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Abstract

As an important component of incremental reform in China’s
rural financial markets, the establishment and development of
country banks is also critical for the re-deeping of China’s rural
financial markets. However, the premise for a country bank to
fill the voids and promote the competition in rural financial
market is its own sustainable development.

Now the government-led reform has unfastened the control
of access to rural financial markets, worked out the plan for
country banks’ development, and provided fundamental
assistance. Nevertheless, the basic rules of market economy
should be observed, the sustainable development of country
banks should be treasured, differential and inductive policies,
rather than compulsory plans or order should be implemented to
encourage and promote country banks’ development.

At the aim of achieving sustainable development, a country
bank should both choose a suitable niche market and control its
risks, including credit risks, operational risks and systematic
risks.

Faced with multi-level and multi-dimensional demands in

China’s rural financial market, the current supply is through a
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single and monopolistic channel with low efficiency. Only with
the growth of multi-level and multi-dimensional supply, the rural
financial markets can reach the optimal multi-equilibrium. Even
as an important part of the incremental supply, country banks
cannot satisfied all the rural financial demands. Based on
comprehensive analysis of demand, supply, and the future trends
of China’s rural financial markets, we argue in this book that,
the main niche market for country banks should be in the
countryside, not in county towns. But the targeted customers
should be chosen by country banks according to the local financial
environment and their own preference.

Information asymmetry, special risks, little acceptable mortgage
in rural areas are the principal sources of credit risks for country
banks. Based on game theory analysis, we believe that, in
addition to industrious information collection and internal risk
control, country banks, with the purpose of controlling credit
risks, should introduce credit supplementing mechanisms. These
mechanisms include improving mortgage system, introducing
professional guarantee institutions and the third party source of
information in rural areas, undertaking group lending, and
promoting the establishment of credit rating system.

There are some characteristics of country banks’ operational
risks, such as happening frequently, many a little making a
mickle, and etc. Some sources are common for all rural financial
institutions, but others are unique only for country banks. Based

on a mixed game model, we argue that improving incentive



Abstract 3

mechanisms is crucial to fuel the positivity and initiative of
country banks to control operational risks. In addition, country
banks should rectify their business philosophy, upgrade their
personnel quality, set up scientific and reasonable business
process, internal control and supervision, and increase their
technological input.

It is a prospective study to research on country banks’
systematic risks. Large-scale natural calamities and market risks
are the main sources of their systematic risks. To control
systematic risks, country banks should introduce risk sharing
mechanisms, such as maintaining the practice of requiring banking
financial institutions as their core sponsors, accelerating their trans-
regional expansion, utilizing commercial risk sharing mechanisms,
and establishing the explicit deposit insurance system.

Country banks in China cannot perform sustainably without
support and regulation of government. Country banks need
deregulation, preferential policies, but even more urgently, they
need the government to improve the ecological environment in
rural financial markets. To improve classified regulation upon
country banks, the regulators should refine the detailed rules,
strengthen the basic regulating units, upgrade and popularize

technology, and etc.
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