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Abstract 
With the rapid development of my country's economy and society and the growing 
maturity of the capital market, joint-stock enterprises have become the main form of 
enterprises in today's economic market. The source of capital of an enterprise cannot 
just rely on the personal contribution of shareholders. In order to ensure that the 
enterprise does not get into trouble during the operation of its capital, the enterprise 
often conducts external debt financing. The article analyzes the game between creditors 
and shareholders from multiple perspectives in order to achieve an equilibrium result. 
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1. Background Introduction 

From the perspective of shareholders, they want the highest return on their investment in a 
certain period of time, and debt financing can bring high-yield opportunities for this. Debt 
financing, on the one hand, can relieve the pressure of capital during the operation of 
enterprises, and on the other hand, enterprises can also obtain leveraged benefits brought by 
debt financing. After an enterprise obtains funds from creditors, in order to obtain high returns, 
there are often two approaches. First, invest these funds in high-yield enterprises, that is, 
gambling investments, but high-yield is often accompanied by high risks, and enterprises have 
to bear The huge cost of capital that cannot be recovered; second, multiple debt financing means 
dilution of equity, the result of which will lead to excessive pressure on the company to repay 
the principal and interest, and the total value of the company is determined by both owner’s 
equity and liabilities. When the debt capital of the enterprise is greater than the total value of 
the enterprise, the creditor will apply for bankruptcy and liquidation of the enterprise in order 
to stop the loss in time. However, in real life, despite the high risk of debt financing, the benefits 
brought by it are often temptations that shareholders cannot resist. 
From the creditor's point of view, all they want is to recover the principal and interest. In most 
cases, the principal and interest are unchanged. Under the condition that the income remains 
unchanged, shareholders naturally hope that the risk of this investment will increase. Low is 
better. Therefore, they least expect companies to have the above two practices, namely, 
investing in high-risk projects and repeatedly raising debt. 
Therefore, there is a contradiction here. Shareholders hope that they can invest a certain 
amount of funds to get more returns, and creditors hope that the funds they lent to enterprises 
can be recovered with minimal risk. Most companies tend to gain the benefit of financial 
leverage. However, excessive debt financing undoubtedly brings greater risks to the company. 
At the same time, the increased repayment pressure of the company has also brought greater 
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pressure to creditors to recover their loans. risks of. There is a certain conflict of interest 
between creditors and shareholders. Smith and Warner (1979) [1] studied the conflict between 
shareholders and creditors based on agency theory. When the interests of enterprise managers 
and shareholders' interests are unified, managers of indebted enterprises will have great 
incentives to implement the management policies and strategies that are beneficial to 
shareholders but not beneficial to the realization of creditors' interests. According to the pair, 
there are four types of agency conflicts between creditors and shareholders-dividend payments, 
claim dilution, asset substitution, and underinvestment. Regarding the limited liability of 
shareholders, Ren Jun (2009) [2] pointed out that the investor's personal property is separated 
from the property invested in the company. Once the company goes bankrupt or fails to pay its 
debts, the shareholder's liability will not exceed his investment. Therefore, the liability to 
creditors is limited. From the perspective of accounting information, the research of Lu 
Zhengfei et al. (2007) [3] believes that although some creditors (such as banks, etc.) have 
information advantages that other creditors do not have, that is, there are more ways to obtain 
more information of enterprises (such as On-the-spot research), however, the accounting 
information released by the company is the best way to understand the company, with fast 
speed and low cost, so accounting information plays an important role in alleviating conflicts of 
interest. This also provides ideas for the research of this paper. 
In real life, on the one hand, the accounting information disclosed by enterprises is often not so 
comprehensive, and sometimes there are cases where financial information is falsified, 
deceiving the relevant stakeholders of the enterprise; on the other hand, the financial 
statements disclosed by enterprises are generally divided into monthly reports, Quarterly 
reports, semi-annual reports, annual reports, etc. are periodic, but companies will use some 
methods to make the content disclosed in the financial statements confusing. For example, 
companies pay off debts before the financial statements are disclosed, but after the statements 
are disclosed, Large amounts of borrowing, and the lag of corporate financial statements. 
Therefore, it is very limited for creditors to understand the financial situation of enterprises 
through financial statements, but to understand the financial situation of enterprises through 
other methods, the cost is too high, so the protection of the interests of creditors is imminent. 
In reality, a contract is often signed between creditors and shareholders to ensure the interests 
of creditors through some measures. After protection, creditors can effectively guarantee their 
legitimate rights and interests through the law. There are two main ways to resist the 
shareholder's tortious behavior. First, when it is found that the shareholder has the intention 
of transferring wealth, it will refuse to provide debt financing to it; The restrictive contract 
terms, such as the method of depreciation of fixed assets, the level of assets and liabilities, etc., 
can also provide some measures in the contract to prevent them in advance. 

2. Complete Information Static Game Between Corporate Creditors and 
Shareholders 

Assuming that the market is in a state of complete information, both shareholders and creditors 
are rational persons, pursuing their own interests to maximize, and both make decisions at the 
same time. Due to the conflict of interests, the two are in a non-cooperative relationship, and 
the game is a non-cooperative game. The following is the analysis process of the complete 
information static game between shareholders and creditors: 
Suppose two players 1 and 2 are shareholders and creditors, respectively. Player 1, the 
shareholder, has two pure strategies, namely S1={do not perform the contract, perform the 
contract}; Player 2, the creditor, also has two pure strategies to choose from, namely S2={agree 
to borrow, not agree to borrow}. 
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When the shareholder fulfills the contract and the creditor agrees to borrow, the shareholder's 
payment is fx, and the creditor's payment is F; when the enterprise fails to perform the contract 
and the creditor agrees to borrow, the shareholder's payment is f, and the creditor's payment 
is -F; When agreeing to borrow money, both payments are 0 regardless of whether the 
shareholder performs or fails to perform the contract. x represents the risk benefit lost by the 
shareholder due to the performance of the contract. Note: x<f<F. As shown in the following 
figure [Figure 1] 
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Figure 1. Game situation 1 
 
Suppose there is only one game, that is, long-term cooperation is not considered. From the 
shareholder's point of view, once the creditor agrees to borrow the loan, the shareholders will 
be inclined to receive the income of f compared with the payment of -F, and will not perform 
the contract, so that the creditor's payment will be -f; from the creditor's point of view From 
the point of view, if you do not agree to borrow, you will neither lose nor make a profit. If you 
agree to borrow, you may get the payment value of F. But since the creditor knows that the 
shareholder will not perform the contract, the creditor will not agree to the loan. 
Suppose there are countless repeated games, that is, long-term cooperation is considered. The 
rules are as follows. If the shareholders can perform the contract for a long time, the creditor 
and the shareholder will ensure a long-term cooperative relationship; once the shareholder 
fails to perform the contract, the credit of the enterprise will be affected, and the creditor will 
not lend to the shareholder. Then the analysis is as follows: Assuming that the market interest 
rate, that is, the discount rate of shareholder dividends, is i, the annual dividends that corporate 
shareholders can get are f-x. Using the calculation method of the present value of the annuity, 
when (fx)/i<f, that is, when the sum of the present value of the dividends (fx) distributed by the 
shareholders for performing the contract each year in the future is less than the income f 
obtained by the shareholders for failing to perform the contract once, the shareholders There 
is an incentive not to perform the contract. Therefore, when the market interest rate i>(f-x)/f, 
the shareholders will choose not to perform the contract; on the contrary, in order to maintain 
a long-term cooperative relationship with the creditors, the corporate shareholders will 
definitely choose to perform the contract. Conclusion: When i<(f-x)/f, the game between the 
two players will reach a Nash equilibrium, that is, {perform the contract, agree to borrow}. 
Therefore, creditors must understand the market and the internal information of the enterprise 
clearly before borrowing money from the enterprise, so as to prevent the invested funds from 
going away or returning. There is an opportunity. 

3. Incomplete Information Static Game between Corporate Creditors and 
Shareholders 

Assuming that the creditor has already lent to the enterprise, and the market is in incomplete 
information, the strategy combinations of the players are pure strategies. Player 2, the 
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creditor's strategy, becomes S2={accept, not accept}, that is, accept the behavior of the 
company's shareholders, and do not accept the behavior of the company's shareholders. When 
not accepting the behavior of shareholders, the creditors will have two main expenses. On the 
one hand, it is the cost of rights protection when the company's shareholders fail to perform 
the contract, and on the other hand, it is the cost of research and investigation of the company's 
financial information. The behavior of the shareholders, when the shareholders of the company 
do not perform the contract, the creditor's payment is Fcs, and the shareholder's payment is fb 
(b represents the penalty cost that the shareholders need to bear when they do not perform the 
contract). If the shareholder performs the contract, the creditor's payment is only F-c, and the 
shareholder's payment is f-x. If the creditor accepts the behavior of the company's shareholders, 
there will be no expenditure in the above two aspects; when the company's shareholders fail to 
perform the contract, the creditor's payment is -F, and the shareholder's payment is f; when the 
company's shareholder performs the contract, the creditor's payment is F, The shareholder's 
payment is fx. 
As shown in picture 2: 
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Figure 2. Game situation 2 
 
Assuming x<b, f-x>f-b. When the creditor chooses to accept the behavior of the shareholder, the 
creditor guesses that the shareholder has the motive to choose not to perform the contract. As 
a rational person, the creditor will not choose to accept the behavior of the shareholder; the 
company shareholders guess that the creditor will not choose to accept, so the shareholder will 
have the motive to choose to perform the contract. , At this time, the shareholders will have the 
motive to choose to accept the company's behavior because of the cost of collecting information; 
and once the shareholder chooses to accept the shareholder's behavior, the shareholder will 
have the motive to not perform the contract; when the creditor guesses that he accepts the 
shareholder's behavior, the shareholder has the motive to choose not to perform the contract. 
It will not choose to accept the behavior of the shareholders; the company's shareholders guess 
that the creditors will not accept it, ... At this time, the game cannot reach the Nash equilibrium. 
Conversely, when x>b is assumed, f-x<f-b. When the creditor chooses to accept the behavior of 
the shareholder, the creditor guesses that the shareholder has the motive to choose not to 
perform the contract. As a rational person, the creditor will not choose to accept the behavior 
of the shareholder. Because f-x<f-b, the shareholders of the company guess that the creditor 
will not choose to accept it, so they will choose not to perform the contract. At this point, the 
game reaches the Nash equilibrium {do not perform the contract, do not accept}, and neither 
the shareholders nor the creditors have the motivation to change their choices. 
Therefore, in real life, unless the cost of the creditor's rights protection is too high, the creditor 
will choose to accept the shareholder's non-performance of the contract; otherwise, the 
creditor will not accept the shareholder's tortious behavior. 
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4. Can Pure Strategy Games Reach Nash Equilibrium? 

After the above analysis, we know that when x<b, the game between creditors and shareholders 
is in a predicament that cannot reach equilibrium. In real life, the choice of players is often 
affected by various factors, so The strategy set of the players will not be just pure strategies, but 
mixed strategies. At this time, there is a certain probability that the creditor will accept or not 
accept the behavior of the enterprise, and the shareholders will perform or not perform the 
contract. 
In today's era of rapid economic development in China, the development of corporate financing 
is also getting faster and faster. In order to meet the requirements of rapid development, 
companies need to raise funds through equity and debt financing. Therefore, the conflict of 
interest between shareholders and creditors is also stand out. Therefore, how to alleviate the 
conflict of interest between creditors and shareholders has become the focus of attention. After 
reading the literature, I found that creditors are in a weak position. First of all, before creditors 
decide whether or not to lend to the company, they use financial statements to understand the 
company's financial status, and a company's financial statements usually fail to reflect the true 
nature of the company. The problem is that the shareholder meeting is the first to deceive; 
secondly, once the shareholder fails to perform the contract, the creditor can only face the risk 
of not getting the principal back, because the use of rights protection measures is usually 
accompanied by high costs, and the creditor can only choose to accept the behavior of the 
shareholder. 
So, how to protect the interests of creditors in such a critical situation? We can take a series of 
measures to reduce the probability (1-m) of shareholders not fulfilling the contract: 
(1) Require the enterprise to provide property guarantee, once the enterprise goes bankrupt, 
the creditor will not suffer loss of interests; 
(2) The protection clauses for creditors should be listed in detail in the contract. For example, 
when the company sells major property, conducts a new round of debt financing, and invests 
in high-risk projects, it must obtain the consent of the creditor. The contract can also stipulate 
that the company will borrow money. investment scope, etc.; 
(3) requiring creditors to submit financial reports to creditors in a timely manner to facilitate 
their understanding of the financial status of the enterprise; 
(4) The government should also play an important role in protecting the interests of creditors. 
For example, when creditors fail to perform the contract, they should be severely punished, that 
is, increase b, so that shareholders dare not touch the red line, so as to ensure the interests of 
creditors; 
(5) Multi-stakeholders of the state and enterprises put forward requirements together, 
requiring enterprises to improve the accuracy of financial information, and vigorously resist 
the emergence of false financial information. 
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