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Bank-Enterprise Relationship, Collateral and Lending Rate Decision:
—An Empirical Analysis Based on Small and Medium Enterprises (SMEs) in China
Peng Peng  Xiao Binqging LiXindan Zhu Yunhui

Abstract: The present study empirically analyzes the effects of bank—enterprise relationship on SMEs’
collateral requirements and rate premium by measuring four dimensions of bank— enterprise relationship:
length, width, frequency, and depth. The study firstly, shows that a striking “lock—in effect” of bank—enter-
prise relationship on SMEs; that is, the stronger relationship there is between the bank and the enterprise,
the more collateral requirements SMEs need to satisfy and the higher the lending rate will be. Next, the mech-
anism of relational depth and relational length work better while relational width and relational frequency
have little effect. Thirdly, for SMEs collateral requirements demonstrate an “alternative effect” on rate premi-
um. Lastly, bank—enterprise relationship is the mechanism which gets SMEs into “lock—in effect,” either ac-
tively or passively.

Keywords: relational financing; mortgage; rate decision; information asymmetry
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