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Advance payment financing strategies of supply chains based on price dis—
count

WANG Weni' > LUO Jian-wen’
1. Sino-US Global Logistics Institute Shanghai Jiaotong University Shanghai 200030 China,
2. School of Economics and Management Taiyuan University of Science and Technology = Taiyuan

030024 China

Abstract: Advance payment financing provided by the manufacturer to his supplier can be used to reduce
the manufacturer’ s and the supply chain’ s profit losses resulted from the supplier’ s capital constraints. We
study the optimal operational and financial strategies of the advance payment financing mode and analyze the
impact of the supplier’ s initial capital and price discount rate on the supply chain’s performance. It is shown
that given the price discount rate the supplier would accept the advance payment financing contract if and on—
ly if his initial capital is smaller than a threshold value. If the price discount rate is higher than a critical val-
ue the advance payment financing can restore the supplier’ s production to the level without capital con—
straint; otherwise the advance payment financing can restore the supplier’ s production to the level without
capital constraint and the supply chain’ s performance will not be affected by the supplier’ s capital constraints
only if the supplier’ s initial capital is larger than a threshold value. These results can be used for reference
when firm managers make advance payment decisions.

Key words: supply chain management; capital constraints; advance payment financing; price discount



