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Preface

The Third session of the Seventeenth Central Committee
of the Party summarized that, increasing farmers’ income,
building the modern agriculture and modern countryside are
the most important historical missions in the modernization
process of our nation. As a key factor in the economic
development, the function of capital investment has been
testified by researches of many scholars. In my opinion,
finance should play the greatest role in improving the status of
agriculture, rural areas and farmers. In rural China, capital
flows to city from the countryside, on the other side, farmers
and rural enterprises couldn’t receive needed loans. What can
we do to promote the expansion of the supply of rural financial
services?

The topic of this book is how to reduce the magnitude of
credit rationing in loan market in rural China? Our task is to
answer the follow questions. Why the commercial banks in
rural China choose to ration credit? Which factors play the
important role in decision of commercial banks in rural China?
How to measure the existence and magnitude of credit
rationing in rural China? What can the financial supervisor do
to reduce the magnitude of credit rationing in rural China?

e 1 .
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In this book, we discuss the rural finance in China from
the credit rationing phenomena. Credit rationing represents
the existence of excess demand equilibrium in credit market.
In the 1960s, the subject of credit rationing is the focus of a
considerable body of theoretical analysis. The researchers
wanted to answer the following question. Is it rational for
commercial banks to ration credit by means other than price in
the loan market without ad hoc price rigidity? Many research
work on credit rationing based on an information-theoretic
approach, some work used the theory of labor contracts, and
some showed how the development in the theory of option can
be used on the topic of credit rationing. Among these research
works, the work by Stiglitz and Weiss demonstrated that
credit rationing may persist in equilibrium using information
based models, their argument means the credit rationing by
commercial banks is rational.

The theory on credit rationing is meritorious for this
paper. Despite these theoretical efforts, there remains little
consensus about how to reduce the credit rationing for the
rural poverty and how to explain the huge difference of
magnitude of credit rationing in rural between the developed
countries and developing countries. In fact, the theory on
credit rationing couldn’t explain the credit rationing exactly in
rural China because the institutional difference of the loan
market. In China, research works on credit rationing in rural
China are scattered. There remains disputability on credit

rationing in rural China. In this paper, a new perspective on
« 2.



Preface

credit rationing named the “financial system” perspective
which includes financial organizations and financial
environment may be required for a difference from others
perspectives.

The methods for research in this book includes theoretic
and experiential methods, macro approach and micro
approach, also includes dynamic and equilibrium approach.

The main contents in this book could be summarized as
the following: First, the evolvement of the financial system in
rural China has been reviewed. Since the people’s republic of
China was born, the financial system in rural China has
evolved for more than half of century. The inefficiency and
waste could be found in rural financial organizations which
may own to the repressive and distorting financial policies.
Now, the repressive financial policies begin to be abandoned
gradually. Second, the character of credit rationing in rural
China has been described, also the means of credit rationing
which banks use. There remains both disequilibrium credit
rationing and equilibrium credit rationing in the commercial
loan market in rural China in current. The disequilibrium
credit rationing is reducing gradually. The commercial banks
ration credit by many nonprice requirements such as collateral
requirements, guarantee requirements, loan maturity,
maximum loan sizes, mandatory savings, etc. Lacking of
guarantee is universal in rural China which could explain most
farmers and rural enterprises couldn’t receive loans. In rural
China, the magnitude of the rural particular applicants to
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whom commercial banks may not lend at all is more than that
of loan-size rationing. Third, I have measured the magnitude
of credit rationing in rural China. The last, I have explained
the phenomena of credit rationing in rural China from both the
rational commercial banks and rural economic and societal
environments,

The following four aspects maybe is the new idea in the
book.

First, a new perspective on credit rationing in rural China
have be used for a difference from others works. The different
perspective profits to analyze both financial organizations and
financial ecological environments, The theory on credit
rationing has pay much attention to the micro financial
institutions which avails explaining the reason of financial
institutions used to ration the credit, While the wide gap of
rural credit rationing in China not only needs a micro method,
but also a macro method. So, the angle of view in this book is
system which includes the financial institutions and the rural
financial ecological environment,

Second, four tests empirically have be made in this paper
in which some proxy measure approaches were developed in a
creative way that couldn’t be found in existent research works:
@ 1 have test the impact of constrictive finance policies
includes rising the bench-interest on magnitude of credit
rationing in rural China. I have employed the proxy measure
by the proportion of loan which the rural got during 2004—

2008. T concluded that the magnitude of credit rationing in
o 4.



Preface

rural China became bigger in the period of 2004—2008 and the
money policy which is favorable to the rural credit cooperatives
(RCCs) could promote the expansion of the supply of farmers.
Many rural enterprises have no access to formal credit service
which could explain that the money policy which is favorable
the rural credit cooperatives (RCCs) couldn’t promote the
expansion of the supply of rural enterprises. @1 have tested
the magnitude of credit rationing in rural China by
investigation at random in rural of several provinces in China.
This book would show that the magnitude of credit rationing
of farmers must exceed 50%, and the magnitude of that of
rural enterprises exceed 76%. @ 1 have developed the
analyses on regional difference of credit rationing in rural
China by multianalysis approach empirically . The result is
that obvious regional difference of credit rationing in rural
China could be found. The magnitude of credit rationing of
farmers in developed provinces in the east is lower than that in
developing provinces in the middle and west of China.
Including the rural enterprises, the magnitude of rural credit
rationing is inclined to bigger than others in where there are
many rural enterprises or high proportion of farmers in
population. @ The last of experiential analysis is on regional
difference of rural financial ecological environment in China
includes important factors such as economic aspect, legal
aspect, the culture of repayment and the loan market
structure.

Third, the article illustrates the reasons and factors of
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credit rationing in rural China. In the course of China’s
economic transition, the objective of commercial banks
changed to the profit maximization from a multiple objectives,
including economic goal and societal goal. The evolution of
objective of commercial banks leads to the decline of rural
credit. And financial reform in rural China was delayed for
several years which should be undertaken to reduce the rural
lag in financial sector development. These are why the gap of
credit rationing in rural China be widened gradually.

Last, pamphleteer argues that the self-adjusting of micro
rural financial institutions should be done for adaptation the
rural financial ecological environment, such as the loan
technical innovation,

After all, this paper must have some weaknesses.



