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In China, "The People's Republic of China Medium and Small-Sized Business Promotion Act,"
which is equivalent to Japan's "Small and Medium-sized Enterprise Basic Act" was adopted at the
National People's Congress Managing Committee's 28th Meeting on June 29, 2002, and was
effective from January 1, 2003.

The second chapter of the Act, entitled "Funds Support,” designated for medium and small-sized
businesses, provides that "an account for medium and small-sized businesses be set up in the
Central Fiscal Budget, securing funds to help medium and small-sized businesses grow, and the
People's Local Governments provided financial support to medium and small-sized businesses."
Currently, the establishment and development of a credit guarantee system as an important issue
of "Funds Support" for medium to small-sized businesses is promoted throughout China. It was the
private medium to small-sized businesses that helped achieve rapid economic growth and secured
employment for laborers.

Private enterprises supported the recent economic development in China in terms of growth and
offering employment, and they were at the same time the driving force behind the promotion of the
"socialistic market economy."

Currently, the establishment and servicing of a credit guarantee organization for medium to small-
sized businesses as a means of "Funds Support" designed for private medium to small-sized




businesses is being explored.

The most number of such test cases are in Zhejiang Province, and its Wenzhou City is a model
where many medium to small-sized businesses are flourishing.

There exist three types of credit guarantee systems in China: (1) guarantee organizations funded
by local governments; (2) commercial guarantee organizations funded by the private sector; and
(3) mutual guarantee organizations set up by participating businesses, and they have all been
operatingsmoothly thus far.

It is commonly acknowledged by countries worldwide that credit guarantee systems forsmall to
medium-sized businesses are a policy tool to complement the market economy.

However, China is trying to rely solely on the market economy for the administration, maintenance,
and survival means of the small to medium-sized businesses credit guarantee system.

Besides, credit guarantee companies will engage in investment business.

They are eying the possibility of investing in their obligors.

Once they actually do it, however, the meaning of credit guarantee would disintegrate from the
core.

Those small to medium-sized companies that cannot qualify to obtain "formal" loans from financial
institutions have no choice but to depend on "informal" loans, or "private credit."

"While a variety is available, the interest rates are typically charged at market rates and it is
becoming a social problem.

One attempt to bring these informal arrangements back on the normal route is through "requested
loans."

"Informal” loans are provided to those that do not have funds by those that do without going
through financial institutions, but in this system, banks play the role as a mediator, acknowledging
the borrowers and charging fees.

"Requested loans" may mean that loans are requested from informal institutions and individuals
without directly going through formal financial institutions.

Besides, credit guarantee companies are considering providing credit guarantees on behalf of such
"requested loans."

Applicable rates on "informal" loans are checked and penalized by the government if they
violatethe rules.

In a Japanese style, we could say these are credit guarantees to non-bank financial institutions.
Since they cannot be checked by the regulators, they might be "informal."

Even if it was possible, "informal” financing would be promoted as a result.

In several years from now in China, we expect to see new developments regarding financing for
small to medium-sized companies.
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Development and Some Problems Concerning about Credit Guarantee System for SME

in China
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Abstract

In China, “The People's Republic of China Medium and Small-Sized Business
Promotion Act,” which is equivalent to Japan’s “Small and Medium-sized Enterprise
Basic Act” was adopted at the National People’s Congress Managing Committee’s 28th
Meeting on June 29, 2002, and was effective from January 1, 2003. The second chapter
of the Act, entitled “Funds Support,” designated for medium and small-sized businesses,
provides that “an account for medium and small-sized businesses be set up in the
Central Fiscal Budget, securing funds to help medium and small-sized businesses grow,
and the People’s Local Governments provided financial support to medium and
small-sized businesses.” Currently, the establishment and development of a credit
guarantee system as an important issue of “Funds Support” for medium to small-sized
businesses is promoted throughout China. It was the private medium to small-sized
businesses that helped achieve rapid economic growth and secured employment for
laborers. Private enterprises supported the recent economic development in China in
terms of growth and offering employment, and they were at the same time the driving
force behind the promotion of the “socialistic market economy.” Currently, the
establishment and servicing of a credit guarantee organization for medium to
small-sized businesses as a means of “Funds Support” designed for private medium to
small-sized businesses is being explored. The most number of such test cases are in
Zhejiang Province, and its Wenzhou City is a model where many medium to small-sized
businesses are flourishing. There exist three types of credit guarantee systems in
China: (1) guarantee organizations funded by local governments; (2) commercial
guarantee organizations funded by the private sector; and (3) mutual guarantee
organizations set up by participating businesses, and they have all been operating

smoothly thus far.



It is commonly acknowledged by countries worldwide that credit guarantee systems for
small to medium-sized businesses are a policy tool to complement the market economy.
However, China is trying to rely solely on the market economy for the administration,
maintenance, and survival means of the small to medium-sized businesses credit
guarantee system. Besides, credit guarantee companies will engage in investment
business. They are eying the possibility of investing in their obligors. Once they actually
do it, however, the meaning of credit guarantee would disintegrate from the core. Those
small to medium-sized companies that cannot qualify to obtain “formal” loans from
financial institutions have no choice but to depend on “informal”’ loans, or “private
credit.” While a variety is available, the interest rates are typically charged at market
rates and it is becoming a social problem. One attempt to bring these informal
arrangements back on the normal route is through “requested loans.” “Informal” loans
are provided to those that do not have funds by those that do without going through
financial institutions, but in this system, banks play the role as a mediator,
acknowledging the borrowers and charging fees. “Requested loans” may mean that
loans are requested from informal institutions and individuals without directly going
through formal financial institutions. Besides, credit guarantee companies are
considering providing credit guarantees on behalf of such “requested loans.” Applicable
rates on “informal” loans are checked and penalized by the government if they violate
the rules. In a Japanese style, we could say these are credit guarantees to non-bank
financial institutions. Since they cannot be checked by the regulators, they might be
“informal.” Even if it was possible, “informal” financing would be promoted as a result.
In several years from now in China, we expect to see new developments regarding

financing for small to medium-sized companies.
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