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Foreword

Since the implementation of “Farmer Specialty Cooperatives
Act” in 2007, farmer specialty cooperatives ( Hereinafter re-
ferred to as cooperatives) develop rapidly. It is difficult for coo
peratives to obtain loans from formal financial institutions be-
cause of liquidity inadequate. This gave birth to cooperatives
conducted within the various forms of mutual funds business.
“Central Document Number one ” of 2009 and China Banking
Regulatory Commission and Ministry of Agriculture jointly is-
sued “The opinion about completes farmer specialty cooperatives
financial service work” . The document encourages those coop-
eratives that have the condition to develop credit cooperation. In
practice, credit cooperation of cooperatives is at the initial stage
and its development regularity and the movement mechanism
need to be researched. This topic has the important theory sig-
nificance and the practice significance.

This book is research achievement that the author presided
Soft Science Research project of the Science and Technology De-
partment of Hebei Province in 2010. The project was study on
management and risk control to Farmers funds mutual coopera-
tives in Hebei Province. This book is postdoctoral research
achievement that the author study in Economics and Management
College of China Agricultural University during postdoctoral. It

has consistency in research framework and analysis of logical
- 1 *
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with the book—The Study of Chinese Farmer Specialty Coopera-
tives” Development Rules and Movement Mechanism (It is pub-
lished by the China Agriculture Press in 2008) .

This book takes property right theory and farmer coopera-
tive economy theory as theory basis. On the widespread investi-
gation and study and in the typical survey foundation to China’s
cooperatives fund mutual situation, it has conducted five as-
pects; foreign rural cooperative financial development experi-
ence, present situation of China’s farmer funds mutual coopera-
tives, social benefits and development trends analysis the move-
ment mechanism and risk management research, development
countermeasure suggestion,

About foreign rural cooperative financial development expe-
rience, this book introduces five models. They are unit pyramid
model represented by German cooperative banking system and
the Netherlands Rabobank, Multiple composite model represen-

y

ted by American, “The two whip ” model of the semi-official
semi-member represented by French Agricultural Credit Mutuel
Bank, “The two two three” model represented by Japan and Mi-
crofinance in Bangladesh. 1 have summarized the cooperative fi-
nancial experiences from the point of the historical development
view.

About its present situation, China’s farmer fund mutual
cooperatives have feature of a small-scale distribution and scat-
tered. Mutual funds use mainly in agricultural production in-
puts. Its internal management are standardized but have not le-
gal identity. It has eight models. Main problem are fuzzy under-
standing, no prominent purpose, not sufficient in sources of
funds, operating risks existing hidden, managers lack of finance

« 2.



Foreword

professional knowledge and lack of support come from external
environment etc.

About its social benefits analysis, this book uses evaluate
microfinance framework for the discussion of social benefits in
common international and analyse its social benefits from six as-
pects of the value, cost, depth, breadth, scope and durability.
In terms of customer value, cooperatives fund mutual community
changes farmers funds “ saved more loans ” situation for a long
time, promotes the farmers’ savings direct investment to the ru-
ral economy, improves single supply channels of financial
services in rural areas and farmers loan difficulties. Farmer funds
mutual cooperatives support farmers to venture based on the lo-
cal entrepreneurial and increases the economic benefits. In terms
of customer costs, it is lowest for farmers to obtain loans in
farmer funds mutual cooperatives in a variety of loans. In terms
of depth, more than 30, 000 farmer funds mutual cooperatives
scattered in various villages of the country like a spark. But it is
small scale and few members. Their borrowers range are 60% to
invest in the development of modern agriculture, 30% to support
entrepreneurial farmers’ income and 10% to meet the farmers’
production and living urgently needed. As its have a alternative
and complementary function to formal financial, have ability of
self-development and financial self-reliance, enhance the level of
regional social capital accumulation and good operating efficien-
¢y, farmer funds mutual cooperatives have a strong capacity for
sustainable development. Its development tendency is to estab-
lish the fund mutual unites society, countryside fund cooperation
society, and bank and fund mutual union.

About the movement mechanism and risk management re-

a3
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search, we must pay attention to three things in order to guaran-
tee its healthy development. Firstly, we should consummate the
legal person management structure which is composed by the
fund mutual member congress, the cooperatives council and the
board of supervisors. Secondly, we should strengthen the man-
agement of mutual fund. Mutual funds should adhere to credit
compliance principles, the principle of small dispersed. propor-
tional total multiples of control, necessary to guarantee and risk
control. Credit of mutual funds implements the credit business
access system. Credit interest rates should be based on relevant
national regulations and regulations, combined with the principle
amount and the loan term to formulate the development level of
lending rates. Credit approval process implements the “three
separate systems” which includes pre-approval before the loan,
control in credit process and inspection after loan. Thirdly, the
risk management of mutual fund should be strengthened. The
fund mutual cooperatives are facing the fund risk, the force ma-
jeure risk, the credit risks and the operation risk in management.
The risk supervisory mechanism's three goals are to protects the
member’s benefits, to reduce systematic risk and to promote co-
operatives’ healthy development. In line with careful supervision
principle and comprehensive supervision principle, supervision of
cooperatives’ funds mutual implements the exterior supervision
and the internal government develops simultaneously. The exte-
rior supervision should defer to 7 contents which the Banking
Regulatory Commission stipulated to supervise strictly. Internal
risk control should take the council as the core venture decision
mechanism, withdraws the legal bank reserve against deposits
and the risk preparation and regular information public an-

LI RS



Foreword

nouncement system.

About its development strategies, cooperatives fund mutual
community should adhere to the “four principles” that are coo
perative principles in mind, financial closure principle, geograph-
ic regional principle and security policy on the run. It is impor-
tant to strictly follow “the four red lines” that are not cross-re-
gional business, suck shares not save, internal not external, not
paying a fixed return. Government should enhance strengthen
the the normative building, given the economic support policies
and strengthen regulatory. The normative building includes to
clear management departments, to strengthen registration man-
agement, operational guidance and advocacy training. In order to
achieve sustainable development, cooperatives’ funds mutual
should be developed steady so as to reduce risk, regularly opera-
tion to become formal financial sector, to rely on agricultural in-
dustry to develop an integrated cooperatives.

Thanks for professors in College of Economics and Manage-
ment of China Agricultural University. They are my cooperation
mentor Professor Xiuging Wang, Professor Haifeng Xiao. Yong-
fu Chen, Laping Wu, Wei Si, Kaiwen Feng. Their suggestions
take an important role for this book. Because I have little talent
and less learning and have limitation to realize problems, please

counterparts and scholars criticize the wrong point of view in the

book.
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