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Abstract

The dissertation gave a systemic and thorough theoretical research on relationship financing,

. referring to relational economics and analytical tools from game theory and information economics.
The main idea of the dissertation is relationship financing will not disappear with the process of
finance deepening .On the contrary, as an value-added intermediation activity, it will play an
important role in a country’s economy development and reformation under appropriate economic
environment.

According to the theory of relational contract, the contracts between financial intermediations and
entrepreneurs can be divided into two kinds by the accuracy of contract clause: implicit contract and
explicit contract. They refer to two kinds of financing in reality: relationship financing and
at-arm’s-length financing.

During the relationéhip financing, the uncertainty:o‘r'nes from the project’s return. On one side,
when the return is bad, the value of relational specific investment by intermediation is threatened by
the refusal of entrepreneur’s refinancing proposal, which results in the incredibility of
intermediation’s ex-ante finance discipline. It is called soft-budget-constraint problem. On the other
side, the entrepreneur also made the relationship specific investment by exposing its proprietary
information to the intermediation, then the intermediation have chance to hold up the good
entrepreneur depending on its ex-post information monopoly ability. Because the information shared
by the partners in relationship financing is not observable or verifiable toward a third part, so when
the hold-up problem come into being, the contract can’t be enforced by judicative process. The only
reliable resolution depends on the self-enforcement mechanics of relational contract, which is threat
of devaluation of the relationship specific investment by the close of cooperation.

The dissertation answers three questions through theoretic analysis: Is relationship financing of
intrinsic economic reasonability? What’s the appropriate economic environment of relationship
financing? Will relationship financing disappear when the competition is fiercer?

The economic reasonability of relationship financing lies in it’s special contract feature, as well as

it can facilitate the information communication between financial partners and enlarge the loan
accessibility of information sensitive entrepreneurs.
Acccrding to primary study, the environment appropriate for the advent and effectively maintain of
relationship financing share such common characters: the iaw system gives relatively poor protection
to the investor’s rights, the liquidity of capital market is rather poor, the number of small-medium
entrepreneurs prevails in the economy, and the government apply finance depression policy to some
extent.

Just as the at-arm’s-length financing, relationship financing is also an integral part of modern
finance system. It might transform with the hardening of competition and deepening of finance, but
it will never disappear.

It is also pointed out in the dissertation that the relationship financing has fine application outlook
in China. It can be applied to the following areas: the resolve of small-medium entrepreneurs
financing difficulty, the reformation of state-owned entrepreneurs, the Chinese banks’ preparation
for the challenge from WTO, the development of venture capital in China.

Key words: relationship finance, at-arm’s-length finance, competition and relationship finance,
relational contract.
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