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Abstract

Microfinance can be classified into microcredit in a broad way, which is the re-
sult of diversity and sustainability of microcredit finance. By introducing the good ex-
perience of microfinance abroad, China has built its own microfinance mode through
the process of poverty fighting and development. By the end of October in 2010, 2
348 microfinance companies have been established, which has been increased by 4. 7
times than two years ago, at the same time, the microfinance industry has absorbed
24 742 people, accumulated 15. 21 billion RMB yuan as the paid - in capital, offered
loan of 16. 23 billion RMB yuan, and made a profit of 7. 3 billion RMB yuan.

With the soaring development of microfinance company, it has become an indis-
pensable part of the credit markets. As a beneficial attempt to help the economic
growth of rural areas, also it is a bold try for resolving bottle — neck facing SME finan-
cing. Microfinance company not only provide an equal opportunity to make folk cap-
ital flow into financial field, but also have a profound effect on broadening the depth
and breadth of finance market, assuring the flexibility and efficiency of credit supply
in rural areas, increasing income of urban and rural people, producing employment,
maintaining social stability and so on. According to Chian’s MFI Competitive Report
in 2010, among 1 425 microfinance companies, the enterprises whose agriculture —
related loans are more than 50% accounts for 53. 14% of all the enterprises. Ranking
all the microfinance companies according to the percentage of agriculture — related
loans, the rates of agriculture - related loans in the top 10 companies are all above
80% , the microfinance company support agriculture, the preliminary results have
shown.

Through on - the — spot investigation of 20 rural microfinance companies inJiangsu
province, we found some universally existing issues such as unreasonable structure of
shareholder, insider control, the incentive - restricted mechanism deficiency, exterior
governance mechanism imperfect and so on. We must note that some of microfinance in-
stitutions lack normative corporate governance structure. Firstly, shareholders often does
not have financial experience, although they are universal few and rich. These sharehold-
ers always hope microfinance companies to be beneficial according to their previous ideal
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which guiding their respective industry operation. Meanwhile, the operational scale of
some microfinance institutions is so small that the function of board is not clear, and defi-
ciency of independent directors. A lot of microfinance institutions’ shareholders dispatc-
hing professional manager to lead whole company.

This book is against the realistic background that microfinance companies are de-
veloping very quickly throughout the world and they have done a great contribute to
getting rid of the poverty. By looking back on our country’s MFIs’ development histo-
ry, we confirmedly approve the great efforts that domestic microfinance companies
have done in serving the rural areas and adding to the formal financial system. Also,
objective analyses about the embarrassment place in industry that rural MFIs faced
with, nowadays, is given in the book, as well as unusual certain on prospect, lacking
follow — up funds, nothingness in supervision, tax preference, credit recruiting sys-
tem haven’t being implemented, etc.. This article hold the opinion that when asking
for institution supplication and external backup, microfinance companies should move
a further step to perfect their corporate governance structure, practicing hard and reg-
ulating the operation, so as to promoting the sustainable development of MFIs.

Since the organization and management of MFIs becomes the most leading edge
in international researching area, the current researching achievement is not suffi-
cient, and the conclusion is immature, discussion group used and integrated relevant
research achievement about domestic and foreign corporate governance as well as mi-
crofinance. We reconsider Chinese rural MFls’ development situation from the view-
point of corporate governance. After picked up 200 rural MFIs in Jiangsu for research
samples, we used SPSS, EViews, Minitab and many statistical and quantitative soft-
wares, synthesized various kinds of demonstration, and analyzed the function of cor-
porate governance structure of MFIs on improving the business effectiveness.

Through investigation this article claims that, in respect of internal governance
mechanism, the inspire effect of ownership and wage has not been extensively exerted
onto management. Thereby, inspire efficiency does not achieve its optimum. As to
arrangement of board structure, the research illustrates, the optimum scale of board
derived intrinsically within a specific company environment; the larger number of
people does not necessarily mean the better. Moreover, a female president or general
manager can enhance the stability of microfinance company, thereby, improve the op-

erational performance. Although the regime merging presidentand general manager in-
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to one position increases the freedom and improves the performance of operation, the
authorities do have reasons. to restrict it considering the stability. In terms of the ar-
rangement of ownership structure, both collectiveness or decentralization of the first
share holder’s ownership lead to the improvement of operational performance. Howev-
er, the overwhelming collective ownership results in the increase of loan ratio.

For exterior governance, the functioning restriction of legal system and financial
regulation aroused from microfinance company’s own identity has lead to inapplicabili-
ty of current accounting system and financial policies, and then the deficiency of com-
plete and unite information disclosure mechanism. For internal market competition,
the unclear orientation and long - term insufficiency of financial institutions has
caused the lack of effective competition in rural financial market. In the meantime,
the bureaucratic administrative appointment system has sharply decreased the mobility
and modifiability of rural financial manager. The product market and manager market
could not fully extend their ability of exterior governance of microfinance company.

According to conclusions of relevant research, this book gave policy recommen-
dations to further improving their internal governmental mechanism, construction of
rural financial markets, and positively promote microfinance companies to involve in
the credit system, etc.. All of these efforts have been done to guide the practice of
rural microfinance companies effectively, force the microfinance companies to have a
healthy development so as to play its social role on supporting and benefiting farmers,
and make a further move on improving the rural financial system to promote a new so-
cialist countryside construction and regional economic development.

Key Words: Micro - financial ; Corporate Governance Structure; Contract The-
ory
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