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Abstract

Ordinary financial theories state that there exists positive correlation be-
tween financial development and economic growth, and financial development in
rural area is an important premise of agricultural economy growth. However, ru-
ral finance is the weakest link in the whole financial system in China, there ex-
ists unique phenomenon in Chinese financial development termed as “mystery of
Chinese rural finance”, this phenomenon is especially remarkable in Ningbo
prefecture which is characterized by farmer entrepreneurship and rural industri-
alization and whose development mainly relies on private economy. Private econ-
omy in Ningbo prefecture grows rapidly without sufficient formal finance supply.
It is a puzzle worthy of probe how Ningbo’ s private economy obtains growth, and
the puzzle how Ningbo’ s private economy breaks urban-rural dual structure and
impels productive factors to gather to cities and towns for participating in indus-
trialization and thus attains economic growth also deserves probe.

This research takes informal finance as the visual angle to explain the mys-
tery of private economy growth in Ningbo prefecture, and this research makes
empirical test with regard to informal finance and its efficiency in Ningbo prefec-
ture from the angle of credit demand of farmers and minor enterprises. The Find-
ings of empirical research include: (1) Under certain framework for rules, the

extent of financial deepening of informal finance has positive correlation with



| 2 ROtmiENERSTIE

output of minor enterprises in Ningbo prefecture. (2) Under certain framework
for rules, the extent of financial deepening of informal finance has positive corre-
lation with increase of farmers’ income. And therefore it is deduced that infor-
mal finance has positive correlation with private economy in Ningbo prefecture.

By means of this research, the author realizes that capital-push growth
mode is the major mode of economic growth in Ningbo prefecture, effective folk
borrowing and lending is the important source of Ningbo’ s economic growth, and
high efficiency of capital distribution directly promotes formation of capital and
economic growth. Under the framework for theory of “Mackinnon-Shaw” , infor-
mal finance is considered as an inefficient arrangement for financing, and it is
thought unimportant in both mature market-oriented economy countries and de-
veloping countries. Nevertheless, analysis of this thesis shows that the above
viewpoint doesn’ t completely conform to the reality of informal finance and pri-
vate economy in Ningbo prefecture. Based on conclusion of empirical analysis,
the following viewpoints are pointed out; (1) Informal finance as induced insti-
tutional transition is a system innovation in order to gain potential profit which
can not be achieved under formal finance, informal finance should not be a tran-
sitional system arrangement in China. (2) Informal finance market plays an in-
dispensable role and its function is not replaceable in the process of evolution of
agricultural financial structure. (3) Informal finance should not be simply a
supplement for formal finance, but should be a necessary financing pattern that
is compatible with formal finance. (4) Under certain framework for rules, infor-
mal finance should be granted legal status.

At present, informal finance market is still not completely competitive or

efficient, it needs normalization and guidance.

Key Words: Informal Finance, Minor Enterprises, Farmers,

Ningbo Prefecture
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