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Competitive “Advance Debt-Collection and Deferred Lending” of
Bank and Default Spread in Group Lending
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Abstract As an important innovation in financial market, group lending has
become a popular solution to financing problems for SMEs. However, its risk has
been exposed since several credit crises happened among SMEs with group lending.
This paper conducted games of incomplete information and used case studies to
analyze the connection between the competitive “advance debt-collection and deferred
lending” and default in group lending. In this paper, we showed that: competitive
“advance debt-collection and deferred lending” of bank would increase refinancing
risk of the firm, increase probability of default, and is an important reason of default
spread. In order to avoid credit crisis among SMEs with group lending, banks should
be more careful in initial credit rating by forbidding limiting firms to join in many
groups and punish those banks who did “advance debt-collection and deferred

lending” ahead of time.
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