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Abstract

The title of the thesis is the Research on the Rural Financial De-
velopment in China. In this thesis, I am trying to probe for the essen-
tial questions in the process of rural financial development in China.

The so ~ called “Sannong” problem is the current situation faced
by agricultural industry, rural community and the peasants in China,
with its typical symptoms being successive income decline of peasants,
shaky foundational status of agricultural industry, and enlarging gaps
between rural and urban communities. One of the main causes of the
problem is that the current rural financial arrangement in China has not
satisfied the rural economic actors’ financing demands. It is of great
importance in reality to do research on this topic.

In recent years, the theory of financial deepening and financial
development has made great progress, emphasizing the financial fac-
tors’ contributions in economic growth and development. But it is un-
avoidable that these theories having shortcomings in explaining the dif-
ferent developing countries’ financial phenomena. How to adapt these
theories into China’ s realities and serve the purpose of solving the fi-
nancial problems faced by China’ s rural communities, is of great theo-
retical significance.

The theoretical circles in China are passionately engaged in the

studies of direct financing markets and their instruments, hoping that
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only through the development of direct financing markets will the fi-
nancial development problems of China be solved. On the contrary,
indirect financing markets and institutional arrangement are of great
importance in China as well as in the most countries in the world. In
order to explore some insights on the topic, it is of essential necessity
to do research on the financial intermediaries in rural China.

The thesis is composed of the introduction, chapter one to six and
concluding remarks. The introduction part illustrates the purpose and
meaning of this research, the methodology adopted, and analytical
framework of the research. Chapters one to six are the main parts of
the thesis. The concluding remarks give the suggestions on the general
arrangement of rural financial intermediaries, with the reference to the
innovations as well as shortcomings of the thesis.

Chapter one is concerned with the development of the theory of fi-
nancial intermediation. The theory of financial intermediation first of
all breaks through the neglect of neoclassical economics’ paradigm of
financial factors’ contribution in economic development. With the pro-
gress in information economics, the theory of financial intermediation
has made a lot of achievements, offer us useful instruments in analy-
zing financial intermediation’ s efficiency.

Financial Deepening and Financial Restraint theories specially
concern with the problems faced by the developing countries. Finan-
cial deepening theory gives priority to the interest rate liberalization,
regarding the state interference as the main cause of financial depres-
sion.

Financial Restraint Theory not only definitely ascertains the
state’ s role in financial development, but also asserts that developing

countries’ governments must create the rent opportunity for the private
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sectors, especially for the financial sectors, in order to promote these
sectors into development, while laying emphasis on the interest rate
control, and the order of the financial market liberalization.

The policy implications suggested by the financial restraint theory
are the discrete decisions, that is to say, government must adminis-
trate the economy according to the concrete economic conditions. But
the theory has not given the definite answer to how to accommodate to
the changing conditions. So it is of ambiguity for the developing coun-
tries how to supplement financial restraint policies. In order to grasp
the very problems of rural financial development, the new analytical
paradigm should be created out of the mentioned theories.

In chapter two, institutional background of the rural financial de-
velopment is presented. Section one regards the dilemma faced by the
so —called “Sannong” as the result of both market failure and govern-
ment failure. Section two describes the process of financial reform in
China, with the conclusion that the present financial arrangement of
our country being the monopoly by the state — owned intermediaries.
The financing needs by “Sannong” is prejudiced by the state — owned
intermediaries.

Section three deals with the peasants’ behavior of saving and
consumption. The high saving rate of the peasants under the condition
of decreasing income apparently contradicts with orthodox theory, but
in fact it confirms the institutional change happened in the reform peri-
od. The loan demands of the peasants are insufficiently satisfied by the
formal financial intermediaries, with the result of resorting to the infor-
mal financial intermediaries. Section four discusses the financing diffi-
culty faced by town and village enterprises (TVEs) , and enumerate its

micro and macro causes.
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Chapter three explores the contradictions faced by the commer-
cialization reform of the Agriculiure Bank of China (ABC) and its du-
ty of supporting for the agricultural industry prescribed by the govern-
ment. Section one describes the reasons for the contradictions, section
two illustrates the weakness of overcoming information asymmetry con-
fronted by the ABC, with the help of the financial intermediation mod-
el developed by Diamond ( Diamond, D. W. , 1984, Financial Inter-
mediation and Delegated Monitoring, Review of Economic Studies,
51, 393 ~414 ), section four probes for the efficiency of the state in-
terference, emphasizing the appropriateness of the state interference.
Policy suggestions are presented in section five: the current commer-
cialization reform of the ABC is not correct. Under the present situa-
tion, the reform should be limited commercialization, that is to say,
the ABC must be offered enough state subsidies in order that it could
give sufficient support for the “Sannong”. Within this limitation the
ABC should be commercialized.

In chapter four, the development of the Agricultural Development
Bank of China (ADB) is discussed. Section one deals with the status
of the ADB, regarding it as a policy bank for agriculture. Section two
illustrates the evolutionary process of the ADB. Section three describes
the dilemma faced by the ADB, and enumerate its causes as inappro-
priate asset structure and limited liabilities origins. Section four con-
cerns with the solving methods of the dilemma, with the help of the
theoretical model set up by Beatriz Armendariz de Aghion ( Beatriz Ar-
mendariz de Aghion ,1999, Development Banking, Journal of Devel-
opment Economics, Vol. 58 (1999) 83 ~ 100). Section five intro-
duces the experiences and achievements acquired by the Development

Bank of Japan, with the aim of drawing some lessons from its financial



