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Small and Medium-sized Enterprise’ Finance in
China:Analysis of Supply and Demand. Efficiency
and Mechanism

Hu Zhu-zhi
(College of Economics and Management, SCAU, Guangzhou 510642)

The financing in small and medium-sized enterprise’
(SME) is a sophisticated economic course, including both
economic and technical problems. The dissertation mainly
analyzes the problem from the economic perspective. The
financing course involves three aspects: supply, demand
and balance. Following this train of thought, the disserta-
tion is divided into seven chapters.

In the preface, the purpose and significance of the
study are provided; the basic clue, research methods, basic
hypothesis and structure are expounded; the main creative
ideas and the difficult points are introduced as well.
Chapter II analyzes various kinds of possible sources and
channels, through which the SME could obtain the funds.

“

In consideration of the subjective “will” factor of person

who supplies fund, it analyzes the realistic fund of SME.
5 @0e0e ®eooe
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The difference between the potential supply and the realis-
tic supply announces the obstacle question of the system.
Chapter Il appraise for the financing demand of SME
and financing efficiency. It analyzes the potential and real-
istic demand characteristic of SME in our country, ap-
praises and sequences the efficiency of different financing
methods utilizing fuzzy mathematics. Chapter IV analyses
the differences of the fund supply and demand , and the
finance predicament of SME. In general, the fund of SME
is in short supply, the breach of supply and demand exists
rigidly, and the SME falls into the financing predicament.
The analysis of the financing predicament not only stays
on the general theory of three key elements of enterprise,
bank, government, the dissertation provides more convincing
explanation based on the information economics and prop-
erty right economics. Chapter V researches the financing
relationship between the bank and SME. Under the cur-
rent situation, the financing problem of SME mainly em-
body the difficulty for loan. Therefore, the study on the
bank and SME’ financing relationship is obviously very
important and essential. Moreover, as the study in this re-
gard does not only statically focus on the behavior of the
special economic transitional period, the analysis on the

historical relationship reflects the route, on which the

o...... 6



small and medium sized enterprises rely to raise funds. Origi-
nal budget soft derives another kind of soft restraint under
transitional economy, the soft restraint results from the fi-
nancial system of the centralization of state power, so long

as the financial system structure still has a characteristic
with ” centralized”, soft restraints will make bank adopt
distinguished, even discriminated credit tactics evading risk.
No matter how much the obstacles of both sides have,
the last balance always exist, the balance doesn’t remain
on Lars’ level, is the equilibrium credit rationing. When
making the factor of scale endogenous in our model, the
author finds that SME is easier to receive credit rationing
than the big enterprise. In Chapter VI , the financing
structure of SME in our country is introduced and ana-
lyzed , the financing structure is a result of the financing
behavior, the reflecton of the financing performance. The
financing structure of SME of our country presents the
characteristics, such as high liability, high current liability,
etc. This kind of financing structure does not benefit the
promotion of the value of SME. The empirical research
data proves that the financing structure of SME of our
country is extremely unreasonable. It is noted that the lev-

el in debt of the SME has already brought about adverse

effect on enterprise value. Chapter VI discusses the im-

7 ...‘..o

LR



FYR2ARR RF- HEPERSEEE

provement of the financing system of SME. Speaking of
the improvement of the financing state, there is much
needs to be changed. In the transitional period, it is nec-
essary for us to value the importance of each improve-
ment and make them in order according to the request of
the evolutionary reform again. Generally speaking, the
quickest and effective method is to set up the policy bank
of SME at present, set up and perfect credit and assure
system of SME. The short-term goal is to improve the fi-
nancing relation of bank and enterprise; and next step, it
is necessary to develop nationwide and regional small and
medium —sized capital markets of system in order to ex-
tend channel and disperse the systematic risks of bank;
The basic one is to strengthen the self-accumulation ability
of the SME.

On the basis of analyzing the fund characteristic of
supply and demand of SME, the main innovation in this
dissertation are as follows:

1. On the base of qualitative analysis of financing
foundations of SME, it utilizes the fuzzy to appraise and
sequence the financing methods on the basis of efficiency,
such as bond financing, the bank credit and self-accumu-
lating

2. Making the factor of scale endogenous in our

c0e0000@ 8



models, the author finds that SME is easier to receive
credit rationing than the big enterprises. Interest rate
doesn’t prove why SME is more inclined to chase risk
than the big enterprises and why SME is more easy to
meet bank’s credit rationing. Accordingly, the author has
added the factor of scale in the model, the model prove
the scale is very important factor that influence its fund
supply.

3. The financial theory of the enterprise has already
proved that financing structure has been on the influence of
value of the enterprise from different angles. The author
uses quantity statistical method, constructs the analysis model
between enterprise value and financing cost, carrying on
quantitative study. it achieves purpose to verify theory ana-
lyze and find the financing characteristics of structures of
SME in our country.

4. Regarding the rules stated in The Law of Com-
mercial Banks that commercial banks are not allowed to
hold the stocks or ownership of the enterprise, some
breakthrough has been made in this article. It is proposed
to establish a leverage finance relationship between the en-
terprise and the bank, “that they keep a kind of relation
that drift apart means unwilling to go on long-term in-

vestment”  (Samuels, J. Ms,1976) .In this way, the SME
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can get the long-term funds and the situation of asymmet-

ric information will be alleviated
keywords: SME Financing; Financing structure; Asymmet-

ric information; Financial System; Financical Efficiency;

Leverage Finance
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