
 

 

Microfinance Risk Management Interview Series 

Perspectives on Risk Management From a Policy Bank 

Interview with Guo Rui, China Development Bank 

 

1. What services does the China Development Bank offer to the microfinance industry? 

China Development Bank’s (CDB) microfinance services can be categorized into two types: first, 

traditional models of services, and second, services that draw on successful international 

experiences to introduce a commercialized approach to microfinance. 

Traditional microfinance services were first introduced in the beginning of 2000 and divide into 

traditional lending models and direct lending activities. In the case of traditional lending
1
, which is 

the main approach, SME loan funds are disseminated through a lending platform designated by 

CDB. Doing so allows CDB to overcome the geographical limitations of its branches and offices, 

which are only located at the provincial level. Conversely, direct lending utilizes CDB’s own 

branches and offices to contract lending directly to SMEs, who obligate themselves to be 

responsible for repayment. For instance, we partner with local youth entrepreneurship and 

employment centers in Henan Province that help identify, shortlist and report outstanding 

entrepreneurs or projects which the CDB might consider financing. Once these proposals have 

gone through an appraisal by CDB, CDB will directly lend to the young entrepreneur, with sums 

varying between 10s of thousands to hundreds of thousands of RMB. 

The second, more commercialized form of support for microfinance which began in 2004, 

financially endorsed by the World Bank and German development bank KfW Bankengruppe, 

cooperated with 12 commercial banks. Through capacity building and technical assistance, CDB 

helped these twelve banks adopt international best practices and credit methodologies. The 

impact of these activities on the Chinese microfinance industry have been profound – training 

more than a thousand credit officers, accumulating valuable experiences and serving as a 

testimony to the sustainability and commercial viability of microfinance. 

 

2. Can you briefly summarize the CDB’s investments in microfinance? 

Not long after the 2008 notice “Recommendations on Microcredit Company Pilots” jointly-issued 

by the China Banking Regulatory Commission (CBRC) and the People’s Bank of China (PBoC) in 

2009, CDB began providing financial support to microcredit companies (MCCs) through 

wholesale lending. As of June 2012, the CDB has supported 701 microcredit companies with 

loans amounting to approximately RMB 24 billion. As far as I know, there are other banks 

providing wholesale loans to MCCs, however, they charge higher interest rates than the CDB. It 

is estimated that CDB loans makes up for nearly 40% of all bank loans offered to MCCs. And 

CDB is flexible in its offerings to MCCs. Normally, we require a guarantor or collateral when 

lending; typically the CDB will work with larger guarantee companies that will serve as guarantor 
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for several MCCs at one time. If there is no large guarantee company involved, the use of equity 

or shareholders rights as collateral is permitted as well. 

Additionally, the CDB is actively establishing Village and Township banks (VTB). To date, CDB is 

a shareholder in 15 VTBs; we hoped to expand and open many more. However, due to the 

CBRC’s control over approvals, I estimate we will not establish too many VTBs. From what we’ve 

seen, the overall growth of these VTBs has been quite strong, achieving breakeven within the first 

or second year of opening; some have even begun to make a profit. 

 

3. What criteria does the CDB look at when choosing partner MCCs? 

CDB's has developed a simple and easy-to-use scorecard which client managers will use in the 

investigation process. Following analysis, all candidate MCCs are placed into four categories; A, 

B, C and D. Category A MCCs are eligible for credit and/or investment; Category B MCCs on the 

other hand have an unknown investment viability but are eligible for credit. For these two 

categories we provide two forms of credit: 1) direct lending and 2) guarantee-based lending. The 

revolving credit provides MCCs with loans directly which MCCs can then on lend independently. 

Guarantee-based lending on the other hand is when either a guarantee company or the MCCs 

serves as a guarantor while the CDB distributes loan funds directly to SME borrowers (who are 

recommended by the MCC). The majority of lending is directly to the MCC for on-lending while 

the latter only accounts for one percent of total lending. However, as many MCCs are about to or 

have already exceeded the 50% debt/equity restriction, the latter option is becoming increasingly 

popular. Category C MCCs are only eligible for the direct lending while Category D MCCs are not 

eligible for any form of loan or investment. 

 

4. In your opinion, what risks is the microfinance industry currently facing? 

I think the general development of this emerging sector is moving in a positive direction. However, 

over the course of its development there have been some problems. The first problem we’re 

seeing is a high concentration in lending. According to regulations, outstanding loans for a single 

borrower cannot exceed 5% of the net capital for a MCC. Many MCCs lend very close to this limit 

and as a result have a very small number of clients; some MCCs have only twenty-to-thirty clients 

in their portfolio – this can impede the sustainable development of MCCs. 

Second, many MCCs are operating illegally and outside the permitted scope. For instance, there 

was a recent case wherein a MCC from Hunan Province was discovered providing a real estate 

firm with a bridging loan, something strictly forbidden by the CBRC. 

Third, MCCs often lack modern corporate governance and are often too heavily influenced by 

their majority shareholders. Lastly, MCCs are charging exorbitant management fees that are 

unreasonable, and conflict with financial regulations. 
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5. What do you think are the biggest risks facing the Chinese microfinance industry in the next 

five years? 

From my observation, the first major risk is policy risk. The regulatory environment China is 

extremely uncertain; while the People’s Bank of China encourages the development of MCCs, the 

China Banking Regulatory Commission on the other hand is much more conservative and 

reserved. Although overall expectations to loosen financing caps and easing limitations on eligible 

channels of financing is positive, how long it will take and how broad it will be is still unknown. 

Within the scheme of a developed and mature financial system, MCCs as non-deposit-taking 

financial institutions have their own importance as players. As a result, they should not and 

cannot all be transformed into VTBs. They should develop their own sound and sustainable 

methodology. 

The second risk lies in corporate governance. A modern corporate governance structure should 

be established and improved in which the dominance of majority shareholder is eliminated and 

the overall capacity of the organization is enhanced. When considering micro-lending and the 

high cost of individual lending in microcredit lending methodology, it is, as a matter of fact, a 

labor-intensive business. “Therefore, the core of microfinance, in my opinion, rests on the 

cultivation of personnel, which can be the most time-consuming, exhausting and demanding task. 

It is only when there is a strong team of qualified loan officers available that can we use 

knowledge, implement technology, management and systems, and thus minimize risk. 

The third and final point has less to do with risk management and more with the challenges 

brought on by the diversification of MCCs in China. To date, Chinese MCCs can be placed in four 

categories: 

The first are companies rooted in providing financial services to rural areas, such as Ningxia 

Huimin MCC and CFPA Microfinance 

The second category, which is also the largest in numbers, is comprised of the profit-driven 

companies with poor long-term strategic planning and great uncertainty in their future 

development. 

The third are the ones which truly practice the classic notion of microfinance in their positioning 

and strategy and, have a clear vision for growth and enjoy ample of human resources; but these 

types of companies are few and far between. 

The last category is typified, by new models such as Alibaba small credit finance
2
, supported by 

Taobao
3
 .This technology-based platform has plenty of advantages, among which include: 

adequate and reliable client information, an enormous customer network, adequate funds, the 

application of a commercially sustainable pre- and mid-loan analysis techniques and the business 
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 It is the first microcredit company in the field of e-business in China established by Alibaba Group, Joint 

Renaissance group, Intime Group and Wanxiang Group. 
3
 Taobao.com is China’s largest C2C (Consumer to Consumer) individual online trading platform with B2C 

platform e-commerce service provider—Taobao Mall. Its total trading volume in 2012 amounts to 400 
million RMB. 
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of outsourcing and collecting clear trends in the development and progress of small loans. With 

the accumulation of data, we can make use of the Alibaba model to develop a set of 

comprehensive scorecards and potentially enable instant credit analysis, approval and 

disbursement once all client information is entered. 

 

  


