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« Why access to financial services is important
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 Rural areas in China can benefit from more
access to financial services
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* But, the potential pitfalls should be avoided
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. Access To Financial
Services Is Important
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Globally, There Is Overwhelming Evidence
That Financial Development Is Associated
With Stronger Economic Growth.
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— Cross country studies
I
— Firm level studies
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Financial Development Is Important
For Growth In China Too.
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Ayyagari, Demirguc¢-Kunt, and Maksimovic (World
Bank Policy Research Working Paper 4465): In
China, financing from the formal financial system is
associated with faster firm growth. (Bank financed
firms grow on average 6 percent faster.)
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Does Broader Access To Financial
Services Help Reduce Inequality?
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» Theoretically and anecdotally, this is not necessarily the case:
A person who has a good business plan and gets access to
financing will do better than the others in her neighborhood.
This will raise inequality.
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. ThIS view is supported by a powerful claim by Kuznets (1955):
iInequality increases in the early stages of economic
development. Evidence from developed economies support
this claim.
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Evidence Suggests That Improved Access To Credit

Tends To Lower Household Poverty And Inequality.
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« At the micro level, there is some evidence that
microfinancing helps the poor, but the evidence is

not overw welming
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« At the macro level, there is strong evidence that
Improved access to credit tends to lower household
poverty and inequality.
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A Significant Part Of This Benefit
Seems To Come From “Spillovers”
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 Increasing access to credit by small firms and nonpoor
households leads to faster growth.
NARMPAAE ST N S BE SR B (S DY H aa BE0n0, SRR 20 5F LA B
PR B

« The very poor benefit from increased employment
opportunities and rising wages. For example, Ms. Zhu sets up
a small firm that processes peanuts, and hires those in the

village who want to work in this firm with wages higher than
what they would have earned otherwise.
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Both “Absolute” Poverty And “Relative”

Poverty Decline.

* Pro-poor growth:
AHT 75 N
— In absolute sense: when income growth rates of the poor broadly match the

growth rate of the economy and as the economy grows families graduate
beyond the poverty threshold.
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— In relative sense: when income differential narrows.
A E X E, BN ZE G0/

« Financial development generates pro-poor growth in both senses
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— Beck, Demirguc¢-Kunt, Levine—2007

— A natural experiment: India bank branching during 1977-1990.
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Also, Better Functioning Financial

Systems Help Equalize Opportunities
AT RO &R R RE A B T L& B P

* |n response to rising inequalities, many income
redistribution policies are geared toward equalizing
outcomes
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« Good access to financial services equalizes the
opportunities available to households and firms
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Access To Savings And Insurance
Services |s Also Important
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* Many in China save to ensure that they can
survive a catastrophic event, like natural
disasters or death in family. This limits
consumption.

AR BEL TS G0 B AN K FEBOE TSI, T2

TE AT S AR R . KR T 7H 9%

11



ll. Rural Areas In China Can
Benefit Fromn More Access
To Financial Services
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Anecdotes Indicate Demand For

Financial Services
o AR Bk S R
N

— A hard working farmer in Jiangxi Province building an orange orchard.
TLVE4E — 24 )57 AR R A A
— A head of household buying a house.
— KL TR =
— A young man speculating in the stock market.
FRARGEIEE T
To insure against catastrophic events
T DRI ME
— The new orchard owner in Jiangxi.
ANIP P S TSN
To consume
N T
— A father wedding his daughter.
S IR GIR: DAY E
— A young man enjoying video games.
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Smaller Share Of The Deposits Is
Invested In The Rural Areas
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Ratio of Loans to Deposits

(In percent)

State Commercial Banks Postal Bank and RCCs
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The CBRC Encourages Lending To

Small B
HE I BN )

usinesses
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 The Guidelines on Banks’ Credit Businesses to
Small Businesses (promulgated in July 2007)
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— Emphasizing cash flow capacity over formal

collateral

WA, BaniIl<einslfe
— Requiring banks to open departments specifically

on small business len

ding
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Informal Financial Services Exist In China, But
They Are Associated With Slower Growth
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Informal financial services
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— Loans from family and friends

MG BEAT A AR BLEAS Bk

— Money lenders

AR A

— Informal banks

FIER R HRAT
Firms using formal bank finance grow faster than those financed from alternative
channels (World Bank working paper #4465).
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The high cost of credit from informal financial services could justify the benefits of
microfinance.
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But, Measurement Of Access Remains A

General Problem: Need To Collect More Data
(B, BTSRRI R — A — ki 8, TR 5 % 1 B3

Use = Access
fi FHANSE T U3
« Some may be voluntarily excluded
— a7 Al RE 2 H IR PR
« Those that are involuntarily excluded differ, and require different policies to
be included:

AR B ISR 5 A0, RO A AN, F7 EE AR BUR
— Not enough income or too high risk
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— Social, religious, or other discrimination

o, FHEIABE AR

— The outreach too costly
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— Cost of financial services too high
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lll. The Potential Pitfalls
In Providing Access
Should Be Avoided
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History Is Replete With Financial Crises
3 58 7o i R i Al

* |In China, the nonperforming loan buildup in 1990s
2020 Q0FARH AN K DT 3K ) HEAR

* The savings and loan crisis in the United States
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* The ongoing global financial turmoil

= AR LS
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Nonperforming Loan Buildup in the
1990s in China

201t £290FRA P B AN B B sk i HEAR

Strong investment growth in early 1990s.
2020904 AU I Bt 9 I o £

Directed lending dominant.
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NPLs in the financial system surfaced in mid late 1990s as the economy
slowed down.

ﬁéﬁ%ﬁ%ﬁ?iﬁﬁ&%, SRR R AN KB R BUAE 201 22 904E AR S I T 4R T F
KT -

By 2002, NPLs in Chinese banks totaled about Y 2.5 trillion, after the
transfer of Y 1.4 trillion worth of NPLS to asset management companies.
Rural Credit Cooperatives had more than Y 500 billion worth of NPLs.

(EE PR FI RIS T4 G A SRS, 1120026, AfE i
A RS 3ErE2.5 51070, RAE G EE A R BYEGE 1 5000147C.
Total cost of the cleanup so far is about Y1.8 trillion.
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The Savings and Loan Crisis In The
United States
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During 1940s — 1970s, S&Ls promoted home ownership by extending

mortgages.

%%@ﬁﬁﬁﬂm@ﬁ%@,@ﬁﬁmﬁﬁﬁﬁ,%gﬁﬁmwﬁﬁT%E%ﬁ
s <

But deposit interest rates were controlled, so when inflation picked up, S&Ls lost

deposits and incurred large losses.
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In 1980 an 1982, S&Ls were allowed to expand their business activities to riskier

areas, and deposits were insured by the government. S&Ls took over too much

risk. There was no “market discipline”.
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In 1989, government bailed out the whole industry. Total cost about $150 billion

(Y 1 trillion)

19894F, BURX AT R . B BA£11500123670 (1440 .
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The Current Global Financial Turmoil

The rate of seriously delinquent loans rose from 6 percent to 9 percent between
the second quarter of 2006 and the second quarter of 2007.

20064 5 AL 2200745 LR, FHEIEA LT EEREN6% LT £9%.

A modest increase in delinquent subprime mortgages (an additional $34 billion).
IRBARIR DB 2 A Bk (G hn 13401236 70)

The $5d7 trillion U.S. financial system was disrupted and worldwide financial turmoil
ensued.

YHMEIAST T AL IS TTI) 56 I R Aa RIE BIRIA, 2B E N e shwm b2 Bk
Lax, if not fraudulent, underwriting practices in subprime mortgage lending largely
explain this increase in delinquency.

IR RARABE AR - L R AN R IV A U - AR EAEAR KA T S 20T 3B A g
But the impact on financial markets and economies far exceeds any expected

losses from mortgage foreclosures because of the new linkages in the financial
markets.
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Areas To Consider In This Course
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— How to improve contractual and informational frameworks?
WHAT 5 RIS B AESE ?
Price

— Are interest rate floors and ceilings appropriate?
AN PR RS A ?

« Regulatory environment
HAR=EIN:

— How to handle the tradeoff between promoting more competition and reducing
unsound credit provision?

URART A AT $ 1 5
* Role of the government

FR D B ANFS AR A5 3 2
BRI AEH]

— Are state credit guarantee schemes appropriate?
55 LR 22 2 a5
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In Sum
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Access to financial services is associated with stronger growth.
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Accels_ts to financial services is also associated with better opportunities for
equality.
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Positive “spillovers” are important.
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The rural sector could benefit from more access to financial services.
AR i X ] SRR 22 () e Rl Ik 55 T 3R 7

Measuring properly the level of access is important.

P 5 i 7 F < B IR 55 PR AR IOK AR 2

Increasing access is a difficult balancing act. There are pitfalls with
potentially serious consequences.
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* Asli Demirgug-Kunt, Thorsten Beck, and Patrick
Honohan, 2008, Finance For all? Policies and Pitfalls
in Expanding Access, The World Bank, Policy

Research Report

- FARAT BRI IR Y. (Finance For all? Policies
and Pitfalls in Expanding Access) ,2008 .

25



