advance” [because we 
had] “finished [a campaign] in April and it has not been 
paid [by the client]” because of Net 90 terms “which is 
super painful.” (OM Small, Marketing) 

In more than half of the interviews, there was a strong 
disconnect between the two sides of the business arrange
ment – with the less economically powerful player side 
suffering the consequences of larger companies’ inflexible 
policies or their lack of willingness to meet a small com
pany where they were. Often it was seen that the more pow
erful player imposed standard terms for all, no matter their 
size, set up or needs. The implications of this dynamic left 
SMEs often in the same position as they would find them
selves with a bank willing to grant a loan, but with strict 
adherence guidelines. This follows the same path credit ra
tioning, as highlighted by DeYoung et al. taken by banks 
during times of financial crises, with at times more expen
sive or restrictive terms (2015). 

“Institutions will just say Net 75 or even feel like they 
can dictate whatever the hell they want just because 
they are big.” (SMA Small, Research Equip.) 
When it comes to dictating terms, “the big suppliers 
or the people who just don’t know, they’ll dictate their 
terms and they’ll say, you take it or leave it.” (SNA 
Small, Research Equip.) 
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“Large vendors, they don’t care.” (about offering longer 
terms to customers) (OM Small, Wholesale Foods) 

To encourage timely payments, some of the SMEs in
terviewed offered their customers discounts, usually in the 
range of a 2% discount if they paid their invoice within 
the first 10 days. In terms of being offered discounts, some 
of the companies interviewed took advantage of early pay
ment discounts whenever available (and when cash flow al
lowed for it), while others did not see the advantage of the 
early payment to save a few dollars in the long run. 

“We would rather have the runway for the cash than 
the discount.” (SMA Medium, Cloud IT) 

Thus, the discount was deemed as less important than 
the additional credit period on offer from suppliers, es
pecially since payment terms often represented a large 
amount of both receivables and payables and provide es
sential working capital for most SMEs (Silva, 2024; Wang et 
al., 2022). 

In most of the interviews, the US companies that could 
most effectively dictate payment terms and thereby keep 
cash flowing in a timely manner had the power of either 
collateral or mandated services on their side. Collateral 
could be anything from holding customer’s information on 
company owned servers, to whether a machine would be re
paired in a timely manner. Mandated services were preva
lent in especially the education and healthcare industries, 
where the services provided were mandated by a governing 
body (at a State or Federal level), such as medical waste 
disposal, or the auditing of financials, with consequences if 
not adhered to. 

The Role of Collateral and Mandated Services        

Entities that possessed collateral or mandated services 
had a level power on their side but also had to deal with an 
added layer of complexity to their payment terms decisions 
since there was more bureaucracy to manage. To be able to 
cut services or delay shipments left both sides dealing with 
the potential ramifications from outside entities such as a 
State or Federal Regulations. 

“We start with a position of power” because if they 
pay late, we can suspend service. (SNA Small, Health & 
Safety) 
“Relationship determines their compliance.” (OM 
Small, Health & Safety) 

Companies operating in web services, financial or 
healthcare industries often have collateral where perfor
mance obligations to customers could be delayed, outputs 
stopped or even reversed. 

“In our agreements and contracts that you know, this 
is how we’re going to be billing you and if it’s not the 
case, then we ultimately have the right to not pay your 
employees.” (OM Micro, Payroll) 

Those interviewed did highlight the fact that decisions 
to suspend service were not always easy. In the healthcare 
industry, for example, services mandated at a governmental 

level still left the customer with some power, as threats 
to deny service would not only hurt the customer but the 
patients requiring the essential care. As a result, the SME 
waiting on the payment often had to balance the competing 
pressures of compassion, compliance, people, and pay
ments. 

“In the nursing homes, they have to pay for laundry, 
food service, and even though our service is required to 
take care of the patient for diagnostics, we sometimes 
don’t get paid.” (SNA Large, Patient Care) 

In other industries, similar difficult decisions had to be 
made by respondents when trying to assess whether there 
was sufficient collateral that could be used to facilitate 
timely payment, which could range from withholding ship
ments to whether the customer could survive without ac
cess to the specific skills and knowledge that the SME pro
vided. 

“Here’s an advantage that we hold over other peo
ple…I’m a technician, which means I can keep your 
machine running even over the phone. Nobody else can 
do that. So, if you order something from us and don’t 
pay me and your machine breaks down, I don’t know 
you.” (OM Small, Machine Repair) 
“So, if we have like one of their regions isn’t paying 
like we can hold orders for like the other region and 
you know we’ll kind of kind of do it that way.” (SMA 
Medium, Craft Brewery) 
“Give you an example: One of our customers, one of 
our huge customers’ orders anywhere from $5-6,000 
worth of product at a time. Our terms are Net 15. They 
historically paid Net 45. What we did this past week is 
they ordered another run of products that is going to be 
about $5500. We held [the product]. For instance, if this 
company decided to go belly up and we’d ship them two 
shipments of product, that would be somewhere well 
over $10,000. And that would be hard to recover from 
for a small company.” (OM Small, Machine Repair) 

However, those respondents in the service industry ac
knowledged that they were often at a disadvantage in terms 
of having collateral pressure to force customers to pay out
standing amounts due. Such entities usually lacked the 
ability to retract work, since most of their work was com
pleted prior to invoicing and payments. Initial deposits, or 
requirements that the customer purchase the supplies for 
the job were often used to bridge the financing gap and re
mind clients of the tangibility and cost of the work com
pleted. 

“As a service industry – [we’ve] done all the work, you 
get the payments after everything is done. You’ve taken 
on all the expenses.” (OM Micro, Painting Services) 
“50% deposit because I just want to make sure I am 
not chasing people for payment” after the work is com
pleted. (OM Micro, Design Firm) 

The presence of collateral or mandated services also al
lowed vendors to move into a more powerful economic 
position when negotiating payment terms, playing to the 
power dynamic often held by larger companies and banks. 
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Table 4. Funding sources of the US SMEs interviewed        

Funding Sources # % 

Have LOC [line of credit] 9 23.08% 

Cash Flow Only (No LOC) 10 25.64% 

Investors/Equity/Parent Company 
Support 10 25.64% 

Unknown 10 25.64% 

Total 39 

“Have walked away from certain vendors who wanted 
to shorten payment terms.” (OM Small, Health & 
Safety) 
“Our terms are non-negotiable, Net 30 days.” (SNA 
Small, Health & Safety) 

Being paid and paid in a timely manner for any company 
is crucial to one’s cash flow due to the limited availability, 
accessibility, or usage of external financing, particularly 
lines of credit from financial institutions. In such contexts, 
trade credit remains a vital alternative to keeping the busi
ness going. Bussoli et al. (2022) previously highlighted this 
when focusing on the past financial crisis of 2008, when 
traditional credit channels tightened significantly. 

Sources of Funding: Cash Flow, Credit Lines, &         
Alternative External Financing    

Of the 39 US SMEs interviewed, it was possible to deter
mine the main funding sources for 74% of them as shown 
in Table 4. For the remaining 26%, the respondents either 
did not know this information or chose to withhold it on 
grounds of confidentiality. Regarding the sources of cash 
that kept the businesses interviewed going, there was an al
most even three-way distribution among them: some had a 
line of credit, others relied solely on their cash flow, and the 
remainder had access to alternative forms of external finan
cial support. The external financial support, outside of the 
lines of credit from banks, encompassed having investors, 
some form of equity, or the support of a parent company. 

Of the thirteen companies with ten or less employees 
(44% of companies interviewed), considered micro in terms 
of this paper’s size categorization, only one had a formal 
line of credit with a financial institution, and one had a 
private equity firm for support (with the remaining of the 
companies relying on cash flow, or unknown in their fund
ing). 

“Because we are a small business, we don’t like to have 
a tremendous amount of credit…we prefer to pay up
front.” (SNA Micro, Campground) 

50% of the companies with 10-100 employees possessed 
a line of credit, though the degree of utilization varied be
tween entities. For most respondents, the line of credit was 
seen as a “rainy-day” fund that would only be used in slow 
seasons, when large bills came due for taxes, or when emer
gencies arose that needed the extra cash. 

“That’s kind of the boss’s approach on the busi
ness…keep our debt obligations as low as possible, $0 ide
ally and no credit cards either.” (SMA Small, Pet Waste Re
moval) 

Regarding customer payments    

“That’s our primary funding. We depend 100% on our 
customer payments. We do have a line of credit just in 
case… We don’t historically pull on it.” (SMA Small, Man
aged IT Services) 

The majority of the medium and large sized companies 
(100+ employees, representing 30% of total respondents) 
interviewed had either a line of credit, investors, equity 
partners, or support through a parent company. However, 
none of them were willing to further discuss their com
parative reliance on such funding versus cash flow to any 
further degree, usually directing any questions to press re
leases from the company itself. Thus, companies without 
wealthy owners or support from a parent company ap
peared more reliant on securing working capital through 
the use of a line of credit. 

From the US interviews it was evident that “SMEs are 
more dependent on trade credit and bank credit, since they 
have limited access to financial markets” (Palacín-Sánchez 
et al., 2018, p. 1080). 

“It’s like being in a rat race and especially it’s very 
challenging working for [a] privately owned [company] 
'cause they don’t have the capital, and you know they 
just don’t have the infusion of cash.” (SNA Large, Pa
tient Care) 
“Receive money from customers faster, pay vendors 
slower” is always the goal. (OM Small, Wholesale Foods) 
“You have more buying power [with trade credit], which 
lets you do larger jobs and gives you more opportunity 
for larger profit.” (OM Micro, Plumbing & Solar) 

In interviews where the company was more dependent 
on the usage of payment terms as both a customer and sup
plier rather than a line of credit, respondents acknowledged 
that having a good working relationship with the credit 
giver or receiver was vital to the successful management of 
the company’s cash flow. 

“I think having trade credits is good for building credit 
with other businesses and not necessarily the bank. 
Definitely try to keep accounts for that reason.” (OM 
Small, Restaurant) 

This type of sentiment was commonly voiced by many of 
the US respondents and supports prior work that found de
spite “the propagation of transactional lending technolo
gies, relationship lending is still considered to be one of 
the most potent technologies in terms of overcoming in
formation problems, particularly that of adverse selection” 
(Cornée, 2017, p. 700). 
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The Influence of Relationship Dynamics      

“Under relationship lending, the strength of the rela
tionship between the lender and the borrower affects credit 
availability” (Murro & Peruzzi, 2021, p. 331). 

For many SMEs, the business-to-business relationship 
between customer and supplier appeared to vary along a 
continuum - from warm, to informal, to strict formality. 
Interview respondents highlighted that building these re
lationships required time and effort, which in turn influ
enced discussions about payment terms, especially when 
the company faced cash shortages and a high volume of 
payables. 

“Through our co-president building relationships with 
vendors over 30 years, he understands who he can lean 
on for sympathy and who he cannot.” (SMA Small, Re
search Equip.) 
“It’s better to have a supplier in business, than longer 
payment terms for us” (when suppliers come to them 
about cash flow issues). (SNA Large, Technical Mfg.) 

Although these business relationships were often devel
oped outside of the finance department—through sales, op
erations, or the executives, accounting staff in some com
panies also frequently played a key role in bridging 
understanding and communication in ways that were both 
effective and mutually beneficial. 

“People think accountants just kind of sit in the corner 
and do their journal entries and have a good time. But 
it really is a customer service industry and you have 
to learn how to balance it and build the relationships. 
And frankly, once you learn how to do that, it actually 
helps build the business even more and make you kind 
of more trustworthy, not only with your customers but 
with your vendors. And you can get more out of it.” 
(SMA Small, Managed IT Services) 

Most respondents acknowledged that building and 
maintaining such relationships took considerable time, and 
these could be upset by changes in corporate structure and 
personnel. Not only that, but the need also to navigate 
cash flow issues through late payment had to be balanced 
against the potential for jeopardizing future access to trade 
credit. 

“I’m like, well, show me. Show me everyone who owes 
[us] money. And it was a lot. It was about $400,000 and 
some of it was debt… like 2-3 years old. …Well, why 
don’t you let me go talk to these people and try to get 
our money back. And I was able to recoup probably 
about 85% of it and continue doing new business with 
them.” (SNA Small, Party Rentals) 

The US respondents were clear in their support of the 
adage that ‘trust is earned, not given.’ This finding supports 
Collis et al. (2013, 2016) who found that “soft” relationship-
based information was an important determinate of traded 
credit decisions of the US SMEs they interviewed. However, 
in contrast to the earlier literature, the findings presented 
here suggest that there has been a manifest change in how 
easily trust is given to new customers, and whether third-

party sources of information are used within this determi
nation. Until recently, D&B was viewed as an invaluable 
source of US business credit reporting information, allow
ing private businesses to establish their credit and show 
their money management choices through a formal setup 
(Collis et al., 2013). In recent years, this reliance appears to 
be changing, at least within the sample of 39 companies in
cluded in this paper: 

“I’ve had suppliers call me up, you know, from a rela
tionship perspective and say 'Hey…we’ve got major fi
nancial issues, we’re declaring bankruptcy, you’re go
ing to see this break in the news and they’ve got just a 
sterling D&B report.” (SNA Large, Technical Mfg.) 
“On the surface, I don’t think that it gives you all of the 
information you’re looking for. I think it’s kind of like 
as you know, good information, information in equals 
kind of, you know, bad information in equals bad in
formation out. So, I take it with a grain of salt. In that 
that’s kind of like our first line of defense going look.” 
(OM Micro, Payroll) 

For a recent new customer: 

“We had a company in Raleigh that was on credit. They 
did not pay their bill; they went bankrupt and a month 
later they opened under a different name. Same own
ership, but a different name. We refused to give them 
credit because it was the same people involved.” (OM 
Small, Machine Repair) 

Consequently, US SMEs seem to be shifting away from 
relying on formal third-party credit rating information 
from D&B and other providers, as highlighted by Berger & 
Frame’s research into Small Business Credit Scoring (2007). 
Greater emphasis now rests on established business rela
tionships and the trust that has been cultivated over time. 

“Ultimately we don’t really care because Dunn [D&B] is 
kind of a joke.” (SMA Small, Managed IT Services) 

When asking for anything when setting up a customer: 

“I do not [do a credit check]. Not at all. And in fact, 
all I want is that first order. I just want an order, and I 
will get them product and I will trust that I will be able 
to collect the money because that 99.9% of the time, 
that’s what happens.” (OM Micro, Specialty Food) 
“It kind of depends on how long of our relationship 
we’ve had with that vendor too. Typically, we’ll start off 
with smaller terms and then as we’ve worked with them 
for a couple of years, they kinda build that up, which is 
nice 'cause it helps us, you know, free up cash flow and 
then we can kinda plan.” (SMA Medium, Craft Brewery) 
“Generally good with anybody – use credit application 
to sort out the shady.” (OM Small, Wholesale Foods) 

Unfortunately, though, some respondents believed that 
trust could be exploited, as illustrated by one healthcare 
company interviewed: 

“They [the owners] really pushed the terms” when pay
ing suppliers. (SNA Large, Patient Care) 
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In certain cases, in addition to the relationships built, 
respondents acknowledged that trade credit references 
were still necessary before payment terms were granted. 
However, none of the 39 US companies interviewed pro
vided any additional information to potential suppliers, and 
under no circumstances was financial data shared with 
them. 

“We don’t fill out applications. We refuse to do that” 
(for vendors when getting payment terms). (SNA Large, 
Technical Mfg.) 

Despite the time and effort invested in building strong 
relationships with their customers, companies were still 
vulnerable to the consequences of late payments—often 
triggering a ripple effect that impacted their own ability to 
meet obligations downstream. 

Impacts and Implications of Late Payments       

A significant majority of the companies interviewed 
would never willingly accept late customer payments—be
cause disrupted cash flow can quickly resemble a Rube 
Goldberg machine, turning the straightforward flow of 
funds from Accounts Receivable to Accounts Payable into 
an unnecessarily extended, complex and inefficient 
process. 

“We have never charged a late fee until now. We are 
just starting to implement that because of the prob
lems we’ve had.” (ACC Medium, Sports Team) 

While only one company interviewed purposefully de
layed payments to build up their cash reserves, most re
spondents believed that when the cash was available, you 
paid your invoices when they came due. This could be seen 
as a direct connection to the power of the relationship built 
up over time between the two parties. 

“When you tell somebody that you’re mailing them a 
check, you mail them a check. You don’t play games 
there; you’re just going to burn bridges and ruin a rela
tionship.” (SMA Small, Research Equip.) 
“Suppliers could put you on hold until you paid. It 
could be very stressful [and] yes, the owners were 
aware. You would continue to inform, provide the in
formation, the risks, the repercussions of not being 
[paying vendors], but it is up to the owners.” (SNA 
Large, Patient Care) 

As was discussed earlier in the findings, the power im
balance between the payor and the payee could create a 
highly uneven relationship—one in which the weaker com
pany is left scrambling to make ends meet when extended 
payment terms or late payments themselves become the 
norm. Silva suggests while trade credit may be a way to 
keep a company flowing with cash, “high levels of trade 
credit increase operating risk due to payment delay or even 
default” (Silva, 2024, p. 1). 

“You know it’s an extremely seasonal business. And if 
we have people with outstanding balances and we don’t 
collect right now like right now, we’re not seeing that 
money.” (SNA Small, Party Rentals) 

When late payment occurred, the respondents discussed 
a number of different ways to “chase” payments: from in
cessant reminders, to stopping service, involving debt col
lection agencies, to the extreme decision of having liens 
placed on properties. 

“When it’s past due, I send them a reminder. I believe 
you kill them with kindness and act really nice.” (ACC 
Medium, Sports Team) 
“Debt collection seems like a racket.” (OM Micro, Paint
ing Services) 
“Collect through liens – hit and miss with limited 
power.” (OM Micro, Painting Services) 
“It aggravates me when I cannot pay because if I don’t 
pay, usually means that my customers haven’t paid yet, 
which charges me [late fees from the vendor], but I 
should be charging the customers. But it’s hard enough 
just to get them to give you what they owe you, let 
al.one late fees.” (OM Micro, Plumbing & Solar) 

Such activities were often seen as a last resort, especially 
where prior relationships had been good. However, respon
dents more heavily affected by late payments even had an 
employee or entire department dedicated to chasing down 
the money from their customers. 

“It becomes difficult to retain people” when vendors 
get nasty." (SNA Large, Patient Care) 
“We did not have a direct Accounts Payable phone line 
– that was deliberate.” (SNA Large, Patient Care) 

As highlighted earlier, companies in the service industry 
faced a significant disadvantage when receiving and/or pur
suing late payments, largely because they lacked the lever
age of tangible collateral. 

“I have very little in the way for protections.” (OM Mi
cro, Painting Services) 
It is “my responsibility to manage my receivables” as 
a service industry business. (OM Micro, Accounting Ser
vices) 

For many respondents, late payments were viewed as 
more than simply a result of administrative or accounting 
issues or delays and instead seen as deliberate strategic 
power plays or a consequence of management decisions 
made elsewhere. Late payments consistently disrupted the 
flow of cash from customer to company to vendor, trigger
ing a domino effect that left almost everyone feeling its ef
fects. Despite efforts to manage these disruptions, the fall
out often extended to the company’s ability to pay its own 
vendors on time. 

Financial Transparency: Internal Practices and      
Public Disclosures   

All respondents stated that their company would never 
prepare or provide any form of financial statements in
formation to outside parties, except when required by fi
nancial institutions (to get, or maintain a line of credit), 
investors, or mandated auditors (based on the sector of 
business the company is operating within). 
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“We’re a privately held company. [We] won’t volunteer 
anything…[We] never show and tell.” (OM Micro, Med
ical Devices) 

Respondents were prepared to give their financial state
ments to the bank, but not to customers or suppliers unless 
there was a specific request from a larger economic party 
that the company could not ignore. 

“No, absolutely not – in fact, we make them beg [for 
copies of our financial statements].” (SNA Medium, Ice 
Machine Mfg.) 

From a US perspective, such observations from respon
dents are unsurprising due to present accountability re
quirements for US private SMEs and this input supports the 
findings from earlier work by Collis et al. (2013 and 2016): 
“private firms in the US and Canada, for example, essen
tially face no financial reporting regulation. They are re
quired to neither make their financial reports public nor 
have them audited” (Minnis & Shroff, 2017, p. 473). 

Interestingly though, while adamant that financial 
transparency would not be considered to outside sources, 
several private companies interviewed had started to pro
vide more visibility and communication around their fi
nancials for their employees. One company was employee 
owned and reviewed the high-level financials with the en
tire staff once a quarter. Since it was their money, the finan
cial team wanted to make sure everyone felt as if they had 
skin in the game. 

“I think we try to be as transparent as possible and as 
quickly as possible. With the management team espe
cially so that they understand the business that they’re 
supposed to be running.” (SMA Small, Managed IT Ser
vices) 

Discussion  

The findings from the US interviews identified both sim
ilar and different themes to prior studies of trade credit de
cisions by SMEs. 

As with Collis et al. (2013), a crucial contingent factor 
was the relative size and economic power of customer and 
supplier, with a “David versus Goliath” situation often aris
ing at the US firms interviewed, due to the fact that “grant
ing trade credit may not be a choice for ‘small’ suppliers. 
Firms with strong economic power could impose payment 
terms to maximize the availability of internal financial re
sources and decide whether and to whom they delay pay
ment. As many of the US SMEs interviewed had limited 
market power, the extension of trade credit to customers 
simply reflected their relatively limited bargaining power, 
especially when dealing with large customers. As such, 
longer payment durations indicate that SMEs appear to ad
just to large customers’ requirements” (Lefebvre, 2023, p. 
1316). 

In addition, an apparent cycle of delayed payments high
lights a broader issue for US private SMEs: limited financial 
transparency. With limited visibility about the financial 
pressures and practices of one’s trading partners, compa
nies are left reacting rather than planning, further weak

ening trust and stability across the supply chain that could 
be mitigated by the implementation of mandatory report
ing regulations for all US private SMEs (Minnis & Shroff, 
2017). 

A comparative analysis of the relative benefits and lim
itations between the lack of financial transparency within 
the US against the greater accounting requirements for 
SMEs in other jurisdictions is beyond the scope of this pa
per, due to the extenuating circumstances of social, polit
ical, and economic forces within each country’s borders. 
However, the international literature on this topic within 
the UK and EU provides clear analysis of the disparities be
tween accounting regulations and the lack thereof for pri
vate SMEs (Allee & Yohn, 2009; Collis et al., 2016; McGuin
ness & Hogan, 2014; Minnis & Shroff, 2017; McNamara et 
al., 2019, and Palacín-Sánchez et al., 2021). Such account
ing requirements impose compliance costs for the prepar
ing company but can serve to improve the public availabil
ity and overall quality of business-to-business information, 
thereby reducing the reliance on third-party sources of 
credit rating information [@504305;(Minnis & Shroff, 
2017). 

In summary, the relative lack and use of “hard” financial 
statements information within the payment terms deci
sions of US SMEs stands in direct contrast to its importance 
for UK and EU SMEs (see for example, Collis et al., 2013, 
2016; Minnis & Shroff, 2017) but helps to explain the rel
ative reliance and consequences of “soft” relationship in
formation within the US. Should the accounting regulatory 
framework for US private companies ever change, it would 
be interesting to see whether mandatory public disclosure 
of financial accounting information disrupts establish pat
terns of behaviour with regard to the determination of pay
ment terms decisions within the US. 

This study expands the current understanding of the 
critical role payment credit terms play in the financial setup 
and management of private SMEs in the US. The findings 
offer meaningful contributions to the following bodies of 
literature: 

The research questions addressed in this paper underpin 
and contribute to all these significant findings. Within the 
US interviews, “soft” relationship information was the most 
influential factor within the payment terms credit decisions 
at most companies, but this was moderated by the presence 
of various contingent factors, including: the relative size 
and economic power of the parties; presence of collateral 

• Access to finance:   Emphasizing payment credit 
terms as a vital long-term financing option for SMEs, 
serving as an alternative to traditional funding 
sources. 

• Business-to-business relationships:  Enhancing un
derstanding of payment term negotiations, practices, 
and limitations within customer-supplier dynamics. 

• Financial reporting regulations and require    
ments: Addressing gaps in empirical evidence in the 
context of US private SMEs who often operate with
out reporting requirements, changing the landscape 
between hard and soft information available. 
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and mandated services, and the reliance on trade credit as 
a source of financing. 

Building on the prior literature, the most significant 
contingent factor identified was the variation in regulation 
and financial reporting requirements for SMES between the 
US and other international regions—especially the UK and 
EU— which significantly shaped respondents answers, a 
point emphasized by Minnis and Shroff (2017) in their 
analysis of US private SMEs. Many small US SMEs do not 
produce periodic financial statements, and for those that 
do, few would be willing to provide them in order to secure 
trade credit from a supplier, as this quote neatly demon
strates: 

“Who’s going to give you their financial statement? I 
don’t think it’s going to happen. I mean they’re [banks] 
going to get your financial statements, but business-
to-business – I’ve never heard of such a thing.” (OM 
Micro, Medical Devices) 

Thus, the payment terms decisions by US SMEs included 
in this paper had to be made using other types and sources 
of information due to the complete absence of publicly 
available financial statement information. Thus, it was less 
a choice but an adaptation to rely on less formal non-
accounting information. As a result, relationships became 
much more important in such decisions. 

In contrast to prior studies, Collis et al. (2013, 2016) 
observed a growing reliance on credit scoring in the US; 
however, our findings suggest the opposite – a decline in 
credit scoring’s prominence, supplanted by the increased 
importance of relationships. This shift may be attributed to 
changes in bank loan availability and the lasting impact of 
the 2008 economic crisis (as highlighted by Bussoli et al., 
2022; Casey & O’Toole, 2014; DeYoung et al., 2015; and 
Pattnaik et al., 2020). 

Conclusion  

SMEs throughout the world demonstrate some degree of 
reliance on payment credit terms to complement their ac
cess to other funding sources – a theme repeatedly high
lighted in this study – but the factors and information that 
influence trade credit decisions vary widely across jurisdic
tions, especially in the US due to a lack of publicly available 
accounting information about SMEs. 

It is important to recognize the inherent limitations that 
may affect the validity of this work. The main limitation 
of the research is the constraining nature of the data, with 
a restricted number of private US SMEs interviewed. This 
does not detract from the objective which was the genera
tion of understanding of the importance of payment terms 
and trade credit and its complementarity towards avail
able sources of funding. However, it would be desirable to 
follow up the work with more extensive, in-depth surveys 
across company sizes and industries using the concepts and 
themes generated in this work to extend and refine the 
findings, especially to enhance understanding of the con
tingent factors that may influence trade credit decisions in 
specific industries. 
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