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Preface

From 2016, China started to implement the Plan for Advancing the
Development of Financial Inclusion (2016—2020) and completed the five-year
journey by 2020. Financial inclusion has achieved gratifying development beyond
expectations, and all indicators have achieved satisfactory results. At this point,
analyzing and summarizing the past five-year journey, affirming the outcomes,
and pointing out the direction to move forward in the future are what plan
makers, practitioners, and advocacy analysts should do. This book carries such a
mission. On the one hand, it provides a pertinent analysis of the progress of
financial inclusion over the past five years; on the other hand, it puts forward
suggestions for the future development direction.

The most significant achievement of financial inclusion in the past five
years is undoubted that its concept has been highly recognized and widely
disseminated within and outside the financial world in China. Financial inclusion
has become an essential part of national strategy and a milestone in financial
development. Under the guidance of the national strategy of financial inclusion,
governments at all levels have strengthened the construction of information-
sharing platforms, which have become the financial infrastructure for various
financial institutions to resolve information asymmetry concerning MSMEs (Micro-,
Small-and Medium-sized Enterprises) and vulnerable groups. Just as a car can

speed on a highway, financial institutions can carry out diversified financial
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businesses more smoothly with the help of information-sharing platforms. All
kinds of banks across the country, giant, medium or small, have fully invested in
inclusive financial services, presenting a unique landscape of China. Domestic
institutional advantages have formed the tremendous energy to cover these
disadvantaged targets comprehensively in a relatively short period.
Moreover, with profit-concession policy, the MSMEs and vulnerable groups
have obtained tangible benefits. Even with the Covid-19 raging, MSEs
(Small-and Micro-sized Enterprises) in China have shown strong resilience.

In addition to the construction of financial infrastructure, the national
strategy of financial inclusion has brilliant performance on both points and
coverage. Concerning specific points, China has selected several regions as
pilot zones for inclusive financial reform and innovation. It has been the
consistent methodology of China’s Reform and Opening for decades, to
obtain experience and lessons through experiments on points, which can
then be gradually spread to all parts of the country. This book provides a
relatively detailed analysis of the practice in the pilot zones. Concerning
coverage, financial convenience service points have been extended to 600000
administrative villages in the past five years. This kind of simple facility
called CASH-IN/CASH-OUT abroad has been targeted to expand in many
countries. However, China is probably the only one that can genuinely
achieve universal coverage across the country, which is straightforward to
solve the last-mile problem in financial inclusion. We made an objective and
detailed analysis of this significant phenomenon, not only affirming its
considerable value but also pointing out its problems and prospects.

In the past five years, it would be ignorant if we did not refer to the
role of financial technology in promoting the development of financial
inclusion. Virtually, the rapid advancement of digital financial inclusion has
been the brightest highlight of China’s inclusive financial development.
Digital payment has become a business card for China to show to the world,

while digital credit is becoming more and more mature, digital insurance
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and digital wealth management are turning hot spots in the future. The
digital transformation of traditional banks has become common practice.
Nowadays, few people would doubt the contribution of financial technology
to financial development, especially the development of financial inclusion.

However, we must admit that many people just interpret inclusive
finance in a narrow sense as alleviating the difficulty and expensiveness in
financing. To some extent, this understanding puts the strategic focus
merely on the field of bank credit. We know that bank credit is only one of
the integral parts of the financial system, although it is the central part of
the entire financial system in China. However, there are other critical and
irreplaceable fields in the financial system, such as insurance and capital
markets. From the perspective of the demand side, we find that many
MSMEs and vulnerable groups are in greater need of services such as
insurance and multi-level capital markets to a large extent. A CAFI survey
shows that among households at the bottom of pyramids in rural areas, the
phenomenon of poverty due to illness is particularly worthy of attention.
Basic accident insurance or critical illness insurance coverage may be more
useful for these households than interest-free or low-interest microcredit.
This shows that examining the actual impact of financial inclusion from the
demand side of the MSMESs and the vulnerable is an option that needs special
attention to promote the development of high-quality development of
financial inclusion henceforth.

Even from the perspective of the supply side, a vital burden faced by
China’s financial structure is that the volume of bank credit is too large.,
while the multi-level capital market needs to be improved. Like other scaled
enterprises, MSMEs would all experience the life cycle of enterprise
development. In the carly stages. they often need equity investors who
share risks with them, namely those providing capital. Traditionally,
MSMEs can only obtain such funds through relatives or friends. In a society

with well-developed financial industries, especially where venture capital is
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relatively mature;, MSMEs can obtain crucial equity financing from the
multi-level capital market. In this sense, to build the inclusive financial
system is to create a multi-level, complementary, and enabling ecological
environment with extensive coverage that genuinely supports the MSME:s.
Enhancing the growth and development of venture capital is an essential
part of ameliorating the financial structure in China.

Exploring how to build an inclusive financial ecosystem is CAFI’s
research topic in 2021. From the macro point of view, for the entire
financial system to achieve the goal of inclusiveness is to establish an
inclusive financial ecosystem, which might well be a long-term historical
process. Starting from the mid-term goal, we mainly explore the scope of
the ecosystem from three perspectives. In the context of increasingly
inclusive financial infrastructure, such as information-sharing platforms and
payment systems, and bank credits covering the MSMEs and vulnerable groups,
efforts can be more directed to the areas including inclusive insurance,
venture capital, and multi-level capital markets, to build a relatively
complete inclusive financial ecosystem in the next five years.

Concerning inclusive insurance, there are at least three aspects to explore.
The first is agricultural insurance, which has actually made significant achievements
in recent years. Agricultural insurance mainly responds to the risks of natural
disasters, epidemics, or accidents in agricultural production. In the old days,
public finance took the responsibility of disaster relief and support to
agriculture once disasters hit farmers’ crops. In the reform practice over the
past few years, many commercial insurance companies have been guided to
participate in agricultural insurance markets. They provided plantation
insurance, breeding insurance, price and weather index insurance policies,
making public services operate market-oriented. As a result, the efficiency
and accuracy of post-disaster claims and assistance have been rising, and the
inclusive insurance products further contribute to establishing a market-

oriented sustainable financial ecosystem. As mentioned above, the second
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category consists of critical illness insurance and accident insurance, which
are crucial for the MBVGs (Micro-Businesses and Vulnerable Groups). After
achieving the goal of poverty alleviation, the formation of institutional
arrangements through market-oriented means is essential for maintaining
the outcomes of poverty alleviation and promoting rural revitalization. The
third is pension insurance. The issue of the pension system is becoming an
increasingly important topic in the aging society and is particularly severe
for the elders in rural areas. Responding to this rising urgency through
suitable pension products is a prominent task for the inclusive insurance
industry.

Concerning venture capital, it is necessary to keep in mind that MSMEs
also need equity investment that supports entrepreneurship and innovation,
in addition to bank credit services. Capital invested in start-ups is a kind of
venture capital, for which the risk and time pressures are much higher than those
of bank credit. However, for MSMEs, venture capital is like a partner
sharing joys and sorrows, which should not be missed during their life
cycles. It is hard to imagine that any enterprise can survive and grow in the
long-term relying only on bank credit, without increasing its equity.
Because of venture capital’s risk characteristics, it is imperative to create an
enabling social atmosphere, such as taxation policies, guarantee subsidies,
and an effective business environment.

On a larger scale, for inclusive finance to become a sustainable
institutional arrangement, the support of multi-level capital markets is
indispensable. In this book, we proposed the asset securitization of bank
credit, demonstrating that many bank credits that support the MSMEs and
vulnerable groups must eventually become investment targets in the capital
market to form a virtuous cycle in which social capital steadily flows into
inclusive finance. In the past five years, we have witnessed both the
successful cases of microcredit securitization and the active performance of

the secondary bank loan market. We believe that only with intensive
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involvement of the capital market can inclusive finance truly achieve high-
quality development.

Recently, there has been a heated discussion around common prosperity,
towards which people hold full expectations, as a society can merely achieve
lasting stability after common prosperity is realized. Meanwhile, people
expressed doubts about the path and length of time to achieve the target.
Virtually, the goal of financial inclusion is exactly common prosperity.
Theoretically speaking, in an ideal market economy, as long as you can
come up with good moneymaking ideas, you should be able to get a loan.
Unfortunately, the current economy cannot fully realize this ideal. It is not
casy for a micro or small enterprise or a disadvantaged household to obtain
credit loans from banks, which also applies to the situation where they seck
venture capital from wealthy investors. The theoretical basis of financial
inclusion is that the allocation of financial resources affects people’s income
distribution and wealth status to a large extent. The exclusionary financial
system dislikes the poor and prefers the rich: financial resources mainly
flow to large enterprises and affluent classes, while MSMEs and vulnerable
groups are on the verge of financial services or even entirely excluded.
Financial inclusion guides financial resources through inclusive philosophy
and methodologies. It creates fair development opportunities to reduce the
gap between the rich and the poor, thereby helping realize the goal of
common prosperity.

By observing the courses in which different countries achieve common
prosperity through financial support, at least three aspects of progress make
people hopeful toward social equality and advancement.

The first is social philanthropy. Currently, the “third distribution” has
caused intense discussions. In developed countries, private charities have
become a buffer for social conflicts and a lubricant for social development,
supplementing government subsidies to low-income groups. Some famous

families in American history donated a vast amount of money to support
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social undertakings, targeting poverty alleviation, education, science, art,
and environmental protection, etc. Those include both the early ones such
as Carnegie and Rockefeller families, and the present ones such as Bill
Gates and Warren Buffett Foundations. They even went international and
addressed the challenges faced by countries in poverty. In social relations,
people can accept the inequality of results but dislike the inequality of
opportunities; people instinctively respect those who dare to take risks but
express their dissatisfaction with illegitimate or overnight wealth; people
are quite tolerant of objective social inequality, but indignant at the
inequality derived from misconduct. People who truly earn wealth through
efforts and capabilities will always earn admiration. After becoming wealthy,
many successful people actively engage in social philanthropy, which can be
understood as a voluntary contribution to propping up the bottom and re-
balance society. By doing this, the rich show their goodwill to the society
through charitable actions, which would help reduce the antagonism
between the rich and the poor, alleviate social conflicts, and promote
harmony between classes. In the United States, the amount of social charity
of the rich accounts for about 2% of GDP every year. While in China, the
ratio has been between 0. 1% and 0. 2% in recent years. On the one hand,
this figure shows that the “third distribution” has great potential in our
country. On the other hand, it also indicates that it is difficult to count on
the “third distribution” to target common prosperity in the short term.
Thus, it is necessary to look at other financial solutions.

The second is to increase property income. In the 1950s and 1960s,
small-value stocks were widely promoted among residents, and “Employee
Stock Ownership Plans” were implemented within enterprises in the United
States. Some scholars believe that these measures caused a fundamental

“revolutionary” change in the ownership of enterprises. Similarly. there have
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been tax benefit arrangements for those participating in the recent 401 (k)
Plan®. This kind of institutional arrangement has dramatically promoted
people’s stock ownership and the activity of the capital market. Another
strategy is to encourage entrepreneurial programs, advocating the establishment of
an equity guarantee enterprise to provide loan guarantees to those who set up
MSEs. thereby facilitating the emergence of small businesses in varied forms
and enabling enterprises established from scratch to grow into large ones in
the future. Their initiative promoted the formation of a better business
atmosphere in society, which acted as an excellent external driving force for
businessmen and encouraged more and more people to engage in financial
services. Many scholars believe that the healthy development of the market
economy requires the prevention of a high concentration of economic
power, and more measures should be taken to expand the scope of
decentralization of capital ownership. Although holding small stocks cannot
make employees become capitalists in the true sense, it is undeniable that
these social arrangements make employees care more about their company
and help increase their property income. China’s urban and rural residents
mainly obtain property income through investment in financial assets. In
building an inclusive financial ecosystem, encouraging the masses to start
businesses and supporting migrant workers to return to their hometowns to
start businesses will help ordinary people increase their property income.
Rural areas should be of particular concern. Speeding up the reform of the
rural land system and the collective property rights system would legally
ensure that farmers’ land and houses could become financial assets that can

be mortgaged, transferred, leased, and invested. There have been many

@ The 401 (k) Plan is a retirement savings vehicle, a type of defined contribution plan in the
United States, the fund of which comes directly from employees’ each paycheck, while the employer may
contribute as well. The money saved can have tax advantages and would provide employees with income
in retirement. The fund is managed in a market-oriented manner, whose major investment objects are

stocks and bonds.
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experiments in various regions where the circulation of rural land has enabled
farmers to increase their property income, which are promising. From a long-
term perspective, expanding wealth management to rural areas, thus allowing
more farmers to obtain dividends, interest, and capital appreciation through
stocks, funds, bonds. and insurance, making farmers’ income, especially
property income, more diversified, should become an essential direction for
the in-depth development of inclusive finance.

The third is consumer credit. To a large extent, the importance of
consumer credit is based on the economic judgment that insufficient
effective demand leads to overproduction. Stimulating effective demand
should address residents’ consumer demand. In addition to tilting income
policies to the middle and lower-income groups to increase their income
levels, it is more important to stimulate and expand the effective demand of
residents with consumer credit. Banks or merchants can offer credits to
consumers, such as house buyers and car buyers. through installment plans
and credit cards issuance. In the bank credit of western countries, the scale
of consumer credit has long surpassed that accredited to enterprises. If there
was no consumer credit in those countries, there would not be the growth in
the so-called three-pillar industries after the war, namely, the steel, construction,
and automobile industries, of which housing and auto sales have taken the central
roles. Consumer credit increased the effective purchasing power of low and
middle-income groups, improved living standards and quality of life. Thus,
it acted as a catalyst for rapid economic growth and expanded domestic
demand to a considerable degree. As a result, it contributed to transforming
society into an olive-shaped society with the middle class as the mainstream.
As an essential part of financial inclusion, consumer finance has seen rapid
growth in China in recent years, which has played an undeniable role in
promoting the economy and expanding the real purchasing power of ordinary
consumers. Along with developing consumer finance, we must attach great

importance to protecting the rights and interests of financial consumers,
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especially maintaining their financial health.

In summary, common prosperity cannot be achieved overnight, the ideal
state of which may require the efforts of several generations to achieve. It is
necessary to enlarge the cake in the first place and then distribute it
properly. In this process, financial inclusion can indeed make unique and
non-negligible contributions to buffering social inequality and ameliorating
society.

Finally, I would like to take this opportunity to express my deep
appreciation to our CAFI research team. especially Dr. Zeng Lianyun, who
joined us this year. Under the guidance of Deputy Dean Mo Xiugen, she
coordinated the writing progress of researchers and contributed to the
quality control. In the complex situation where COVID-19’s prospect is still
unclear, we stick to our responsibility to carry out in-depth investigation and
research, making significant progress in both theoretical analysis and practical
observation on China’s reality, presenting original commentary and insights
throughout the book. Meanwhile, I would also like to thank our partners
for their continued research funding. Fortunately, our research work is
increasingly recognized and supported by all sectors of society. 2021 is the
beginning of a new five-year period for growing inclusive finance. I am
willing to dedicate this book to the thriving cause of financial inclusion in

China!

Bei Duoguang
Xidan, Beijing
5 October 2021
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Part | Five Years of Remarkable Development

Since 2013, China has committed to developing financial inclusion as a
national strategy.

As of the end of 2015, the State Council issued a guiding framework—
the Plan for Advancing the Development of Financial Inclusion (2016—
2020). With support from its high-level government, China has made
remarkable progress in expanding financial inclusion over the last five
years. The Central Committee of the CPC and the State Council have
explicitly pointed out that financial inclusion should play an essential role in
implementing rural revitalization, urban-rural integration, and the development
of strategic planning emerging industries. All of these are critical parts of
the nation’s comprehensive strategies.

All relevant parties have made serious efforts to foster innovation on
the policy and mechanism design of financial inclusion’s institutional system. For
example, the People’s Bank of China (PBC) focused on refining monetary
policy designs, improving financial infrastructure, monitoring the financial
sector, evaluating financial reforms in pilot zones, enhancing consumer protection
and financial education, and strengthening international cooperation. The
China Banking and Insurance Regulatory Commission (CBIRC) upgraded the

incentive and binding mechanisms while adhering to the differentiated regulation
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arrangements. The China Securities Regulatory Commission (CSRC) brought the
capital market’s development and deepening onto the next stage. In addition,
local governments proactively explored building up their own comprehensive
credit information platforms and renewing institutional systems to improve local
financial ecosystems.

Concerning the financial industry on account of financial inclusion, large-and
medium-sized banks have accomplished breakthroughs in formulating inclusive
finance strategies; small banks consequently switched their business focus to
lower-tier markets. Furthermore, internet banks expanded into new markets
through fintech (financial technology) innovation, while policy banks in
China have explored new ways of doing business through re-lending. In
addition. the insurance and securities industries endeavored to bring more
inclusive financial products to the market. At the same time, scenario-based
financial services based on social media and e-commerce platforms also
became increasingly popular. All these jointly contributed to the continued
deepening and enrichment of China’s financial market structure and hence
fulfilled a national strategy-to build a more inclusive financial system.

The participation from the whole society went beyond merely talking about
the new strategy; the Chinese Academic of Financial Inclusion (CAFI) at the
Renmin University of China, for example, has been keenly devoted to financial
inclusion’s research and the advocacy of its implementation. Aimed at becoming a
top think tank in the field and a platform for exchanging information and
thoughts, CAFI witnessed how China forged ahead towards a more inclusive
financial system in the past few years.

During the 13th “Five-Year Plan” period, China has achieved considerable
success along both the extensive and the intensive margin of the development
of financial inclusion. Fintech has propelled the growth of digital financial
inclusion in China toward a worldwide leading position. The financial
infrastructure, policy design and the evaluation system all steadily grew full-
fledged. China’s pilot zones for financial inclusion have also accumulated
valuable experience. In addition, banks of different scales have all pitched

to extend fundamental financial services to urban and rural areas. The
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concept of financial inclusion has become widely popular and deeply rooted
among the Chinese.

Inclusive finance has shown its enormous potential to promote socio-
economic development. China’s financial inclusion made eradicating absolute
and regional poverty in 2020 possible, accelerating the world’s poverty
reduction process. Furthermore, as a buffer to the COVID-19’s disruption,
digital financial inclusion met the demand from the underserved group for a
“short-term, small-amount, urgently needed, and frequently borrow-and-
return” type of loan that could support them through difficult times. Thus,
inclusive finance fine-tuned the financial structure and sustained the socio-
economic development. In addition, it is encouraging to see that the
system’s financial stability and inclusion mutually reinforced one another as
a result. Studying the development of financial inclusion in China will
contribute to international experience sharing and the promotion of global
governance (Chapter 1 The Practices; Achievements and Impacts of the
First Round of Strategic Planning).

In implementing inclusive finance, China carried out innovative and
exploratory plans, including employing policy pilots. Since 2008, pilot
areas’ coverage has spanned from rural areas to city clusters. Explorative
pilot programs examined the role of inclusive finance in empowering MSEs
and hence in facilitating industry transformation & upgrade. According to
their financial inclusion development stage, some pilot zones are featured as
demonstration zones while some are part of China’s Financial Inclusion
Global Initiative (FIGD) program. These pilot zones exploited their strengths and
discounted weaknesses with notable highlights in the past few years, accumulating
valuable experience worthy of further promotion.

Pilot zones upgraded their local financial systems through the measures
listed below. The first was to involve more innovative institutional types and
expand service coverage. The pilot zones have carried out practical trials
ranging from enhancing fundamental services and diversifying the ecosystem
to upgrading the financial market subdivisions. For instance, Yijun in

Shaanxi province launched a project featuring “convenient facilities” to
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provide accessible financial services. Longyan in Fujian province introduced
comprehensive agricultural insurance to serve “sannong” (the agricultural sector,
farmers, and rural areas). Ningbo in Zhejiang province paid particular
attention to filling in the gap of serving a segmented market. In addition to
the measures mentioned above, some pilot zones built local comprehensive
credit information platforms to provide credit information sharing and alleviate
information asymmetry. Specifically, Lishui in Zhejiang province took the
lead in developing a platform containing credit information in its rural areas.
Likewise, similar platforms involving enterprise credit information emerged in
Taizhou and Ningbo in Zhejiang province and Taizhou in Jiangsu province.

Pilot zones have also explored innovative methods to broaden the scope
of assets used as collateral. For example, making certain types of property rights
marketable would endow the MBVGs (Micro businesses and Vulnerable Groups)
with financing support and increase their property income. Notably, Lishui
in Zhejiang province, Chengdu in Sichuan province, Tiandong in Guangxi
province advanced the confirmation and circulation of rural property rights
and actively explored corresponding collateral financing. Taizhou in
Zhejiang province, on the other hand, launched a mortgage financing
platform featuring trademark as collateral and has accumulated the highest
amount of trademark-loan balance among cities of similar size in the nation.
In addition, Ningbo in Zhejiang, Taizhou in Jiangsu, Ji’an & Ganzhou in
Jiangxi province, and Ningde & Longyan in Fujian province have proactively
expanded the scope of acceptable collateral to include intellectual property
rights. Apart from accepting more types of collateral, financial institutions
in pilot arcas have also made efforts to develop and provide innovative
financial products and services. For example, insurance companies in
Longyan developed innovative weather index insurance. Chengdu extended
the movables financing system to include agricultural inventory and
warchouse receipts. Taizhou in Zhejiang province developed a set of distinctive
techniques for microloans. Meanwhile, Ningbo in Zhejiang province pioneered
implementing a risk compensation mechanism featuring tripartite cooperation

involving local governments, banks, and local guarantee funds. Some pilot
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zones made efforts to integrate diversified rural commercial and financial
services. Linyi in Shandong province combined agricultural services with
financial services together. Chengdu built a “ Farmer Loan Express”
platform to unleash the power of a rural finance aggregator. Ganzhou in
Jiangxi province created the one-stop financial service window.

Last but not least, pilot zones also worked on building a series of comprehensive
mechanisms. First, some pilot zones improved the mechanism design for risk
prevention and control. To illustrate, Lankao in Henan province established
a four-in-one segmented risk prevention and control system. Ningbo in Zhejiang
province launched an escape-proof network for financial risk prevention,
monitoring, and control. Taizhou in Jiangsu province explored financial risk
prevention and compensation mechanisms. Second, some pilot zones focused on
financial consumer protection and financial stability. Ningbo in Zhejiang province
introduced an integrated financial education system. Third, some pilot zones
created index systems to calibrate and monitor the progress of reforms. For
example, Yijun in Shaanxi province released a “Yijun Index”; Taizhou in

”

Zhejiang province designed a “Micro Finance Index,” and Taizhou in Jiangsu
province came up with an “Industrial Financial Development Index” .

On this basis, we distill the experience from these policy pilots into four
aspects. First, the governments should be enabling, in other words, the
authorities should proactively take initiatives to invest in the financial
infrastructure, cultivate the financial environment, and overcome market
failures. Moreover, to nurture a robust and comprehensive financial
infrastructure system, policies shall be time-consistent to remove barriers
and unblock bottlenecks of the current market. Second, since the market
pins down the factor prices and the final allocation of resources, the
principle of inclusive finance should stick to extending financial services to
the underserved groups and facilitate the factors of production flowing
freely to attain an optimal market allocation. As we see from those
comprehensive credit information platforms, data is becoming a critical
input factor complementing labor and physical capital in the modern

production function. Proper usage of data significantly reduces financial
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frictions. Hence, though challenges remain, the pricing of data as an input
factor will work its way out one day as financial services become fully
inclusive. Third, China’s inclusive finance reforms should pursue a path
toward a diversified and segmented financial market with moderate levels of
competitiveness. In designing financial inclusion policies, one should be
aware of the possibility that a well-intentioned policy (e. g. , fiscal funds-
subsidized loans, etc. ) at the outset may lead to a distorted market
allocation in the end. Therefore the authorities in charge of consumer
protection should include coaching all market entities to build on their
strengths and find their market niches into the range of duties. Aligning
understanding towards financial segmentation between the supply-and
demand-side would help to enrich the financial structure and establish a
resilient ecosystem in the long run. Fourth, financial service providers should stay
customer-oriented, mission-driven, and take social responsibilities, especially in
the context of financial inclusion. The providers of inclusive finance should
not merely have goodwill toward the development of the whole society.
They should effectively strengthen the capabilities to innovate with respect
to financial products and services based on leading technologies (Chapter 2
Practices and Experience from Pilot Programs of Financial Inclusion
Reforms in China).

In addition to conducting reforms in locations specified above, financial
inclusion in China also stands out globally considering its demographical
coverage over the past five years. To further unleash the potential for rural
economic growth and promote the construction of rural financial
infrastructure, developing and maintaining a sound payment and clearing
system as a channel to expedite money circulation in rural areas is of top
priority. The PBC initiated a pilot program offering special bankcard
services tailored to rural migrant workers, which increased local account
ownership and usage. Later on, the PBC rolled out the agent-based service
points model nationally based on pilots’ successful experience. Currently.
the rural cash withdrawal points are re-orienting and transforming into

multifunctional agents service points.
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As the rural financial service points expanded across the nation,
regional disparity arose as a prominent issue causing the evolution of such
service points around the country to diverge. The transformation toward
multifunctional service points is already in progress within developed areas
while remaining rudimentary in less-developed regions. In the relatively
developed areas, explorations of upgrading the service points exhibit
specific patterns. The first we observe is the need for a proper relationship
arrangement between the government and the market. The second is to
explore the synergistic cooperation between government departments. The
third is to delegate service approvals to local bank branches. However,
these experiments concerning rural financial services can bring challenges to
regional financial stability. Moreover. local banks branches in the countryside
frequently found themselves caught in a power struggle with the villagers’
committees over the choice of agents in local service points. As a result, we
suggest that the developed and underdeveloped regions adopt measures for
the rural service points’ deployment, policy support., and regulations
suitable for their current development stage. Besides, the selected local
agents should be well-trained to contain local financial risks for policy
designs. Last but not least, fintech firms should further engage in
revitalizing production in the rural areas with their customized products
loaded with functions created from technology and data advantages
(Chapter 3 The Evolution, Current Status and Prospect of Financial Service
Points in Rural China).

The development of China’s digital financial inclusion leapfrogged in
the past five years, profoundly changing the pattern of production,
lifestyle, and socio-economic structure. First, the prevalence of digital
payments in China has led to a flourishing digital economy nowadays.
Especially during the pandemic, digital payments provided vital support to
guarantee the orderly operation of society. Second, as digital credit steadily
matured, digital transformation within the banking system became a
common trend. State-owned and joint-stock commercial banks formulated

and highlighted digital development strategies to advance financial inclusion
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development systematically. To overcome size constraints, small-and medium-
sized commercial banks reached out for multisided collaboration and
undertook differentiated transformation by integrating financial resources,
technological resources, and managerial tactics. Third, as the market for
internet finance constantly expanded, increasingly many insurance and fund
management services went online. As a result, fintech is now deeply
involved in the business within the middle and the back offices in China’s
insurance and asset management industry.

Digital technology became the driving force pushing financial inclusion
to a stage of rapid development. Digital technologies helped overcome
physical constraints, enhanced financial services’ efficiency and reduced the
associated channel and information costs. Digital technologies also created
more real-life scenarios coupled with innovative financial services. Lastly,
digital technologies enabled risk diversification among financial consumers
and institutions to cover more long-tail clients, thus enriching the financial
market’s hierarchical structure.

Digital platforms served as “facilitating intermediary” in the process of
advancing financial inclusion. By reducing transaction costs and mitigating
information asymmetry, digital platforms expanded the boundaries of
inclusive financial transactions. Digital platforms also built new business
momentum, forming a competitive and cooperative business relationship
with existing traditional financial institutions. The cooperation between
digital platforms and incumbent institutions explains the role of digital
platforms as “facilitating intermediary” in helping traditional institutions to
reach potential consumers. Moreover, cooperative business models like
facilitated-loan and syndicated-loan enabled creditworthiness assessment
through big data accumulated by the digital platforms. On the other hand,
the efficiency of customer acquisition, business decisions, risk control, and
post-loan management of traditional financial institutions improved significantly
due to the cooperation with digital platforms. This competitive and cooperative
business relationship effectively lowered the threshold of a consumer

applying for a loan and pushed loan rates more market-based, benefitting
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more MSEs and long-tail consumers ( Chapter 4 The Role of Digital
Technology in the Development of Inclusive Finance).

The impressive accomplishments of China’s financial inclusion would
have been impossible without formulating, promulgating, and implementing
a series of policies. With principles set by the nation’s central authority, the
policies were developed by relevant ministries and implemented by local
governments, later reaching various financial institutions and benefitting
the MBVGs in the end. To analyze and visualize the policy framework and
the evolution of financial inclusion-related policies in China, we sort all policies
promulgated in the past item-by-item and classify them into six major functional
categories. Namely, these major categories are administrative management,
monetary policy, fiscal support, tax incentives, market access, and
financial stability. Based on such classification, the underlying logic of the
policy design becomes clear, and we can unfold and summarize the essential
features of such designs. For example, policies have gradually evolved from
loose to tight concerning administrative management. Likewise, the earlier
“overflow irrigation” has transformed into “precise drip irrigation” in terms
of monetary support. In addition, the interactions between government and
market have been changing: more policies are endorsing a market-oriented
design. Last but not least, regulators became more adept at handling the
systemic financial risks associated with all kinds of financial innovations
regarding risk prevention and control.

As one of the recipients of financial inclusion policies formulated on the state
level, local governments implemented these policies utilizing local fiscal transfers,
local administrative management, and institutional reforms. Consequently, the
regional disparity in the local fiscal capacity, joint with the natural hierarchy of
financing priority, led to an imbalanced development of inclusive finance
across regions, which in turn magnified the disparity effect and reinforced
the development gap between areas.

As the suppliers of inclusive financial services, large state-owned commercial
banks entered the field of inclusive finance in response to this national strategy.

With their low cost of funds, large state-owned commercial banks won over
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most top quality clients among the MBVGs, crowding out the small-and
medium-sized banks to even lower-tier long-tail markets. Subjected to the
PBC’s regulations regarding monetary policies and macroprudential
assessment, together with potential intervention by local governments and
financial authorities, small-and medium-sized banks, in contrast, had no
choice but to dive deep into the lower-tier local market continually. As a
result, ex-post, inclusive finance funds provided by the financial suppliers
trickled down the wealth pyramid and did reach some underserved groups.

However, the decentralized approval rights and profit-concession
mechanism design may have caused policy abuse. Some profit-seeking
capital distorted the rules and embezzled the inclusive financial funds
intended for the MBVGs. For example, in the case of microcredit for
poverty alleviation, the * household loans for household use” policy
collapsed into “household loans for enterprise use” and ended up as loan
defaults. Likewise, some banks split one large-scale loan into small-amount
loans to small and micro businesses’ accounts by adjusting the report caliber
and optimizing the reported data to obtain subsidized loan rates. Violation
of regulations such as charging hidden fees or selling products with strings
attached that incurred higher costs for consumers occurred from time to
time. The actual controller may sometimes conceal his debt risk or the
actual situation of his enterprise, forming collusion with bond issuers and
seeking improper benefits in the securities industries.

Since the bargaining power between two parties within each transaction
is not equally distributed: the party with higher bargaining power could
casily deplete and seize all the surplus even though financial inclusion has
gone a long way to overcome market failure. Developing inclusive finance is
originally an ideal way to promote fairness and share financial resources to
the bottom tier of society. However, it seems that the future policy design
has to take the tradeoff between fairness and efficiency into account to
extend inclusive finance to the underserved groups more effectively
(Chapter 5 The Evolution, Mechanism and Impact Evaluation of Financial

Inclusion Policies) .
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Part Il Building an Inclusive Financial Ecosystem
with High Quality

Entering the new development stage, financial inclusion needs to be
guided by the new development philosophy to serve national strategies
including rural revitalization, common prosperity, carbon peaking and
carbon neutrality goals, and move towards high-quality development.

There are still issues to be resolved in order to advance the development
of inclusive finance.

On the one hand, regional and group disparities are still a prominent
restrictive factor. From the supply side, the economic status of different
regions contributes to the divergences in financial supply; from the demand
side, the disadvantaged income levels of MBVGs lead to their repressed
financial demand. It is necessary to notice the diversities within MBVGs.
For example, with respect to enterprises, MSEs at the long tail may still
have difficulty in obtaining financing due to their qualifications and scale;
with respect to agricultural production, financial institutions tend to give
priority to lending to secondary and tertiary industries with less risk, shorter
investment and production cycles, before granting credit to the primary
industry.

On the other hand, it is time to draw a full picture of financial services
for the MSMEs and vulnerable groups, rather than pay majority of attention
merely to lending. For example, the current insurance penetration rate is
still low, which makes it difficult for institutions to provide products on a
large and sustainable scale. The imperfect market ecosystem has led to
direct and indirect financing that has yet to be fully utilized. Due to the
shifting of the financial system toward the long end, there is still a long way
to go for financial capability-building. Those are all problems to be overcome.

Realizing financial inclusion is not about building a new financial system, but
rather promoting the inclusiveness and improvement of the current one. Looking

to the future, we need to advance the high-quality development of Inclusive
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Finance from the perspective of the overall ecosystem.

First, strengthen the construction of mechanisms. Adhere to the
“government guided and market dominated” principle and clarify their
boundaries; Encourage both efficiency and equity to achieve the commercial
sustainability of inclusive financial services.

Second, enrich the financial market continuously. Provide all-round,
multi-level and complementary services to MBVGs across different stages of
life cycles and diversified financial needs, give play to the core role of
banking in serving MBVGs, while further stimulate the depth and breadth
of insurance and capital market participation in financial inclusion.

Third, promote capability-building constantly. Improve the digital
“new infrastructure”, narrow the “digital divide”, improve the credit
referring mechanism, and build the infrastructure required for the inclusive
development of insurance, wealth management and capital market;
encourage financial institutions to explore differentiated and professional
development, and adopt in-depth application of financial technology, while
compliant financial technology companies can act as a bridge for financial
institutions to extend inclusiveness and jointly boost the high-quality
development of Inclusive Finance (Chapter 6 Towards a New Stage of High-
Quality Development of Inclusive Finance).

MBVGs have two primary development goals: one is to prevent the trap
of poverty, while the other is to further improve their economic situations.
The risk protection and credit enhancement functions of insurance act
respectively as “shock absorbers” and “boosters” for them. By considering
the interests of MBVGs, insurance companies and the government, a more
inclusive insurance product system should be one focus in the coming period,
which is also of great significance to national strategies such as rural
revitalization and common prosperity.

The current challenges in fostering inclusive insurance include: First,
the target customer group need more sensitive insurance awareness, who,
typically s are unfamiliar with insurance products, and do not trust insurance

companies. Insurance companies should consolidate the credibility of micro-
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insurance among low-and middle-income groups so as to gradually expand
their business scope. Second, the business model of inclusive insurance is
different from the traditional one, thus, the commission fee model is also in need
of innovation. Insurance companies should approach or achieve commercial
sustainability through economies of scale, by effectively reforming their
intermediary models or winning proper support and participation of the
government. Third, the risk data for inclusive insurance is incomplete,
adverse to the scientific pricing and underwriting of products. Insurance
companies need governments’ data support and make use of emerging
technologies to transform products.

During the five-year remarkable development of inclusive finance, inclusive
insurance products targeting MBVGs have been launched successively, such as
commercial supplementary medical insurance, commercial pension plans,
special agricultural insurance, borrower accident insurance, loan guarantee
insurance, etc. Those types of products have begun to cover more types of
risks faced by MBVGs. would become critical tools for risk shield.

The future development of inclusive insurance shall keep eyes on the
following aspects. First, the present basic medical insurance has a high ratio
of out-of-pocket payment, and the increase in medical expenses also puts
pressure on the public finance. It is necessary to develop market-oriented
health insurance and accelerate the construction of a multi-level medical security
system. However, the homogeneity of commercial medical insurance products on
the supply side is still serious, repressing the demand. It is recommended to
establish a mechanism for sharing medical insurance and commercial
insurance data, activate the value contained in the “dormant” medical data.,
adjust and optimize the preferential tax policies for the purchase of
commercial medical insurance, and stimulate market demand. Second, with
the rise of the “gig economy”, the rising number of gig workers have
brought new challenges to the social security system, who are till now a
typical group not covered by the basic social security system. It is
recommended to proceed the liberalization of household registration

restrictions for participating in social insurance in the place of employment,
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support the continuation of social insurance transfer, and stabilize the
insurance participation rate while promoting employment. Third, to relieve
the financing difficulties of MBVGs requires the credit enhancement by
guarantee insurance. It is recommended to facilitate the construction of a social
credit system, share basic information such as corporate finance and business
operations, and involve both standardization and innovation to advance the credit
system. Fourth, the depth and density of agricultural insurance coverage need to
be improved, so as to effectively serve agricultural production. It is recommended
to explore the integrated development of agricultural insurance with credit,
futures, supply chain financing, and big data technologies to serve the “last mile”
and reduce the risk of falling (back) into poverty due to disasters in rural areas
(Chapter 7 Equip with the Shield of Inclusive Insurance) .

Inclusive venture capital serves the entreprencurial activities of MSMEs
and vulnerable groups and is an important part of the inclusive financial
ecosystem. By observing specific financial sub-industries, a notable feature
can be noticed that as inclusiveness increases, the market levels become
enriched. Just looking back at the situation ten years ago, we can find that
bank loans have been gradually sinking from serving only large customers,
and wealth managers also used to pay majority of effort to serving high-net-
worth groups. Correspondingly, venture capital should also form a multi-
level market structure. If we still increase inclusive loans without awareness
of the entire ecosystem, we will only continue to strengthen the financial
structure featured mostly by indirect financing. Comparatively, inclusive
venture capital can truly build a “bottom-up” direct financing system and
help consolidate poverty alleviation achievements and boost national
strategies such as rural revitalization and common prosperity.

Inclusive venture capital serves industrial creation. For the labor
market, “employees” may become the source of employment pressure for
the society, while “entrepreneurs” create new employment opportunities for
the society. In the vast rural areas, farmers are natural entreprenecurs.
Especially in the process of China’s export-oriented economic structure

transforming to the domestic cycle of the new development pattern, rural
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areas continue to attract farmers returning to start their own businesses,
acting as a reservoir of economic development and social stability.

On the one hand, inclusive venture capital provides entrepreneurs with more
patient financial support; on the other hand, it provides entrepreneurs with
capability incubation, such as market research and judgment, business and
financial management. Beside Grameen Bank’s micro venture capital mechanism,
lending institutions that provide long-term loans and entrepreneurial
capability building can also become suppliers of inclusive venture capital,
while venture capital institutions or funds that invest early, long-term. with
inclusive small amounts, should form the professional force.

Inclusive venture capital is also one of the arecas of socially responsible
investment. By investing in the production and operation of MBVGs., fostering
the creation of rural industries, stimulating small and micro entrepreneurship, and
empowering community construction, inclusive venture capital is of great
significance to the integrity and sustainability of regional industries, thus creating
social values.

From the perspective of policy design, the development of inclusive
venture capital needs to mobilize the engagement of social capital. On the
one hand, there is the need to solve basic taxation issues such as double
taxation of original investors and managerial institutions and formulates
special tax policies for inclusive venture capital; on the other hand, it is
necessary to strengthen the role of government guiding funds as the bridge
to connect more social funds and provide low-cost financial support to
engaged venture capital. The implementation of the policy needs to be based
on detailed classifications of MSEs concerning specific business entities in
different industries and fields, in order to direct investment truly to
MBVGs’ entrepreneurship (Chapter 8 Develop Inclusive Venture Capital) .

The core and cornerstone of modern finance is the capital market. In
the process of winning the poverty alleviation battle, capital market
segments such as venture capital market, equity market, bond market, and
futures market have actively explored more inclusive development. For

example, MSEs can finance through supply chain asset securitization;
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technological start-ups can finance through the equity capital market;
commercial banks that provide quantities of inclusive loans can also finance
through the capital market and optimize their asset liability structures.

In the past five years, in the bond market, asset securitization has
enhanced the revitalization of MSEs’ assets, the expansion of the financing
boundaries of financial institutions, and the optimization of the issuers’
balance sheets, linking the capital market with credit products. By serving
MSMEs and vulnerable groups, it has also enriched the supply of assets in
the market. In the equity market, a “pyramid” system has basically formed.
consisting of the main board, the ChiNext board, the STAR Market, the
“new third board”, the regional equity trading market, and the securities
dealers’ counter trading market. On the one hand, it supports the direct
financing and compliant operation of MSEs; on the other hand, it also allows
fintech companies, microcredit companies, and rural commercial banks to
go public for financing, which has thereby indirectly supported MSE:s.

The future development of the capital market still needs to work out the
following issues. On the one hand, the regulatory standards towards SMEs
asset securitization have not been unified due to the separate supervision
model. Toward the coming period, there is the urgency to improve the
mechanisms of information disclosure and the construction of credit rating,
strengthen the coordination and unity of supervision, avoid regulatory
arbitrage. reduce regulatory conflicts, improve regulatory efficiency and
reduce regulatory costs. On the other hand, the equity financing system of
innovative MSEs has been gradually established, but the investors in the
secondary market are still not active. It is also necessary to implement
continuous competitive trading, cultivate the market maker system, relax
the market maker requirements, increase the base number and capital supply
of investors in terms of investor qualification, and further explore the
participation of public funds, commercial insurance funds and pension funds
(Chapter 9 Nurture the Smooth Support of the Capital Market) .

When planning the blueprint for future development, governments at

all levels, regulatory authorities, and financial institutions all need to realize
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that the core content of the high-quality development of inclusive finance is
no longer to solve the problem of financing difficulties, but rather to
cultivate the general public’s financial capabilities. From “give them fish” to
“teach them to fish”, from emergency “blood transfusion” to the formation
of a long-term “hematopoietic” mechanism. In order to achieve this goal,
both suppliers and regulators need to continuously strengthen their
capabilities and forge enabling infrastructure.

It is easier for MBVGs on the demand side to find themselves in
disadvantaged positions. They need financial capabilities to leverage their
development capabilities, promoting household resource management, to
achieve the goals of protecting assets, accumulating wealth, and smoothing
consumption. Concerning the different levels of financial education
activities in various regions and segments, systematic arrangement is till now
absent, while there might well be a large amount of repeated investment. In
the context of the digital age, it seems to be the time to build a more
efficient system for financial capability intervention. It is recommended to
build a material database for financial capability intervention, so as to
realize the instant availability of basic information, the functionalization
and self-adaption of advanced information. On this basis, a timely
intervention mechanism spreading throughout people’s entire life cycles can
be fabricated to intervene at the most teachable moment. Meanwhile, it is
necessary to pay more effort to the financial capability building of vulnerable
groups, and also integrate the content of financial capacity building into the
educational discipline system.

Suppliers should be guided by the philosophy of differentiation,
specialization, and digitization, and provide sustainable financial services to
disadvantaged groups through appropriate market positioning, governance
structure, business model, and sophisticated operational management. First,
various institutions need to locate and give play to their own endowment
advantages, dive deep into the different fields and levels of inclusive finance
and provide differentiated services and products. Second, inclusive suppliers

shall forge a reasonable investor structure, cultivate effective institutional
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governance, and create customized organizational culture. Third, different
institutions may need distinguished business structures and digital strategies,
taking balance, appropriateness and farsightedness into account.

Regulators can nourish more benign financial innovations by exploring
financial conduct supervision and cultivating the ex-ante supervision system. On
the one hand. it is essential to study and formulate an implementation plan. Due
to the need to coordinate multiple departments and regulatory levels, from central
to local, and even to advance a series of legislation, litigation mechanisms, and
international cooperation, it is necessary for the financial regulators to
study and formulate a plan and complete the transformation in a prepared
and step-by-step manner. On the other hand, it is necessary to establish an
independent department timely for financial conduct supervision, which is
conducive to clarifying rights and responsibilities, resolving supervision
overlaps and gaps, and taking the lead in completing a series of reforms.

Finally, we must build an enabling financial infrastructure, enhance the
“new infrastructure” of digital inclusion, strengthen the “government guided.,
market dominated” market mechanism, and create a safe and widely accessible
credit referring system (Chapter 10 Deploy Long-Term Mechanisms for
Capability Building) .
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