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Abstract: Small suppliers often face challenges to obtain financing for their operations.
Especially in developing economies, traditional financing methods can be very costly or
unavailable for such suppliers. In order to reduce channel costs, in recent years large buyers
started to implement their own financing methods that intermediate between suppliers and
financing institutions. In this paper, we analyze the role and efficiency of buyer intermediation
in supplier financing. Building a game-theoretical model, we show that without buyer
intermediation, traditional supplier financing can be inefficient and can significantly reduce
supply chain performance. Using data from a large Chinese online retailer and through
structural regression estimation based on our theoretical analysis, we demonstrate that buyer
intermediation induces lower interest rates and wholesale prices, increases order quantities,
and boosts supplier borrowing. We further demonstrate that on average the retailer
overestimates the demand by 6.8% in 2012 and 13.4% in 2013. Using a counterfactual analysis
based on our empirical analysis, we estimate that the implementation of buyer intermediated
financing for the online retailer in 2013 improved channel profits by approximately 18.3%,
yielding more than S68M projected savings.
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