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Comparison and Choice of Financial Relationship
between Banks and Small & Medium Firms
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Abstract: Owing to asymmetrical information, the small & medium firms encounter cred-
it rationing from banks. Therefore, decreasing the degree of asymmetrical information is impor-
tant for small & medium firms to solve financial diffculty. Through the theoretical analysis, the
paper draws the conclusion that the leverage finance is much better than the keep-arm’s finance
in decreasing the degree of asymmetrical information. Therefore, it is by far the best choice. It is
necessary, however, for banks to regulate the range and quality of interference.
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