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ABSTRACT

In recent years, China's economic development momentum has been relatively rapid. Under this situation,
private enterprises have also grown up and have become an essential factor in China's economic development.
On the one hand, it provides a lot of employment opportunities for the residents of our country, which is
conducive to enhancing people's income level and improving people's quality of life. On the other hand, it
also contributes to the stability and harmony of the society. However, at the present stage, our private
enterprises also encountered some difficulties in the development process, such as difficulties in financing.
The difficulties encountered by private enterprises have hindered their further development, and also made
them less resistant to market risks. Based on the market environment of private enterprises, this paper focuses
on the existing financing difficulties of private enterprises, explores the financing channels of our private
enterprises, and explores specific measures for our private enterprises to cope with the financing dilemma
based on relevant domestic and foreign theories. This article elaborates on the definition of private enterprises
and introduces different financing methods in detail. This article also studies foreign financing measures, and
tries to find a financing method suitable for our private enterprises. At the end of the article, some specific
suggestions are made for improving the financing status of private enterprises.
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1. INTRODUCTION

1.1. Background and significance of topic
selection

In today's society, while China's economy is developing at
a high speed, people's consumption concepts are
constantly changing, and people's demand for various
products is constantly increasing. As the business model of
a private enterprise is not restricted to traditional business
methods and its market adaptability is strong, its position
in meeting social needs has become increasingly
important. According to reports, by the end of 2011, the
share of China’s private enterprises in China’s existing
enterprises was close to 90%, the number of registered
enterprises reached more than 9 million, and the number of
self-employed enterprises had reached more than 40
million [3]. The tax revenue from private enterprises is
close to 50% of the total tax revenue. The importance of
private enterprises in China's non-public ownership
enterprises has been increasing. Private enterprises have
made outstanding contributions in the process of China's
GDP growth, solving employment problems, and
increasing fiscal revenue. The development prospects of
private enterprises have shown a bright future. But even
so, even the best things face certain problems, and the
most prominent problem in the development of our private

enterprises is the financing problem. In the process of
expanding our own scale, the private funds of private
enterprises are not enough to support the expansion of the
enterprise. However, it is not easy for private enterprises to
pool funds through traditional models. A large part of this
cause is directly related to China's existing banking
system, because China's existing banking system is more
favored by large and medium-sized state-owned
enterprises, and the development of financing
intermediaries is weak, and its own mechanism is not
perfect. This makes it difficult to raise funds for the
development of private enterprises.

1.2. Literature review

1.2.1. Domestic literature review

Wu Jianxiong [9] analyzed the specific problems
encountered by private enterprises in financing, such as
low corporate credibility, imperfect self-management
mechanisms, and proposed corresponding solutions to
different subjects. Xiao Jianhua [10] and Wang Qi [10]
discussed that China's financing system for private
enterprises is not yet perfect, and it is necessary to further
establish corresponding laws and regulations for the
development of private enterprises to improve the
conditions for financing private enterprises. Hu
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Yuancheng [3] explored the different characteristics of
private enterprise financing from the private enterprise
itself. For example, private enterprise financing can start
from two aspects: direct financing and indirect financing.
Bian Weigiang [11] proposed that financing has not
entered the normal channels, and credit guarantees have
not yet formed. He analyzed the factors affecting financing
from three aspects: financial institutions, enterprises, and
national policies. The countermeasures are conducive to
improving the overall quality and strength of private
enterprises and standardizing their financial systems. Liu
Qianwei[12] and Yang Weishu[12] believe that the
financing channels of private enterprises in China mainly
include internal financing and external financing, and
internal financing is the main channel of funding for
private enterprises. They thought that only by actively
promoting the innovation of the operating services and
institutional mechanisms of private enterprises, and the
government's support in policy, could it effectively solve
the problem of financing difficulties for private enterprises
and contribute to the development of China's national
economy.

1.2.2. Review of Foreign Literature

Wiilialn [7] and Bradford [7] demonstrated that the
government is very helpful to the issue of credit guarantees
for private enterprises. It can help to ease the financing
pressure of private enterprises and obtain loans from
financial intermediaries by formulating relevant policies.
The government can divide the departments that focus on
helping private enterprises to finance, to specifically help
private enterprises solve the problem of financing
difficulties. Stiglitz [6] and Weiss [6] demonstrated that
the large scale of the company's capital requirements is a
common phenomenon in today's society, but due to the
lack of mutual understanding between the two parties and
the existence of certain risks, it is difficult for banks to
make accurate judgments on the specific situation of
private enterprises. This makes it difficult for private
enterprises to obtain loans. In the general social
environment, professional credit rating agencies can be
established to classify the credit ratings of private
enterprises so that financial institutions such as banks can
grant loans based on the credit ratings of private
enterprises. Yan Shen [8] pointed out that a better
bank-enterprise relationship is conducive to the smooth
financing of private enterprises. Enterprises should
maintain a good relationship with the bank and actively
provide their own details to the bank, which is conducive
to enhancing the bank's understanding of itself. In order to
facilitate their smooth financing.
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1.3.The main structure and research method of
the paper

1.3.1.Research method

While the research in this paper combines theory with
practice, it also adopts many methods to conduct structural
analysis and research on the subject of this paper. This
article uses different research methods to discuss the
subject, the purpose of which is to systematically elaborate
on the problems generated by private enterprises and the
countermeasures of each subject, in order to make this
research closer to actual life and make it more It has
realistic meaning.

@ Literature research method. What it is talking about is a
more commonly used method based on the arguments that
the author wants to research, and then collecting
information so that the problem to be researched can be
discussed more accurately.

@ Information research method. It refers to a method of
researching the argument using the collection of relevant
information. Today's society is an era of "informatization."”
A large number of information resources circulate in our
environment, and these resources can be developed for our
own use. This is a novel research method that can reveal the
more essential development law of things and help people
to research and explore problems.

(® Descriptive research method. Its use is relatively simple.
It studies existing phenomena, laws and theories, and then
narrates and explains them. Although it also refers to a more
general theory, which is also a common usage in writing,
the most important thing is that it plays a greater role in the
problem to be studied.

1.3.2The main structure

The thesis is divided into six parts. The first part is the
background and significance of the research. The second
part studies the existing financing channels and financing
theories of private enterprises. The third part analyzes the
existing financing dilemmas of private enterprises and
analyzes Its causes; the fourth part proposes relevant
solutions to the problems they face; the fifth part explains
the deficiencies of this article; the sixth part is the thanks
of this article.

2. BRIEF INTRODUCTION OF FINANCING CHANNELS

AND FINANCING THEORY

2.1 Basic concepts of financing
Financing means that in order to expand its production

scale and promote its own development, the company
raises funds from the public or certain financial institutions
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to ensure long-term development. Generally speaking, the
purpose of corporate financing is threefold: corporate
financing to expand production scale, corporate financing
to repay previously owed loans, and both. In a broad sense,
financing is also called finance, which refers to the
borrowing and lending of funds, the behavior of shortfalls
to pool funds through the capital market, and the behavior
of rich people to release funds.

2.2 Financing channels

The rapid development of China's economy has led to the
rapid development of financial markets, which has opened
up the way for financing of private enterprises in China.
However, the main financing channels are divided into two
parts, one is internal financing and the other is external
financing.

2.2.1 .Financing channels

The rapid development of China's economy has led to the
rapid development of financial markets, which has opened
up the way for financing of private enterprises in China.
However, the main financing channels are divided into two
parts, one is internal financing and the other is external
financing.

2.2.1.1. Endogenous financing concept and
advantages and disadvantages

(D The concept of endogenous financing

The meaning of endogenous financing is classified
according to the specific types of different enterprises.
What is commonly referred to as endogenous financing
refers to the fact that the owner of an enterprise relies on
its own funds for financing. It mainly includes retained
profits and depreciation. It talks about the process by
which companies convert their reserve capital into
investment. Endogenous financing has the characteristics
of fundamental, independent, low cost and strong
resistance to the emergence of corporate funds. In fact, in
economically prosperous regions, endogenous financing is
the backbone of its financing, and it is the nourishment for
the survival and continued development of enterprises.

@ Advantages and disadvantages of endogenous financing
Advantages: First, autonomy. The main source of
endogenous financing is the investor's own funds.
Enterprises can use it freely without being subject to many
restrictions. Second, low financing costs. Because the
company uses its own funds, it does not need to pay
interest, pay intermediary agency fees, etc. like external
funds, so the company has a high undistributed profit and
provides sufficient financial support for the development
of the company. Third, the original shareholders' equity
and actual control rights remain unchanged. Because the
increase in undistributed profits does not reduce
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shareholders' equity, it can also help companies develop.
Fourth, reduce the tax paid by shareholders. For example,
if a company distributes undivided profits to shareholders,
it is required to pay taxes in accordance with China's
existing tax system. However, if the company does not
distribute dividends, it may raise the company's stock price,
and shareholders can sell their stocks to increase their own
profits and reduce the actual taxes paid by shareholders.
Disadvantages: First, endogenous financing is greatly
influenced by the company itself. For example, a
company's managers have lower management capabilities,
which can result in less corporate profits, or less profits
from the enterprise, and less capital the company can raise.
Second, the proportion of distributed dividends is
important to consider the wishes of different shareholders.
Because they may guarantee their own interests to the
greatest extent, they are required to keep the proportion of
dividends distributed by companies within a certain range,
that is, the proportion of undistributed profits cannot be
too large. This may cause the financing of the enterprise to
be restricted, thereby restricting the development of the
enterprise. Third, the chain reaction brought by the small
distribution of dividends. If the distribution of dividends is
small, it may be insufficiently attractive for external
financing. Because paying less dividends may indicate that
the company's operating efficiency is poor, and the actual
controller of the company has poor planning ability for the
company's development, so that people can't see the hope
of the company's development, which affects external
financing.

2.2.1.2 .The concept and advantages and
disadvantages of external financing

(D The concept of external financing

External financing refers to the process in which an
enterprise raises funds from the public. When the
company's own funds cannot meet its production needs,
the company will consider raising funds from the public.
@ Advantages and disadvantages of external financing
The advantage of external financing is that enterprises can
raise funds from more ways, and the financing methods
are various, and the application is more flexible, which can
meet the specific financing needs of different demanders,
so that the funds can be used more fully. The most
important thing is that it is also a bridge connecting the
supply and demand of funds in the market. Without it, the
financial industry in the modern sense would cease to
exist.

The disadvantage of external financing is that it has high
standards, needs to pay intermediary fees, and there are
some unpredictable dangers in the specific implementation
process. It has high requirements for the demanders of
funds, especially for public financing. For example, if it
raises funds from the public, it must meet the specific
provisions formulated by the relevant departments.
Otherwise, it will be difficult to obtain loans and the
financing costs paid are many. It will increase the extra
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burden of the enterprise and increase the extra costs of the
enterprise, which will also have a large adverse impact on
the long-term survival of the enterprise.

At present, China is still a developing country in the initial
stage of market-oriented reforms. It is in the initial stage of
socialist development. China ’s GDP is lower than the
world ’s average standard, and the history of China ’s
stock exchange market is relatively short. The
development of this mechanism is also imperfect. For this
reason, the financing of our country's enterprises follows a
progressive approach. Drawing on common practices in
foreign countries and combining the current situation in
China, indirect financing can be used as the backbone, and
direct financing can be used as the financing arrangement
for branches. But the most important thing is to refer to
your own actual situation and carry out institutional
innovation to establish a market economy microeconomic
subject.

2.3 .Brief Introduction to Major Financing
Theories at Home and Abroad

The most important thing for an enterprise to achieve
sustainable development is whether it can stabilize the
supply of funds. The following conclusions summarize
and review the research methods and research results of
the financing theory of private enterprises, explore the
building blocks of related theoretical buildings of private
enterprises, and explore future research directions that
have greater value and significance in the financing of
private enterprises.

2.3.1 Myers & Majuf1984 sequential financing
theory model

Myers & Majuf's[13] discussion on corporate financing
shows that, because the information about the supply and
demand of funds cannot fully understand each other, there
is a problem of adverse selection. An enterprise needs a
large amount of funds for the expansion of its own scale or
the implementation of a new development plan to conduct
stock financing. However, due to the problem of adverse
selection, the actual value of the stock will be
underestimated, which will cause the stock price to fall
and the value of the enterprise. Reduced content. When the
price of the stock drops to such an extent that the investor's
future expected return is lower than the funds invested, the
investor will withdraw the funds and no longer invest.

2.3.2 Grossman and Hart's debt guarantee
theory

Based on the agency cost model[14], a more in-depth
study of how financing with bonds can alleviate the
contradiction between corporate decision makers and
corporate shareholders. They believe that in the period
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when the proportion of corporate debt financing is rising,
corporate decision makers may increase the risk of
corporate closure due to various reasons. If the company
goes bankrupt, the decision makers may bear a series of
chain consequences, such as They say that their own funds
have decreased, the company's actual operation rights have
been transferred, and personal reputation has fallen.

3. CURRENT SITUATION AND PROBLEMSOF
FINANCING OF PRIVATE ENTERPRISESIN CHINA

3.1 .Status of Financing of Private Enterprises
in China

The difficulty of financing encountered by private
enterprises also generally appears in the world's financial
markets, especially those small-scale and short-lived
private enterprises, in addition to the use of endogenous
financing, it is particularly difficult to obtain external
funding support, Raising funds is particularly difficult.
Since the reform and opening up for many years, our
government has been working hard to solve the problem of
capital growth and development of private enterprises, and
to solve the bottlenecks of private enterprise development
from both direct and indirect financing. The financing
conditions of enterprises have been greatly improved. But
up to now, the primary source of funds for companies is
mainly banks. But so many years of experience in capital
circulation show that financial institutions with large
amounts of funds are more inclined to give loans to
companies with higher credit and larger development
scales. The existing development of private enterprises is
not enough to get their favor, so from the first The three
parties' financial institutions have raised funds to meet
their own operational needs.

3.2 Existing Problems in the Financing Status
of Chinese Private Enterprises

3.2.1 Unreasonable financing structure and
high cost

The development of private enterprises is basically based
on their own capital accumulation. The proportion of
internal financing in capital far exceeds that of external
financing. The simple form of financing layout may
prevent the long-term development of enterprises.
Furthermore, in external financing, private enterprises
have only one option for bank loans. At the same time,
when the bank lends, all that can be given to enterprises is
short-term loans. Private enterprises enjoy relatively few
preferential policies when lending, and the procedures are
cumbersome, and the guarantees provided by the
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enterprises are also many. All of the above have become a
stumbling block for private enterprises to raise funds.

3.2.2 Reasons for financing difficulties caused
by private enterprises themselves

The products of private enterprises in China have low
technological content, small scale, lack of management
mechanism, and low R & D capabilities. Most of them are
processing companies, only earning low processing costs,
without their own brand effects. Nowadays, as the degree
of opening up to the outside world is getting higher and
higher, the risks associated with it are also increasing. In
order to sell goods between different companies, most of
them rely on price wars to sell goods, which also causes
resources. The huge waste has left companies without the
funds to make their own trademarks and open up their own
world. This makes the bank's borrowing risk even higher,
and the financing difficulty of private enterprises has risen
to another level.

3.2.3 The institutional innovation of enterprises
is not synchronized with market changes

With the rapid development of the Chinese economy, the
development of Chinese private enterprises has entered a
period of rapid growth. At present, China's existing private
enterprises mainly include three models; the first is the
emergence of private enterprises and individual industrial
and commercial households in the early stage of reform;
the second is a group of enterprises formed by the
state-owned enterprise through underwriting and leasing
models; the third is the "company Corporations appearing
after the law was promulgated. At present, the atmosphere
of financing in China's market is very uneven. The most
prominent form is the country's growth strategy and
changes in market conditions. However, because the
system reform of private enterprises cannot keep up with
the changes in the external environment of the market,
unsuitable situations will occur, and the worst will cause
corporate bankruptcy.

3.3 External environmental problems in the
current financing situation of Chinese private
enterprises

3.3.1 High threshold for banks

When a state-controlled commercial bank issues a loan, it
is more about the size and operating efficiency of the
company. The purpose of the loan is not to consider the
future income of the project and the business performance
of the company, but to focus on the business The nature
and scale of private enterprises, even if private enterprises
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are good at business, the credit is still very difficult to
obtain bank loans, private enterprises want to obtain loans
is difficult.

3.3.2 .Mortgage difficulties

Corporate loans still need to be guaranteed, but there are
really few intermediary agencies that can guarantee them.
The few guarantee intermediary agencies are also
relatively small in scale and cannot have sufficient funds
to provide to enterprises. Not only that, most of the
intermediary agencies are set up in large-scale cities, there
are few in small places, and corporate guarantees are even
more difficult. In accordance with their actual interests, in
order to ensure the smooth recovery of loans, banks will
also choose companies with higher credit and better
development prospects. Even if some companies qualify
for the loan, the guarantee is not enough to support them.
There are also some companies guaranteeing each other,
but this kind of guarantee is relatively risky. Assuming
that one of them has an irreparable problem, a series of
companies may be overwhelmed.

3.3.3 Obstruction of financing channels

China's current financing model can be really applied by
private enterprises. Bank loans are still the first choice of
financing for private enterprises. However, the approval of
bank loans is complex, and loans tend to be large and
medium-sized enterprises, and there are fewer loans to
private enterprises. For this reason, private enterprises
should not stick to the existing model and should actively
explore new paths.

3.3.4 The enterprise's credit rating mechanism
urgently needs to be established

The existence of private enterprises in China is relatively
short, and the credit level recorded is relatively rare. In
addition, the development and operation status of the
company, the efficiency of the company's use of funds,
and the professional quality of the company's operators are
difficult to know as much as the external environment of
state-owned enterprises. Therefore, a series of measures
that commercial banks usually use for the credit of
state-owned enterprises are difficult to use in the
investigation of private enterprises[1].
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4. COUNTERMEASURESFOR FINANCING PROBLEMS

OF CHINESE PRIVATE ENTERPRISES

4.1 China's private enterprises should
strengthen their own quality and improve
financing capabilities

4.1.1. Construction of Private Enterprises’
Financing Ability

In order to alleviate the financing crisis of private
enterprises, not only does the state need to establish
relevant systems to improve the ability of corporate
financing, but the enterprises themselves must also make
corresponding changes. Private enterprises should take the
initiative to understand the specific knowledge of
financing and increase the diversification of financing
channels. And we must have a clear grasp of the
advantages and characteristics of our own operations.
Improve the efficiency of the use of funds and rationally
allocate funds to achieve the best use of funds.

4.1.2 Credit building of private enterprises

Private enterprises should continue to carry out self-reform
and improve their own management systems, which can
promote the improvement of corporate operating
efficiency and corporate reputation. If an enterprise wants
to survive the competition, it must increase its own trust.
In this case, when the enterprise raises funds from the
outside world, investment talents have higher trust in the
enterprise, which enables the enterprise to successfully
finance.

4.1.3 Improve the relationship between
businesses and banks

Banks are now a major provider of corporate funding
requirements, so companies should strengthen information
sharing with banks, so that banks can clearly understand
the company's current situation and future prospects,
which can help banks to improve corporate credibility.
grasp. If the cooperation between different private
enterprises in a small area is closer, the credit of the group
can also be used to enhance the development of the
enterprise's own credit so that it can play an increased role.
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4.2 Actively play the role of government
support

4.2.1 Improve corresponding laws and
regulations and establish a credit rating system

One of the most important problems that private
enterprises face in the current financial market is the
asymmetry of information between the two parties. Banks
and other financial institutions cannot make accurate
assessments of whether the credit of private enterprises is
good, and private enterprises cannot provide relatively
effective information. Credentials to prove their
creditworthiness. To this end, the state should build a
bridge of trust between the two sides so that the lenders of
funds have a better understanding of private enterprises,
which is conducive to the smooth financing of private
enterprises [3].

4.2.2 Increased proportion of policy support
funds for private enterprises

Private enterprises have less investment in infrastructure
construction, a single production variety, and inefficient
use of funds, which makes them less resistant to the crisis.
When the financial crisis comes, private enterprises will
suffer large-scale bankruptcy due to insufficient funds. In
addition, because private enterprises cannot repay the
borrowed funds, illegal private loans are used to repay
bank loans, which also increases the risks of private
enterprises themselves. To this end, the state can help
private enterprises to raise funds from various aspects and
reduce the pressure on financing of private enterprises.

4.2.3 Continuously improve the financial service
system

The state urgently needs to establish an institutional
framework suitable for the use of private enterprises,
attach importance to the needs of private enterprises, and
promote the implementation of relevant policies suitable
for financing of private enterprises. The state can also set
up some state-controlled banks that specialize in
responding to loans from private enterprises. It can also
divide the existing policy banks into a department that can
help private enterprises to lend to help private enterprises
get loans smoothly.
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4.3 Improvement of social financial
environment

4.3.1 Establish a credit guarantee system
suitable for private enterprises

Establishing a corresponding credit evaluation system can
effectively help the smooth development of private
enterprise financing, which can be considered from three
places: O For companies with relatively little need for
money financing, you can use the capital and projects of the
enterprise as collateral, and try Gradually forming a
relatively complete system for private enterprise loans; @
In order to further ensure the smooth progress of private
enterprise loans, you can experiment with a government,
enterprise, and financial institution cooperating with a
guarantee institution to establish a guarantee fund to
implement the implementation of private enterprise loans
Guarantees; 3 There are some loans for private enterprises,
which can be tested by multi-family joint guarantees to help
enterprises complete financing smoothly [4].

4.3.2 Actively expand the financing market of
private enterprises

Studies in the more developed regions of the world market
economy show that financing on the stock market is an
important channel for private enterprises. Now, as the
progress of private enterprises has entered a normal track,
more and more private enterprises have taken listing as the
most important item on the corporate calendar, and it is
also the last stage for enterprises to thrive. Private
enterprises with high technological content can be allowed
to enter the stock market for financing. Among these
enterprises, those with promising development prospects
can raise funds through listing.

5. CONCLUSION

The development of private enterprises is based on a
reasonable allocation of capital structure, which provides
sufficient impetus for the further development of China's
future economy. However, since the end of the last century,
private enterprises have faced more and more difficulties.
The difficult financing situation of private enterprises
hinders the development prospects of the enterprises. If
they cannot be solved well, it may cause greater obstacles
to the sustainable development of China's economy and
society. For this reason, based on China's basic national
conditions, proceeding from the actual needs of society,
and good at learning from foreign successful experiences,
it is of great significance for the development of China's
private enterprises to propose specific financing
difficulties.In this article, the author analyzes as many
specific examples as possible, but since the specific
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relevant information of private enterprises is difficult to
verify, only a qualitative description was made during the
analysis.The empirical analysis of this paper has many
shortcomings.
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