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Abstract

This dissertation is to explore the subject of “Financial Deepening”
in a way quite different from the traditional track pioneered by Ronald
McKinnon and Edward Shaw and beaten by so many economist follow-
ers. Inspired by David Ricardo, Irving Fisher and Joseph Schumpeter,
this dissertation claims that capital consists of all kinds of substantial
goods, including manufactures, human resources and natural resources
utilized by human but excluding fiat money, and that the genius of mon-
ey is credit (credibility), and the essence of finance is circulation of cred-
it, and the core function of finance is to allocate substantial capital to op-
timized uses with the vehicle of credit instruments. Based on such ideas,
this dissertation proposes that Financial Deepening is indeed credit deep-
ening, i.e.broadening of credit creation and enhancing of credit (credi-
bility) quality, which means that so long as credit creation bolstered by
credit quality is adequate to carry out the proper allocation of substantial
capital there will be no necessity for the substantial economy to be re-
strained by inadequate money savings or by inadequate money invest-
ment . Positive analysis of historical data of new China from its establish-
ment to the present proves this to be true. Applying the above theory to
regarding the people-to-people unofficial finance, we find that it’s just an
informal way of credit deepening, an adaptation of credit arrangement to
satisfy the special needs of grass — root economy, which deserves to be

recognized and normalized rather than ostracized or even abolished.
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