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Abstract 
Since 2008 a series of financial policies have been introduced, microfinance 
development has entered a new stage. As a branch of microfinance, micro-
credit also ushered in a significant opportunity for rapid development. 
Commercial Banks, microcredit companies and other financial institutions 
have launched microcredit products for small and micro businesses and indi-
viduals. After a period of practice, there are a lot of problems remain to be 
solved. By analyzing the development stage of microcredit in China, this pa-
per explores the existing problems in the development of microcredit in Chi-
na and puts forward relevant suggestions on the premise of distinguishing the 
concepts of microfinance and microcredit. 
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1. Introduction 

From 2005 to 2018, Chinese government and regulatory authorities strongly 
supported the development of microfinance business, regional small and me-
dium-sized banks. On one hand, the domestic microfinance business was facing 
an important opportunity and receiving a lot of attention from the whole socie-
ty; on the other hand, microfinance business development is limited by various 
aspects. However, in the favorable policy situation, Chinese microcredit business 
will enter a stage of rapid development. 

2. Concept 

Microfinance refers to a series of financial services such as loans, savings, remit-
tances, insurance and currency payment, etc. that particularly provided to 
low-income families and small and microenterprises [1]. 
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Microcredit is a type of “microfinance” and mainly focuses on the microfin-
ance activities for the rural people with low-income. 

3. Stages of Development 

In 1993, Chinese Academy of Social Sciences copied and carried out the experi-
mental model of microcredit of Grameen bank of Bangladesh, which started the 
microcredit activities in China. Up to now, microcredit service has existed for 26 
years in Chinese financial market and can be divided into three following stages: 

3.1. First Stage (1994-1998) 

This stage was the experimental stage. International institutions such as the 
United Nations development fund for women, Hong Kong Oxford and etc. be-
gan to provide various assistance programs to China through microcredit from 
the 1980s. And the poverty alleviation program launched by the Chinese acade-
my of social sciences in four project experimental sites in 1993 marked the offi-
cial launch of China’s microcredit activities. 

Funded by Ford Foundation, Grameen Trust and Canadian Funds, China’s 
first poverty relief agencies, namely the cooperatives for poverty alleviation 
which adopting Grameen bank’s microcredit experimental model (GB model for 
short) was established by the rural development institute of Chinese Academy of 
Social Sciences in Hebei Yixian county in 1994, Ever since, the microcredit 
business was conducted as an independent financial service in China [2]. 

Based on previous experience of Yixian county, the United Nations Develop-
ment Programme (UNDP) carried out a series of projects of microcredit in 1995 
in 48 counties of 17 provinces and four large and medium-sized cities like Tian-
jin in China. This is one of the largest microcredit projects in China assisted by 
international organizations. 

In September 1996, sponsored by the UNDP, the World Bank and the Ford 
Foundation, rural development institute of Chinese Academy of Social Sciences 
held an international seminar on “Microcredit for poverty alleviation” in Beijing 
which turned out to be a great success. Participants reached a consensus on the 
positive role microcredit played in poverty alleviation, and later on, poverty al-
leviation work using microcredit set off the first climax in China. 

In 1998, the Poverty Relief Office of the State Council clearly put forward 
“microcredit” as the main form of financial poverty alleviation loans at the na-
tional poverty alleviation work conference. 

3.2. Second Stage (1999-2004) 

The second stage can be considered as a stage for the full participation of gov-
ernment financial institutions and the institutionalization of various projects. In 
1999, rural credit cooperatives began to offer microcredit and group loans to ru-
ral households. It was the first government bank in China to offer microcredit to 
farmers. Under the supervision of The People’s Bank of China (PBOC), Rural 
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Credit Cooperatives (RCCs), spreading throughout the country’s villages and 
towns, have become the largest microcredit practitioners in China. 

With the transformation of economic development and the upgrading of indus-
trial structure, a large number of laid-off workers are faced with the difficulties of 
re-employment. To meet their financial needs, since 2002, the central government 
has encouraged local and provincial governments to establish re-employment 
guarantee funds to help laid-off workers to maintain self-employment with these 
funds. As a result, the microcredit market has spread from rural to cities. 

3.3. Third Stage (Since 2005) 

This stage marks the standardization and institutionalization of microcredit. In 
2005 cooperating with rural credit cooperatives, The People’s Bank of China in-
vested or opened microcredit companies in the province of Sichuan, Guizhou, 
Shanxi, Shaanxi and Inner Mongolia and the number of which reached 8,133 
with the credit scale of 95 billion yuan. The rapid development of microcredit 
companies was very important to financial poverty alleviation [3]. 

Since 2010, The People’s Bank of China, China banking regulatory commis-
sion and other regulatory authorities have formulated relevant policies and 
documents in support of microcredit on a very frequent basis. In such circums-
tances, with the support of local governments, the microcredit in China has ex-
perienced rapid development and it gradually grew into a multi-level and plura-
listic market pattern with commercial Banks, rural commercial banks and rural 
credit cooperatives as the dominated power and new type of rural financial in-
stitutions and microcredit companies as the supplementary to provide service 
mainly to small businesses, the micro enterprises and individual enterprises and 
farmers, etc. 

By the end of 2018, the balance of the inclusive finance loans was 13.39 trillion 
yuan, 13.8% year-on-year growth and 5.3% higher than that at the end of last 
year. For the whole year, it increased by 1.62 trillion yuan, an increase of 695.8 
billion yuan over the previous year1. 

4. Problems of the Development of Microcredit in China 

Microcredit has proven positive effects in upgrading agricultural industry struc-
ture, diversifying of financial institutions, and meeting the loan demand of mid-
dle-and low-income groups. However, there still some problems remain. 

4.1. Imbalance between Supply and Demand 

Main customer group of microcredit business consists of micro enterprises, ur-
ban entrepreneurs, self-employed, re-employment personnel, a large number of 
migrant workers and, farmers whose main source of income is from agricultural 
production. The loan demand of them usually has the following characteristics: 
small amount, high frequency and urgency, high risk and low return which re-
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sult, in high costs of pre-lending review and post-loan monitoring, high risk and 
low willingness for financial institutions who focuses on safety, efficiency and 
liquidity in daily financial operations. 

4.2. Risk Prevention Mechanism Is Not Sound 

Microcredit has been applied as a rural poverty alleviation pilot project with the 
purpose of supporting the poor population and developing the economy since it 
was introduced to China. However, it has not established a sound credit system 
which leads to a slow development for several reasons. 

First, main clients of microcredit are small-and-micro businesses and farmers 
whose mortgage property lacks of high quality and credit record. What’s more, 
microcredit is often unsecured, which leads to a high risk for the institutions. 

In addition, the microcredit system in China is modified from the GB bank in 
Bangladesh whose core lies in the regular repayment position and the group 
center meeting system to control risks. However in China’s case, it demands the 
lender to pay off the load within the agreement tenancy at one time, so the group 
center meeting system cannot be effectively implemented, and the mutual pro-
tection function is also missing which increase the credit risks. 

4.3. Small-and-Micro Enterprises Bear Higher Loan Costs 

Due to the dispersion of position distribution and small business volumes, the 
small-and-micro businesses, as estimated, own five times of the average man-
agement cost of commercial Banks for loans than large enterprises. As a result, it 
is difficult for many branch institutions to profit in a short term. Moreover, Mi-
crocredit is often with smaller amount and shorter loan terms which lead to 
greater workload and higher operation costs. And mortgages with low qualities 
usually result in high loan interest rate or credit loans which increase the fi-
nancing costs [4]. 

4.4. The Non-Performing Rate of Agriculture Loans Is High 

In China, microcredit is largely applied to poverty alleviation in rural areas and 
has a high non-performing loan rate. At the end of 2018, the non-performing 
loan balance of rural commercial bank was 535.4 billion yuan, and the 
non-performing loan ratio was 3.96%. In the same period, commercial Banks’ 
non-performing loans reached 2.03 trillion yuan, with a non-performing loan 
ratio of 1.83%. The non-performing loan ratio of rural commercial bank is much 
higher than that of commercial bank2. 

5. Policy Suggestions 
5.1. Policy Supports 

Referring to foreign experience, the governments should provide more favorable 
tax and exemption policies to reduce taxes and interest rates, to improve capital 
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usage, to adopt differentiated long-term preferential measures and to lower the 
threshold limit of interbank lending market. Moreover, preferential treatment in 
terms of business tax and income tax should be given to financial institutions 
with good performance on and microcredit to increase their enthusiasm of mi-
crocredit business. 

At the same time, private capital and foreign institutions should be encour-
aged, to create a moderate competition in the financial environment, and to 
build a diversified microcredit organizational system. 

5.2. Credit Guarantee System 

Financial institutions should establish diversified pricing system based on cus-
tomers’ credits rather than complete on the collateral, and improve the propor-
tion of co-insurance, mutual insurance and credit loans to strengthen the inno-
vation of financial products, and improve risk control and hedging ability. 

At the same time, the governments should complete the credit information 
system of enterprises and individuals, and build credit investigation platforms to 
disclose credit records of enterprises and individuals legally to facilitate financial 
institutions’ dynamic monitoring of small-and-micro enterprises and farmers’ 
credit status. 

5.3. Credit Rating Mechanism 

It is very important for financial institutions to accurately assess credit risks of 
small-and-micro enterprises and farmers to maintain safe financial operation. 
The establishment and improvement of a credit rating system can reduce the 
management cost and credit risk of financial institutions. 

Drawing on the experience of international and professional institutions, 
scientific assessment methods should be adopted to objectively evaluate the cre-
dits of small-and-micro enterprises and farmers, and these data could be used 
for credit inquiry. At the same time, it is very important to build an honest in-
vestment environment by improving the popularization of microcredit know-
ledge, the credit awareness of the market entities and the quality of microcredit 
practitioners through frequent, standardized and systematic compliance educa-
tion. 
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