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Preface

Credit rationing is the principal characteristics of relevant credit
transaction during the development of Chinese economy and the per-
fection of the financial market. Capital constraint is restricting the ac-
tion of concerned agents of the market.

The credit rationing has been an important instrument for the
transmission of monetary policy and has significant influence on the
monetary policy,which has been widely accepted in the academic and
practice fields. Therefore, this dissertation employs synthetically such
fields as the information economics,the contract economics,the system
theory, the industrial economics, the welfare economics, the economy
optimization , the sociology,the game theory and at the same time in-
tegrate domestic and foreign practices tightly so as to conduct a
systematic study on the credit rationing theory,its macro economy per-
formance & micro ~ economy effect of credit rationing, as well as its
elimination methods. Moreover, it is proved that equilibrium credit
rationing arises because asymmetric information and incentive prob-
lems lead to adverse selection effect, moral hazard and costly contract
enforcement problems , even if there not governence. Finally, this paper
contains mainly six aspects of contents:

First , this dissertation outlined research background, significance,
scope , method , framework. Meanwhile , it defined and elaborated sever-
al basic concepts such as credit rationing on size of loan, and on the
number of loan,i. e. equilibrium credit rationing and unequilibrium ra-
tioning. It reviewed and summarized literatures relating to the cause of
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credit rationing in aspects of three major research fields, macro
influence & micro effect, and governance approaches. The purpose is
to direct and arrange the whole dissertation in general.

Second , it studies the cause of credit rationing by endogenously
and exogenously analysis. Disequilibrium rationing exogenously arise
owe to finance administering and government interfering , which interest
rate can not adjust by the relationship. between supply and demand of
credit. There exists excess demand of credit. Banks allocate credit
funds only by the way of rationing. In the same time the model that
Hogman (1979 ) established based on default risk illustrates credit ra-
tioning endogenously arise for minimizing banks credit risk. Which
Bank s expected profit ‘and loss on :credit are introduced into the
model,,and banks taken them into the goal of decision on loan. the
model explain how borrower$ ability to repay which rely on the num-
ber of loan affect banks decision on credit.

Next,the cause of credit rationing is stressed in a context where
adverse seletion and moral hazard lead to equilibrium rationing in Sti-
gilitz &Weiss(SW) model. it makes a further explain why there exists
possibility of backward bending supply curve. Costly monitoring may
lead to credit rationing in equilibrium in an economy- without any ad-
verse selection or moral hazard problems. apart from. asymmetric infor-
mation and incentive problems,not involving information framework.
After we introduced bankruptcy cost and consider the cause of credit
rationing that have been explored in the chapter 2 by way of analysis
-exogenously. it show that interfereing exogenously may make arise en-
dogenously. S)'fmmetric information may cause credit rationing, which
asymmetric information is not necessary condition on:credit rationing.

Third, it explore marco — economy' performance and micro - econ-
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omy effect. Credit rationing lead to fluctuate marco - economy. We ex-
plain potential important role that credit rationing may play in trans-
mission of monetary policy. as well as difference in effect on borrowers
with different quantity loan. This is largely because there are not guar-
antee institutions with a lot of capital in the credit market. Farmers
lack sufficient assets to put up as collateral. The credit market is usu-
ally highly segmented, marked by long — term exclusive relationships
and repeat lending. These features raise credit rationing in the rural
credit market.

Fourth, there are more and more models of evaluating risk and its
available technology. Banks take a active part on use them to distin-
guish from risky and safety borrowers. This paper introduce three clus-
tering. ways on kinds of risky borrowers: K — mean clustering, Neural
Network model for classification algorithms and Fuzzy clustering analy-
sis for mining data. It proved useful that these mddels of evaluating
credit risk mine large data on borrowers financial sheet based on data
with nine financial ratios from 81 firms listed in china.

Fifth is the application of credit rationing elimination or dimin-
ish. For separating from different risky borrowers, banks may adopt
different items to supply borrowers. This paper has investigated the
roles of such factors as guarantee, interest rate,loan scale,and antici-
pated income to self — selection for borrowers in the discrimination of
types of borrowers, as well as their influence on the enhancement of in-
terest rate while mainly perceiving from the angel of credit contract de-
sign and taking into account different credit contract terms. So adverse
selection effect for asymmetric information may be overcome. The
hypothesis of given borrowers credit risk is not binding. As kind of
risky borrowers change as loan quantity. Banks may make a strategy on
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auditing yields randomly. This eliminates credit rationing because of
moral hazard.

Sixth, this paper extends the analysis of eliminating dual credit
rationing : Equilibrium quantity rationing and disequilibrium rationing.
As for disequilibrium rationing, external approachs are usually adopted
to reduce rationing. Designing credit contract for differentiating for
borrowers is used to credit rationing that is caused by asymmitric infor-
mation. But those borrowers with lack of collaterals may form lending
group, this is feasible way to do it.

Both mid — small enterprises and rural borrowers face dual credit
rationing such as equilibrium quantity rationing and disequilibrium
rationing. It require that banks offer credit standard and financial
products, also borrowers improve their condition on credit demand,
even third part take partication in credit market, for example govern-
ment.

Furthermore , some empirical methods are presented.
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