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Country: China
Social and Economic Background of China

According to the National Bureau of Statistics of China, in 2003 the population was 1.29 billion, 71.34% of whom were between the ages of 15 and 64. The PPP adjusted GDP per capita in terms of current international dollars was $5,003 in 2003, a 9.9% increase from $4,552 in 2002. The World Bank reports that 16.6% of the Chinese population lived on less than $1 a day, and 46.7% lived on less than $2 a day in 2001. It is estimated by the Consultative Group to Assist the Poor (CGAP) that 10% of the labor force was unemployed in 2003, with 4.3% registered in urban areas according to the National Bureau of Statistics of China. The GINI coefficient provided by the World Bank was 0.45 in 2001. According to the OECD, in 2003 China received $1.32 billion USD of net official development assistance. It is estimated by the Chinese National Bureau of Statistics that foreign direct investment (FDI) net inflows amounted to $53.5 billion USD in 2003, a 1.5% increase from $52.7 billion USD in 2002. According to a CGAP estimate, the M2/GDP ratio in 2003 was 152.4%. In 2003, China received $3.34 billion USD in workers’ remittances  according to the World Bank.

The currency of China is the Renminbi (Rmb). The currency was valued at Rmb8.7:US$1 in 1994. Between 1994 and 2000, the Renminbi increased in value to Rmb8.265:US$1 in July 2000, and has remained near this level ever since, according to the Economist Intelligence Unit (EIU). The Chinese government adjusted its currency policy in July 2005; the Rmb is now pegged against a market basket of numerous currencies and has been revalued by 2.1% to RMB8.11:US$1.

China has not planned to participate in the Financial Sector Assessment Program (FSAP) of the World Bank and IMF.

Doing Business in China

The World Bank uses several indicators to assess the business environment of a country. In China, on average, entrepreneurs go through 12 steps over 41 days to launch a business, at a cost of 14.5% of the GNI per capita. It takes three steps over 32 days to register property and costs 0% of income per capita to create collateral. Compared with the OECD average of 5.6, China has a score of 4 for the World Bank’s Disclosure Index, which is scaled from 0 to 7. 

According to the World Bank, an official credit registry of business owners and individuals was established in 1999 and named the Bank Credit Register and Consultations System. The public credit registry covers four borrowers per 1000 adults and there is no private bureau coverage. In terms of the Credit Information Index, China has a score of 3, compared with the regional average of 2 and OECD average of 5. 

Regulatory and Legal Environment of China

In China, it takes 25 steps for a plaintiff to file a lawsuit and 241 days until actual payment is received, compared with 19 steps over 229 days in OECD countries. The estimated cost of filing a lawsuit is 25.5% of debt value, higher than the OECD average of 10.8%. In terms of resolving bankruptcies in China, it takes 2.4 years at a cost of 18% of estate value, compared with 1.7 years with an average of 6.8% in OECD countries. The recovery rate for creditors is $0.352 per USD. 

According to CGAP, there are four state-owned banks and a number of private and development banks in China. In March 2003, China Banking Regulatory Commission (CBRC) was carved out of China’s central bank, the People’s Bank of China (PBC), to supervise and regulate China’s financial institutions. Commercial banks are regulated by the 1995 Commercial Banking Law and 1997 Regulations for the Management of Rural Credit Cooperatives. 

There are some restrictions on interest rates and the use of collateral., For example, Article 36 of the 1995 Commercial Banking Law states, “to obtain a loan from a commercial bank, a borrower shall provide a guaranty. The commercial bank shall strictly examine the surety's ability to repay the loan, the ownership and value of the mortgage or the collateral and feasibility of realizing the right of mortgage or right of pledge.” Article 38 reads, “commercial banks shall determine loan interest rate in accordance with the upper and lower limits for loan interest rates prescribed by the People's Bank of China.”

Although deposit rates are set by the government, and lending interest rates are also fixed, the Rural Credit Cooperatives (RCCs) seem to have more flexibility than commercial banks. The Guidelines on Rural Household Micro-Credit by RCCs issued by the PBC in 2001 clearly define lending procedures for RCCs, including interest rates and collateral policies. The Guidelines on Rural Household Micro-Credit, in terms of collateral policy, state, “micro-credit refers to credit within the specified lines and maturity that needs no collateral or guarantee extended to rural households on the basis of their credit worthiness. The credit line shall be set by the county (city) rural credit union in light of the local economic situation, farmer’s income level, and fund availability in the RCCs and approved by the county (city) PBC sub-branch.” Regarding interest rate policies, the guidelines state, “the interest rate of the credit shall be made more concessional on the basis of PBC benchmark lending rate and floating bank.” 

Laws addressed to different ventures were developed by China’s agency for attracting foreign direct investment, Invest in China. These laws include Chinese-foreign Equity Joint Ventures (2001), Chinese-foreign Contractual Joint Ventures (2000), Foreign-capital Enterprises (2000) and Protection on Investment by Compatriots from Taiwan (1994). 

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in China

The main Chinese rural financial institutions providing loans to rural households are the Agricultural Bank of China (ABC) and the RCCs. Both are supervised by the PBC. The ABC is one of China’s four specialized state-owned banks, extending to most but not all townships. The ABC currently administers the government’s subsidized poverty loan program. The major portion of ABC’s lending goes to state commercial enterprises and township and village enterprises (TVEs). The RCCs are by far the most important regulated microfinance institutions in rural areas, granting loans and accepting deposits mainly to finance farming and agricultural production activities. According to CGAP, individual RCCs are located at the township level and are connected to each other via a county level RCC union. Some provinces and administrative cities have created a provincial-level RCC union or association. 
Sun Ruomei reports in The Development of Microfinance in China that a wide range of international and domestic organizations (often in partnership) have introduced a variety of microfinance models in rural China. The microfinance institutions (MFIs) in China are either multilateral donor agencies, such as the World Bank, UNDP, UNICEF, UNFPA, ILO and UNWFP/IFAD in the UN system, bilateral agencies such as USAID, CIDA and GTZ, or international NGOs such as the Ford Foundation, Grameen Trust, the Asia Foundation, Oxfam Hong Kong, World Vision International, Trickle-Up, and the International Crane Foundation. 

The other main form of microfinance institution comes from government initiatives. According to Park and Ren, the Chinese government has tried to expand credit access of the rural poor through a targeted subsidized-loan initiative, the centerpiece of China’s poverty-alleviation program. However, the surveyed government program indicates that they do not target the poor effectively and repayment rates are lower than those found in NGO programs. Furthermore, Sun from the Chinese Academy of Social Sciences points out that the government-led programs provide aid to the poor only for short periods of time and hence are thought of more as poverty reduction tools than standard microfinance for long term sustainable development.    

PlaNet Finance concludes that international microfinance projects in China have been short–lived, and some disillusioned overseas development agencies have withdrawn resources from the sector. On the other hand, the RCCs have recently scaled up microfinance activities and are estimated to be currently serving more than 130 million families . 
Activities of China’s National Committee

China’s core working group consists of the Ministry of Commerce, UNDP and UNICEF. Through their networks in microfinance, the UN organizations reach out to a variety of stakeholders, including members from the non-profit sector such as CGAP, the Ford Foundation, HOPE International and Mercy Corps; other donors including DFID and GTZ; private sector organizations such as PlaNet Finance; and multilaterals such as the World Bank, ADB, IFC and the EU. 

The working group is engaged in various activities designed to support the International Year of Microcredit. Several forums are being planned that are intended to complement each other and address many of the issues with microcredit in China today. 

A conference inviting many governors from China’s poor counties will be organized to share experiences from the microfinance programs of UNDP, UNICEF and other organizations. The purpose of the conference is to raise awareness and provide the knowledge and contacts necessary to facilitate start-up of local government programs. As the legislation surrounding private provision gradually evolves, local governments have a large role to play in providing microcredit and other financial services to their communities. 

The International Finance Forum is a high-level symposium based on the Global Compact of the United Nations and devoted to policy level exchange on financial development and liberalization. Last year it was attended by the Chinese Ministers of Commerce and Finance. This year the Forum will be held in conjunction with the G20 ministerial summit in Beijing and is expected to include discussions on microfinance and how building an inclusive financial sector will contribute to reforms in the financial system and advance China’s efforts toward sustained poverty reduction. 

A conference on the experience of women in microcredit will also be held, inviting participants from a number of countries in the region to share their diverse experiences and consolidate lessons learned in meeting the needs of poor women. It will also be an opportunity to discuss the need for and preparation of an Asia-wide network on microfinance. 
The Global Microentrepreneurship Awards are being organized in China for the first time in 2005.  In order to ensure wide participation, the Country Team will invite more than 300 NGO-style MFIs and operators of the main government programs to participate.  The program has received numerous university-student volunteers from both China and the US. 

Several publications will be produced during the Year, including a booklet of personal stories from UNICEF microfinance programs, a UNDP policy study with the People’s Bank of China, a DVD summary of the International Workshop on MSME Finance facilitated by the World Bank and a 28-minute UNICEF film produced for the Year of Microcredit. 
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