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* Abstract

Abstract

The Fifth session of the Sixteenth Ceniral Committee of the Party
and the Plan of “the Eleventh Five — Year” proposed that, building
the socialist new agricultural countryside is one of the most important
historical missions in the modernization process of our nation. We
should proceed from the overall situation of socialist modernization
drive, to make industry nurture agriculture and cities support the cou-
ntryside, and to balance urban and rural economic society develop-
ment. As a key factor in the economic development, the function of
capital investment has been testified by researches of many scholars.
Some scholars argued that the shortage of capital formation was the
root of issues concerning “agriculture, rural areas and farmers” , and
only through acceleratingthe formation of agricultural capital, could
issues concerning “ agriculture, rural areas and farmers” have radical
solution. The plan of “the Eleventh Five — Year” also required that
we should insist the principle of “give more to, take less from and
liberalize the countryside” , increase the incremental investment to-
ward agricultureand rural areas from all levels government, and en-
large the range of rural areas covered by thepublic finance. Whereas
the financial transfer payment is limited, the function of credit capital
for the rural economic development is self-evident, under the situation
that indirect financing is in dominant status in China. But the excep-
tional difficulties of getting loans in current rural areas have been the
“bottleneck” of rural economic development. Therefore, how to find

a solution for issues of credit supporting agriculture, has been a cruci-
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al problem the task of building the socialist new agricultural country-
side must face and solve.

Domestic scholars have conducted a series of researches for the
problem and gained some progress. But by far neither well — grounded
explanations nor rationalization proposals were put forward. Whereas
as early as the beginning of last century, western scholars had noticed
the phenomenon in credit market that borrowers couldnt get loans at
current interest rate even though they were willing to pay the rate.
This phenomenon was defined as “Credit Rationing” , and was gotten
explanations from aspects of availability of credit, factors of risks and
interest rate, implicit credit contract, imperfect information, imple-
mentation of credit contract and legal system. These theories which
mainly took perfect market — oriented economy as research target,
nevertheless, only fit for Chinese countryside to some extent. The
phenomenon of credit rationing in Chinese rural areas during transfer
time need further explanations combining with the special economic
and financial situation in this time.

Drawing on the theory of credit rationing, and using the theories
of information economics, industryeconomics, microeconomics and
rural finance, through the approach of combining micro-analysis and
macro - analysis, function analysis and institution analysis, the article
made an exploratory research for the credit rationing phenomenon in
Chinese rural areas, reasons and restructuring solutions of rural finan-
cial system, basing on related foreign experiences and combining with
economic and financial characteristics in Chinese transfer time.

When analyze the credit rationing problem in Chinese rural are-
as, most scholars focus on analyzing macro-level problems, analyzing
problems of government constraint and institutionalization, such as

government’s macro policies orientation preferringto urban areas and
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industrialization, stipulating upper limit of interest rate, and capital
shortage,, etc. However, the real situation in current rural credit mar-
ket is: in the situation of loosing credit interest rate of commercial
bank and enlarging float range of credit interest rate of rural coopera-
tive credit society, on the one hand the government emphasized to im-
prove the support for credits concerning “agriculture, rural areas and
farmers” , and implemented a series of measures, on the other hand
the proportion of rural credit to the whole credit is decreasing year af-
ter year; On the one hand the government granted agricultural sup-
poni;'e re — lending, on the other hand rural capital flowed out quite a
lot through monetary institutions including rural cooperative credit so-
ciety; On the one hand farmers and rural entefpi'ises are difficult to
get loans, on the other hand the financial institutions are difficult to
issue loans, and a large amount of credit capital is in leisure even in
loss. This explains that the analysis only from macro-level can’t illus-
trate the credit rationing problem in rural areas. Therefore, the article
tries to start from the internal of credit trade system, basing on the
theory of imperfect information and the micro base of credit ration-
ing—the behavioralcharacteristics of financial institutions, mainly
commercial banks, to integrate all kinds of factors of influencing cred-
it rationing into one model, and to analyze the reasons of credit ration-
ing in banks,. the criteria and methods of rationing, as well as the ex-
tent and the range of influences from the factors such as market com-
petition structure, macroeconomic environment, and financial infra-
structures.

Basing on the empirical analysis of the credit rationing phenome-
non in Chinese rural areas, above model illustrates that although the
credit rationing derives from the information imbalance which causes

the commercialbanks have to allot their loans with some criteria, the
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credit market differentiation caused by the “dual economy” during
Chinese transfer time makes farmers and township enterprises be the
object of credit rationing by commercial banks as a whole. But the
underlying reasons which make the credit rationing phenomenon be so
severe, are mainly lying in the disfunction of credit resources alloca-
tion led by the imperfectness of finance syétem, including monetary
institutions deviation of operational objectives caused by internal and
external factors, the oligopoly market structure in Chinese banking in-
dustry, which further leads to the approximate monopoly in rural cred-
it market. In addition, the lack of financial risks compensating, sha-
ring and transferring mechanism, the imperfectness of financial infra-
structures, and so on, further aggravate the extent and range of credit
rationing in Chinese rural areas.

Although the difficulties of getting loans for farmers and mid -
small business are ubiquitous in worldwide range, the problem has
been well solved in some countries. Their solutions can provide expe-
riences and references for our financial system restructuring in rural
areas.

Based on that, the approach proposed in this article for the fi-
nancial system restructuring in rural areas is: applying methods of
combining organizational view and functional view, adapting to multi-
level credit demands of building socialist new countryside, to con-
struct a sustainable diversified competitiverural financial system,
which has clear - positioning, functional complementing, ownership
defining and powerful supervising in commercial financial, coopera-
tive financial, policy —'oriented financial and other types of rural fi-
nancial organizations. Concretely, the solution includes: establishing
competitive banking market structure to increase the overall amount of

credits supply; reforming the commercial banks into stock companies
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and building good company governanceto enhance the power of incen-
tive and constraint; boosting the enthusiasmof seeking high income at
high risks, improving the ability of providingcredits for the risky rural
credit market; taking economic measures such as taxation and subsidy
to elicit more credits supply for rural areas from commercial banks;
improving the ability of supporting rural credit through deepening the
reform of rural cooperative credit society; heightening the agricultural
support of policy — oriented finance, in which the more important is-
sue is to establish credit warranty institutions and agricultural insur-
ances to share and transfer the risks of financial institutions, thereby
to increase financial institutions * enthusiasmof offering rural credits,
other than issuing policy — oriented credits directly; strengthening the-
financial infrastructures to enlarge the scale and depth of credit mar-
ket.
The main creative contribution of this article lies in;

First, the article tries to start from the internal of credit trade

system, basing on the micro foundation of credit rationing mainly
the behavioralcharacteristics of financial institutions under imbalance
information in credit market, to explain the credit rationing phenome-
non in Chinese rural areas, which is different from that of previous
most scholars who focused on macro-level to analyze the government
constraint and systematic problems when they analyzed the problem of
credit difficulties in Chinese rural areas.

Second, existent credit rationing theories basically made the a-
nalysis from only one aspect when they were applied to explain the
reason of credit rationing.. The article integrates all kinds of factors
producing and influencing credit rationing into one model, and illus-
trates the interrelations among these factors. With emphasis on analy-

sis of micro basis, at the same time analyzes the influence of macro
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environment on the behavior of micro subjects.

Third, the article illustrates the process of credit rationing for the
first time, and analyzes the criteria and methods of credit rationing,
as well as the function of collaterals, relationships between banks and
enterprises, asseis scale, social credit, regulation of credit interest
rate, legal system, and information share mechanism etc in credit ra-
tioning. When analyzes the behaviors of rural financial institutions,
the article does not just analyze the phenomenon in the light of surface
phenomenon, but diagnoses the deep-level reasons behind the phe-
nomenon, such as commercial banks restricting authorization to basic
units, funds deposited in higher-level banks by lower-level banks,
behavioralof “stint loan” etc.

Fourth, the article applies some methods such as department a-
nalysis, survey research and econometric models to conduct empirical
test for the credit rationing phenomenon and rationing extent in Chi-
nese rural areas.

Fifth, the article points out the rural credit rationing roots in that
imperfectness of information makes credit rationing exist as a long-
term equilibrium, and the credit market differentiation caused by the
“dual economy” during Chinese transfer time makes rural areas as a

~ whole be rationed on credits. At the same time, some problems that
exist in rural financial system, such as monetary institutions’ deviation
of operational objectives caused by internal and external factors, the
oligopoly market structure in Chinese banking industry, which further
leads to the approximate monopoly in rural credit market, the lack of
financial risks compensating, sharing and transferring mechanism, the
imperfectness of financial infrastructures, and so on, result in the dis-
function of credit resources allocation in rural financial system, further

aggravate the extent of rural credit rationing and enlarge the range of
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credit rationing in Chinese rural areas.

Sixth, the article stresses that the restructuring of rural financial
system is an integrative and comprehensive project, and the reforms
for all factors influencing the function of credit resources allocation in
rural financial system should be conducted synchronously. We should
found the rural financial system on the base of market - oriented
mechanism, foster real market — oriented economic subjects, and cre-
ate a fair — competition financial market environment. At the same
time we should give full play to the governments functions of amen-
ding circumstances that the market doesnt work and offering financial
infrastructures, and improve the support of policy — oriented finance
toward rural areas. The article also proposes to perfect the supervision
to banks to promote the efficiency of credit resources allocation, ba-
sing on the analysis of problems in current banks supervision which

have aggravated indirectly the credit rationing in rural areas.

Key words; Chinese Rural Areas; Credit Rationing;
Rural Financial System; Restructuring



