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Ladies and Gentlemen:

Good morning. I am very delighted to have this opportunity to exchange views with our colleagues in India on microfinance. This kind of communication is of significance in promoting research and development of micro finance.

Opinions differ on the understanding and description of microfinance. The internationally accepted views hold that microfinance should contain two tiers of meanings: first, to provide small credit without collaterals for low-income population, including poverty stricken people; second, at the same time the development of microfinance institutions shall be sustained. To meet these two contradictorily interlinked objectives, which consist of the integral part of microfinance, two patterns are adopted in microfinance business: welfarism and systemism. The former stresses offering lower interest rate or interest rate subsidy to farmers, while the latter emphasizes business sustainability. Microfinance institutions have witnessed institutionalism’s gradual replacement of welfarism because impoverished people are easily depressed of the beneficiary policies by a certain class.

In the international practice, the operational modes include Bangladesh’s Grameen Bank, Bolivia’s Bancosol, Indonesia’s BRI, Uganda’s village banks and etc. Although they adopt different operational modes, they all, through innovation in institutions, operational mechanism and management, have realized sustainable development and helped relatively poor people get out of difficulties. These experiences are very valuable reference for us.

As one of the civilizations with a long history, China is also a big agricultural country. In recent years, with the government promulgating a series of policies to support agricultural development, farmers’ income has been raised and their living conditions improved. However, compared with urban area, per capita income in rural area is still low, per capita credit still small, and there’s still a big financial gap. Low-income people in rural area, as well as many self-employed entrepreneurs and small companies, crave microfinance to expand their business and get rich, enjoy the equal opportunity in the process of economic growth. To provide microfinance service can help them get the opportunity of raising income and get rid of poverty, and make contributions to poverty relief cause. However, due to the fact that rural households are sparsely populated, of low income and big differences, and agricultural production is closely related with seasons, farmers’ demand for microfinance is featured as scattered and diversified, small amount, high frequency and arbitrariness, urgency, and multiple risk points. Because of these features, microfinance business in Chinese rural area is characterized by high cost, big risk, and relatively low profit. In practice, we are also encountered with many difficulties and problems. The first is the difficulty in controlling risks, because agricultural production is closely related with seasons, and easily affected by natural disasters. The second is high cost because of big number of loans and high workload. The third is the difficulty in management since rural household are sparsely populated in a vast area. The fourth is the ecological environment for rural finance need to be further improved. Due to these difficulties and problems, rural financial institutions face the dilemma of business coverage and sustainability, that is to say, it is very difficult for financial institutions to satisfy all the loan demand and at the same time sustain its own development.

In China, there are different kinds of institutions exploring microfinance business, including government organizations and non-government organizations, big commercial banks and regional financial institutions, microfinance companies, village banks, and credit cooperatives, etc.

Agricultural bank of China is the pillar and backbone of Chinese rural financial system. Given the fact that Chinese government attaches great importance with agriculture, rural area, and farmers, a series of policies have come out to support the development of micro finance business. Agricultural Bank of China faces a big opportunity and also a challenge, that is how to make full use of its specialized expertise and network advantage to be engaged in microfinance business and meet  more than 100 million farmers’ financing demand of about 1 to 2 trillion yuan. 

Firstly, in order to change the traditional inefficient mode, we developed a debit card named Farmers Benefit Card in April 2008. Through this card, rural households can get revolving credit lines, receive fiscal subsidies, make payments and transfer, and buy wealth management products. This card can be accessed with electronic channels, such as transfer telephone, self-service bank, online banking, telephone and mobile phone banking. Through these modern financial channels, our services are extended and operational cost are reduced.

Secondly, to solve the problem of insufficient network and personnel in rural area, we innovated several operational modes. The first is Bank + Company + Households mode, with the guarantee of leading agricultural enterprise, the Bank provides credit for the enterprise’s upstream and downstream farming households. The second is Bank + Cooperatives (Association) + Households mode, with the rural cooperative’s confirmation of households’ production, the Bank provides credit to a certain selected good performance households. The third is Bank + Administrative service+ Households mode, Administrative service recommend good performance households to the Bank, promote the Bank’s credit policy, and coordinate the investigation, issue and collection of loans. The fourth is Bank + Credit Village + Households mode, the Bank makes loans to the credit village as a collective unit, and the director of the village assists the Bank with the investigation, management, and collection of the loans. In addition, as for the area inaccessible to the Bank’s outlets but with big potentials, the Bank’s client managers conduct microfinance through home visit. Through the above modes, the Bank is able to select specialized villages and households, and big farming households as the key areas and clients to provide wholesale credit, raising client managers’ span of control.

Thirdly, to resolve information asymmetry and ability of inferior risk proof in household microfinance business, we made strict institution access, personnel access, client access, and credit quantity limit, to control risks from the origin. The Bank made use of “acquaintance economy” mode to obtain “soft information” so as to resolve information asymmetry between the lender and the borrower. Besides, in order to transfer risks, the Bank adopted public servant guarantee, leading agricultural enterprise guarantee, cooperative guarantee, guarantee company guarantee, households collective guarantee, and etc. The Bank also established cooperative relationship with several insurance companies, asked the rural borrowers to purchase casualty insurance, as a way to spread microfinance risks. The local government was convinced to establish all kinds of risk compensation funds sponsored by finance bureaus, leading agricultural enterprises, specialized organizations, and industry associations, to compensate the Bank when there’s a default. With regard to post-lending management, multiple ways were adopted: regular and unexpected inspections were exercised to supervise borrowers; credit management system were used to monitor the use of loans; and call center provided assistance by SMS alert and telephone collection on due loans.

Lastly, the Bank made institutional and mechanism innovations on microfinance business to rural households. These innovations were reflected in two aspects: first, we set up a strategic business unit, and six mid- and back- office centers (independent accounting and assessment, credit management, risk management, product research and development, human resource management, capital and fund management); second, we structured an incentive and restraining mechanism catering for the development of rural microfinance, which featured the client managers responsible for the issue, management, and collection of loans, and their performance salary is linked with the loan size, quality and profit.

All in all, through a year and a half’s practice, we have issued 30 million Farmers Benefit Cards, and met about 30% of the effective financial demand, or cover over 100 million farming households if each family averages 3-4 people. Micro finance business supported 2.95 million rural households, with incremental loan reaching 586 million RMB . 

We also got some experience from this period of practice. First, microfinance business should be conducted in accordance with commercial principles, with the business philosophy of “quality service, controllable risk, sustainable development”. We are aiming for a reasonable defining of the lender and borrower’s liabilities, encouraging the two sides to be actively involved, and raising capital efficiency through market pricing policy and management. The adoption of commercial operation is to transfer the operational goal from welfarism to financially sustainable systemism, set up a commercial-oriented incentive and restraining mechanism, and perform liberalized product policy. Secondly, clients should be served with affection. Since it is hard to obtain rural households’ information and there’s a shortage of their property, operation and credit record, it is necessary to have a deep understanding of the borrowers’ financial demand, operational environment, and production and living conditions. Facing with hard working conditions and environment in rural area, client managers must be passionately involved and spare no efforts in paying visits to villages to make investigations. Thirdly, risk prevention and control must be placed as high priority in the full process of microfinance business. The characteristics of rural household business determine high concentration of risks into banks and few ways to spread and transfer risks, therefore, the mechanism of risk identification, measurement, alert, and handling must be established in every phase of micro finance. Lastly, a multi-tier rural financial system must be set up, to meet the demand of rural clients from each aspect. For example, differentiated fiscal, taxation, monetary, and regulation policy should be exercised; establish risk compensation funds and Guarantee Companies, expand rural insurance coverage; rural financial ecological environment needs to be enhanced to create a sound external environment.

At last, I would like to express my thanks again to the organizing committee for giving us this opportunity to exchange views with our colleagues. We are more than happy to promote communication and cooperation with our Indian colleagues in microfinance business and other areas, to learn from each other and reap a win-win situation.

Thank you.
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