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1. Microcredit in China 
– Industry Overview

De!nition of microcredit

Figure 1 – GDP per capita breakdown by province and max theoretical microcredit loan size (RMB)

Province GDP/Cap

Max  
microcredit 

loan value Province GDP/Cap

Max  
microcredit 

loan value Province GDP/Cap

Max  
microcredit 

loan value

Shanghai 72,536 50,775 Jilin 23,497 16,448 Hunan 17,487 12,241

Beijing 61,876 43,313 Hebei 23,164 16,215 Qinghai 17,347 12,143

Tianjin 54,034 37,824 Heilongjiang 21,723 15,206 Hainan 17,087 11,961

Zhejiang 41,967 29,377 Shanxi 20,345 14,242 Sichuan 15,368 10,758

Jiangsu 39,483 27,638 Hubei 19,840 13,888 Guangxi 14,891 10,424

Guangdong 37,402 26,181 Xinjiang 19,727 13,809 Jiangxi 14,728 10,310

Shandong 32,995 23,097 Henan 19,523 13,666 Anhui 14,465 10,126

Inner Mongolia 32,157 22,510 Shaanxi 18,212 12,748 Tibet 13,795 9,657

Liaoning 31,199 21,839 Chongqing 17,952 12,566 Yunnan 12,547 8,783

Fujian 30,031 21,022 Ningxia 17,784 12,449 Gansu 12,085 8,460

Guizhou 8,789 6,152

Source: National Bureau of Statistics, 2009
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The market for microcredit
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Distribution of Microcredit 
Institutions across China
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Figure 2 – Distribution of micro-
credit institution by type (data 
for end of 2009)
Source: People’s Bank of China, 
2009

Figure 3 – Microcredit institu-
tions break-down by province 
(data for end of 2009)
Source: People’s Bank of China, 
2009
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Review of current policies governing 
microcredit institutions
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Figure 4 – Distribution of Micro Finance Organisations by type and province 
(data for end of 2009)

Figure 5 – Number of microcredit institution broken down by province
(data for end of 2009)

Source: People’s Bank of China, 2009

Source: People’s Bank of China, 2009
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Figure 6 – Types of micro-credit companies, scopes of operation, requirement and regulations

Type of 
Organisation

Sources of 
Fund

Geographic origin 
of funds

Product  
rage

Shareholders 
requirements

Tax 
Treatment 

NGO Only donations Worldwide Micro loans
Cannot receive deposits from 
the general public

Tax exempt

Microcredit com-
panies (Rule 23)

Donations, 
equity and 
debt invest-
ment
gearing (debt/
equity) cannot 
exceed 50%

Donation (World wide)
Equity
Debt
Overseas direct 
investment (debt or 
equity) is not forbid-
den, but in practice 
complicated

Micro loans only. 
Cannot receive deposits from 
the general public
Outstanding loan from the 
same borrower cannot exceed 
5% of total net capital
Interest rate cannot exceed 
4x the statutory rate (this rule 
is probably going to be lifted 
soon)

Each shareholder (or 
connected parties) cannot 
hold more than 10% of total 
share capital. For compa-
nies limited by shares, 51% 
of shareholders must be 
companies registered in 
China 

5.3% busi-
ness tax, 
plus 20-25% 
enterprise 
income tax

Village Banks
(Rule 48) or scaling 
down operations

Donations, 
equity 
and debt 
investment, 
customer 
deposits

As banks or !nancial 
institution, interna-
tional investment falls 
under the ‘restricted’ 
list of the Ministry of 
Commerce and the 
State Development 
and Reform Commis-
sion

All banking services, loans, 
deposit, card, money transfer 
etc
Agricultural loan must repre-
sent at least 60% of total

If domestic, must be in 
good !nancial standing 
and been pro!table for two 
consecutive years prior to 
the application.
If foreign, must have total 
asset of no less than 
US$1bn.. as of the end of 
previous year; 

5.3% busi-
ness tax, 
plus 20-25% 
enterprise 
income tax

Source: Derived from rule 23 and Rule 48, see China Banking Regulatory Commission, May 2008 and June 2009
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Figure 7 – Provincial variations in Rule 23 (Base Rule)

Rule 23, Nation-
wide Guideline 
(Base Rule)

Limited Company
5m. RMB

Company Limited by Shares
10m. RMB

Province Minimum Registered Capital Requirements (RMB)

Beijing 50m. (10x) 100m. (10x)

Tianjin More than 50m. (10x) and less than 200m. (40x) More than 100m (10x). and less than 200m. (20x)

Hebei 50m. (10x) 80m. (8x)

Shanghai 20m. (4x) 50m. (5x)

Jiangsu Range from 20m. (4x) to 50m. (10x), depending on the 
local area

Range from 20m. (2x) to 50m. (5X) depending on the 
local area 

Zhejiang 50m. (10x), with some exceptions, such as  
Wenzhou 

80m. (8x), with some exceptions

Fujian Not Available Not Available

Shandong 50m. (10x) 70m. (7x)

Guangdong 30m. (6x) 50m. (5x)

Hainan 15m. (3x) 20m. (2x)

Liaoning From 20m. (4x) to 30m. (6x) From 30m. (3x) to 50m. (5x)

Jilin 10m. (2x) 20m. (2x)

Heilongjiang 10m. (2x) 20m. (2x)

Shanxi 50m. (10x), with three exceptions 50m. (5x) with three exceptions

Inner Mongolia 5m. (No Difference) 10m. (No Difference)

Anhui 20m. (4x) 40m. (4x)

Jiangxi Not Available Not Available

Henan 20m. (4x) 40m. (4x)

Hubei 10m. (2x) 20m. (2x)

Hunan Not Available Not Available

Shaanxi 30m. (6x) 60m. (6x)

Guanxi 5m. (No Difference) 10m. (No Difference)

Chongqing 20m. (4x) 30m. (3x)

Sichuan 50m. (10x) or 100m. (20x) if registered as national 
companies

50m. (5x) or 100m. (10x) if registered as national 
companies

Guizhou 5m. (No Difference) 10m. (No Difference)

Yunnan 10m. (2x) 20m. (2x)

Tibet Not Available Not Available

Gansu 10m. (2x) 20m. (2x)

Qinghai 10m. (2x) 20m. (2x)

Ningxia Not Available Not Available

Xinjiang From 5m. (no difference) to 50m. (10x), depending if 
operates at county or provincial level

From 10m. (no difference) to 100m. (10x), depending if 
operates at county or provincial level

Source: Graduate School of the People’s Bank of China, 2008
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2. Microcredit in China 
– Current Issues

1
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NGOs cannot accept investments, 
neither debt nor equity, so they only 
rely on donations. 

China is not perceived as a county 
in need of aid money, hence NGOs 
!nd it dif!cult to raise funds
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NGOs are too focused on social 
impact and not on !nancial return

Absolute poverty in China has 
already been reduced substantially: 
what is the role of microcredit?

Rule 23 places too many restrictions 
on MCCs. 
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It is unclear whether microcredit 
companies are actually !nancially 
viable.

Figure 8 – Return on Equity Sensitivity Analysis for varying operating and !nancing assumptions (%)

Scenarios

0 1 2 3 4 5 6

Balance sheet

Loans 100 100 100 100 100 100 100

liabilities (deposits/debt) 33 0 33 33 33 33 33

Equity 67 100 67 67 67 67 67

Operating Assumptions

Interest yield 20.00 20.00 15.00 20.00 20.00 15.00 15.00

Cost of debt 5.00 5.00 5.00 5.00 5.00 5.00 8.00

Cost/income ratio 0.00 0.00 0.00 20.00 30.00 30.00 35.00

LLP/loans 1.50 1.50 1.50 1.50 1.50 1.50 1.50

Enterprise Tax 25.00 25.00 25.00 25.00 25.00 25.00 25.00

Business Tax 5.50 5.50 5.50 5.50 5.50 5.50 5.50

ROE 17.00 13.00 12.00 13.00 11.00 8.00 6.00
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The paradox of Zhejiang and 
minimum capital requirement
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Existing Village Banks do not  
really offer microcredit services  
and establishing a new entity is 
challenging

3. Policy Recommendations
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Our main view is that the develop-
ment of microcredit must follow a 
‘double-bottom line’ approach

Figure 10 – Our Proposed Policy Recommendations Map
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We advocate the creation of a new 
type of company, Microcredit Com-
pany Plus Deposit (MCC+D), which 
can accept customer deposits, up to 
50% of total equity
ECONOMIC GOAL: This will reduce 
overall cost of funding, increase interest 
income ratio and, in turn, pro!tability. 
Partial solution: be able to accept early 
repayments (increase capital ef!ciency); 
be able collect customer deposits and 
transfer those funds to a licensed bank, 
thus acting as intermediary (retain 
customer relationship and make a  
small margin)
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Creation of a new monitoring body, 
independent from the CBRC, that 
is responsible to regulate MCC+D 
companies
SOCIAL GOAL: Ensure the protection of 
customer deposits

Reduce minimum capital require-
ment for MCC+D enterprises
ECONOMIC GOAL: Lower barriers to 
entry, allow more ef!cient use of funds
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MCC+D maximum loan size should 
be capped at 1.5 times 18 individual 
customer annual income, and not 
higher than 50,000 RMB
SOCIAL GOAL: Offer services to low-
income population as the primary 
objective

Harmonise regulations across 
China, eliminate provincial 
difference
ECONOMIC GOAL: Enhance clarity on 
rules and regulation across the country
SOCIAL GOAL: Eliminate preferential 
treatment of some provinces and the 
‘Zhejiang Paradox’ 
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MCC+D should be allowed to take 
investment (debt/equity) from 
abroad
ECONOMIC AND SOCIAL GOAL: Attract 
more capital and foreign know-how, 
increase customer reach

Eliminate debt/equity ratio  
limit of 50%
ECONOMIC AND SOCIAL GOAL: 
Increasing Return on Equity, makes MCC 

Licence to operate should be 
granted at provincial level, not at 
county level
ECONOMIC GOAL: Allow companies to 
reach economies of scale
SOCIAL GOAL: Ensure that all counties, 
or at least adjacent ones, have access to 
the same level of !nancial services

Eliminate all taxes for Micro!nance 
institutions
ECONOMIC GOAL: Allow MCC to be 
more pro!table
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Update the Hu Kou

4. Conclusions

more pro!table, attracts more investment 
and be able to serve more customers

MCC+D personnel 
should be trained
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Endnotes

1 The so-called ‘Document No.1’ is a yearly 

document issued by the Central Com-

mittee of the Communist Party of China 

and the State Council, that sets goals 

and priorities for the country’s economic 

development during the following 12 

months. The December 2009 issue is 

available at:  

Full Text (Chinese): http://www.gov.cn/

jrzg/2010-01/31/content_1524372.htm  

Summary (Chinese): http://www.gov.cn/

jrzg/2010-02/02/content_1526510.htm 
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