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Large Market of Demand FEsKilidmE kK

More than 60% people are living in the rural areas, which
are dominant in market demands; There are poor people in
urban areas as wel
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The poor population under the poverty line standard of
world bank (the income of 1 dollar per day): Approx 120
million people (10% or so in the total population)
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Rural poor population under the poverty line standard of
RMB850, the current annual income per capita in our
country: Approx more than 80 million people
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There are mainly six major six Microfinance Programs in
our country:
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«Program 1: The micro loaning funded by the international
institutions as a short-term “program” . The monetary
amount is approx. RMB 1 billion.
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-Program 2: The government—dominated (Government+Bank)
micro loaning funded by the discount government loan and
the poverty reduction loan of agricultural bank. The
monetary amount is approx. more than RMB 20 billion
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There are mainly six major six Microfinance Programs in
our country:
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Program 3: The farmer family micro credit loaning with
deposits of rural credit cooperatives and sub—loan of
Central Bank of China. The monetary amount is approx.
more than RMB 200 billion
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«Program 4: The “micro guaranteed loan for laid-off and
unemployed people” operated by the urban commercial
banks as required by the state authorities since the end
of 2002 to set up the guarantee funds.
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There are mainly six major six Microfinance Programs in
our country:
FRIE F AT A NSRBI ¢
«Program 5: The poverty aid Microfinance program conducted by
official financial institutions through competitive tender,
with the financial interest subsidy trialed by the government
in 200 poor counties since 2004. According the current
realities, this program is conducted jointly by the rural
credit cooperatives, government poverty aid office and
financial organs.
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«Program 6: The trial program of incorporation of commercial
“MCIs” invested by private capital conducted in 5 provinces
and areas since the end of 2005.
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Overview of Microfinance in China: Supply
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% Basic requirements for MCI Trial:
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There are no more than 5 investors (shareholders); loaned
funds=funds owned by shareholders; the targets are
farmers, individual operators and micro enterprises, the
interest rate of loans up to 4 times of benchmark interest
rate. The local government took the lead to set up the
trial coordination team for management and register with
industrial and commercial authorities, which is expected
to be approved to obtain limited financing sources based
on favorable operation in the future.
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Overview of Microfinance in China: Supply
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In general, the MCIs in China include:
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1. The ad hoc institutions (office) that are established for bilateral or
multilateral programs to manage and operate the foreign-aided funds.
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2. The folk institutions that carry out the Microfinance poverty aid programs.
2. R RPHUR SE M/ MU DRI H -

3. The ad hoc institutions established by the government to manage and operate
the poverty aid program of poverty aid discount micro loan.
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4. 'l'}le financial institutions that operate the Microfinance Programs directly.
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%5. The government and financial organs (commercial banks for urban areas, rural
credit cooperatives or agricultural bank for rural areas), join efforts to
operate_the micro loan. - - ) )
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*6. The pr 1\L\LL (mncd institutions that are built as the trial for
commercialized M
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The government has considered the Microfinance as a powerful measure for poverty aid to

households, poverty alleviation, farmer family loan and micro enterprise loan
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The government has strict policies on Microfinance activities in terms of: legal status,

interest rate, and deposit of institutions, etc. Currently, the interest rate of loans

has been loosened and up to four time of the benchmark interest rate
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The programs (poverty aid or commercialized Microfinance programs) that use the non

government funds for operation, currently stay at the stage of allowed “trial”
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‘l‘he present policy envlronment and management level of operational programs also fail to

dispose the financial institutions and international institutions to invest more funds

in the micro loan
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For the time being, China have no ideal credit environment or sound credit reporting

system
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Success of Microfinance in China
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= The central and some local governments have realized the value
of micro loans promptly

w RS BORAR PRI TR BN DRI

» The central and local governments join efforts with the state
financial institutions to take the Microfinance as a tool for
poverty aid tasks and farmer family loans
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w By utilizing the authority and organization institutions of the
government, manpower, material and financial resource,
Microfinance has covered a great number of farmer families and
poor people, including women. However, many farmer families and
poor people could only directly get very limited fund support

in the past
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Success of Microfinance in China
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Chinese government and financial institutions are willing
to understand and borrow ideas from the successful
Txperience and noteworthy lessons of international micro
oan.
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In general, the government encourages the trial of

poverty aid Microfinance under certain circumstances.
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Over the past decade, the Microfinance has served tens

million of rural families.
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Success of Microfinance in China
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= Three programs (government-dominated ones, international-funded
ones and rural credit cooperatives) have created positive
economic and social benefits for the rural people.
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= Some international—funded poverty aid Microfinance programs
managed by the semi-government institutions or fol
institutions (regardless of its small number) have made
achievements both on the poverty aid and the full
responsibility of institutions for profits and losses, which
make very positive sense to the development of sustainable
poverty aid micro loan.
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w *The later three Microfinance programs set out since 2002 are
being kicked off and trialed at the present and have achieved
initial efficiency
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Weakness of Microfinance in China
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Issues on External Weakness of
Policy Environment Microfinance Project
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Weakness of Microfinance Issues on External

Policy Environmen

in China B [E/]» %FIFI "Rﬂ\,@}fl‘ PRBCR A

= The regulations and policies of the government don’ t fit in the
development of micro loan, e.g. non financial institutions are
illegal to operate the micro loan, cannot be registered, but even are
taxed
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= that the government doesn’ t encourages the flexible policies to
trial and develop the \1jc1rqﬁnancc in a continuous or consistent way
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= The government strictly restricts the interest rate of loans for the
govcrnmcnt dominated programs

R AR T A ] SRR

. "Ihc local governments are often in unharmonious relationship with the
financial (or micro loan) institutions
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Weakness of Microfinance Issues on External

Policy Environmen
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competition among MCIs
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= The international-funded programs with favorable flexibility in
interest rate may only take the form of short-term trial but not

ope
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d by financial institutions
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= The government and the banks haven’ t researched or borrowed
sufficiently or take a suspicious attitude toward the international
successful experience in using the Microfinance to develop the
sustainable credit poverty aid activities
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= The government worried about the reoccurrence of similar problems or
influences of the SEA financial crisis and rural cooperative foundation
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= China has no satisfactory credit environment (or credit culture,
financial ecology)
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Weakness of Microfinance in China:H B /MifE 5055 R
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eakness of Government Led Project government-dominated programs
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The personnel of the government don’ t understand the basic
concepts of micro loan
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1 The government and the banks still operate the Microfinance in

the traditional mode of benefits (subsidies)
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m The government and the banks has less efficient programs
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Weakness of Microfinance in China
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- The program personnel of the government are not well informed
or trained with the micro ]oan s concept, aim, functions, mode
of operation ervision of funds
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- There is no mechanism of incentive and restriction or only
impractical or inexecutable mechanism for the personnel .Many
personnel are part-timers without clear definition of
responsibilities
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- The personnel is in high turnover
- N BEER
- The top-bottom mode of management are usually applied for the

programs, while the participative mode of management are not
encouraged or advocated
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Microfinance in the traditional mode of benefits (subsidies)
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Microfinance in the traditional mode of benefits (subsidies)
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The government-dominated programs require massive financial subsidies
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The efficiency or household arrival rate of fund distribution varies

significantly among different areas
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w» The repayment rate takes a trend of continuous declination, even down
50-70% in average for many programs
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»  The funds for poverty aid Microfinance have to fill many holes. Some
are used for the previous bad accounts of the agricultural bank,
while some are used for the previous overdue repayment for micro loan
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Weakness of Microfinance in China: EP/J\%WE FJW’»JEJ%'I:

|. The government and the banks has less efficient programs
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= Program representatives are assigned but not volunteer to engage in
Microfinance programs
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= Some personnel of agricultural bank don’ t believe the Microfinance
Programs may be profitable or are unwilling to conduct the
Microfinance where they feel their efforts will have little gain and
great loss
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= The prevailing policy orientation of agricultural bank and the
realities of shrinking outlets and personnel in rural areas are the
obstacles to carry out the micro loan

AATHUAT I BRI 1) 99 3 B N B AE A A W45 ) B SIEAR K AT 28T J /NS 6
The program personnel of agricultural bank and those of the
government have no clear relationship on duties and rights without
well-established systems
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Weakness of Microfinance in China: EP/J\?;WE Fﬁmgjﬁ,ﬁ;
Issues with Financial Assistance Program of International Institutions
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= Generally, compared to the government-dominated programs, the
internationally-funded programs is weak on the financial support for loans
from the national bank and hard to enlarge the scope of programs
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= The programs operated by non-financial institutions have no clear legal
status or operating rules
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= Some folk institutions operate the Microfinance in the mode of benefits,
without consideration of the requirements of sustainable development
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= Some international institutions continue to support the programs that fail or
are hard to achieve the target of sustainable development
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= The occasional problems in the programs on difficult coordination with the
local government would influence and hinder the smooth expansion of programs
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m It is commonplace that the personnel qualification and management level
don” t fit in the development of programs
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eakness of Microfinance with Rural Credit Cooperatlves
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The conflict between the small monetary amount, wide
coverage, many outlets, great portfolio, difficult work of
Microfinance and the small number of personnel of the rural
credit cooperatives vs. the pursuit of profit target; the
conflict between the business policies of branch
agriculture banks and the limitation of interest rate vs.
the commercialization of rural credit cooperatives and the
pursuit of sustainable development.
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Weakness of Mlcroflnance with Rural Credit Cooperatives
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= The credit cooperative and local rural cadres have no clear relationship of duties

and rights
w RS N S R T DRI R AN

= This program business is carried out in a way of “manipulation” or “a swarm of

bees
= RIFREMLIE SO < RA Bk <5 fhl
»  The review and management before, during and after the loan are not rigid, with
pou)ble credit risks
o R DY GRS R AR AT R DR R
« It is preferred to extend the loans to large borrowers or piled large borrowers by
“aiding wealth not poverty” . It is shown in a survey that 20% farmer families
account for 80% loans.
IR K, “OREARRIT” 19501, AR, 20% (047 5 T 80% I BE i
Some credit cooperatives has poor quality assets and adopts extensive management
B ALY R 2 AL
In the rural credit cooperatives, the manpower, business and management level, fund
supply don’ t fit in with the wider range of products, greater amount of loans and
flexible time limit
o RGNS BRI, SRS, SORBUERR, WSS A HIE R
= The rural credit cooperatives are not good at borrowing international standardized
Microfinance techniques. E.g. : incentive mechanism of reward or punishment,
flexible yment by batch, lic loaning, et

epay c
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Weakness of Microfinance with Rural Credit Cooperatlves
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Issues on Execution of the Regulations of Central Bamk of China on Micro Credit:
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1. The farmer family mutually guaranteed group is hard to set up
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2. The farmer family credit rating information is fault

2. 4 E RGP R B2k

3. The loan note system is not adopted compliantly with the phenomenon of piling
large borrowers by imposture

3. SEKIUE IR AR, JFT H AT 2K g

4. Some farmer families and cadres view this business as “blood transfusion”
poverty aid, with poor credit awareness .
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5. The credit line is lowered or changed for mortgage loan

5. A5 DU AR A R AT DR

6. The top line of interest rate of loans doesn’ t fit in with the costs and
risks of this business

6. DU b BRIR ] 120l 55 AR AS AR
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Weakness of Microfinance in China: Overview
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1. The government—dominated programs have not taken the
sustainable development of the programs fully into account
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2. The financial institutions pay no enough attention to the
target and position of poverty aid for the programs and their
system and mechanism don” t comply with the state requirements
for the development of poverty aid micro loan
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3. A great maJorlty of international-funded programs are short—
term one without long—run institutional orlentatlon or
position and hdrd to achieve the target of “sustainable
poverty aid MCIs”
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Weakness of Microfinance in China: Overview
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4. The government—dominated and international-funded programs
generally are inadequate in business technical trainings,
and the personnel qualification and management level
don” t fit in with the requirements of the program

development
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* 5A The interest rate policy for subsidy programs are
inflexible
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% 6. The government has not launched the complete policy or
regulation or detailed administrative method to drive the
dc\clopmom of micro loan
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Policy Recommendation® i &1
*What the Chinese poverty aid Microfinance should do:
 H i E SR TR e depd

1.Expand the target customer group and market

L %8 bR BRI

2. Introduce the mechanism of fair competition, and reduce the
direct administrative interference and program operation of the
government

2. GINAFIEGHLE], A B AT BT BURBUR ) S A H

3. Allow certain flexibility of interest rate, and help the MCIs
in line with a certain quality standard settle the financing
issues
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4. Stress the various specialized and business trainings and
technical support, with a focus to solve the concerns of
integrity and professional competence for all kinds of
personnel of Microfinance Programs/institutions, and to indeed
enhance their technical capability for business and the level
of operation, management and supervision

4 B S EANSEIRAS T, § D 28 M G 1/
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*What the Chinese poverty aid Microfinance should do:
*HHULI—’I%?HMP gL

Change the subsidy programs into sustainable programs
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Formulate and standardize the policy framework in favor for the
development of various micro loans and complete the relevant
detailed administrative methods and regulations

6. T RS T4 NS DR R I BORAESE, 58 B I ) H A HE
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Pursue the sustainable development, with necessary move to the
direction of “clearly established ownership, well defined
power and responsibility, separation of oanpnso from
(\dmlmstmtmn, and scientific m(m(\g:‘m:\nt , for any kind of

Programs/i
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. Reinforce Lhe education of credit awareness, construct the
sound credit reporting system and optimize the credit
environment
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5.
5.
6.
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The End

Thank you!
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