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Abstract 

 Private lending has a long history in China and to some extent, private lending 
has indeed facilitated our life. However, with the continuous development of China’s 
economy, private lending exposes more and more problems. Consequently, it’s 
important to know the private lending in depth especially after the serious private 
lending crisis occurred in Wenzhou in 2011. 

 In this way, this essay will try to find the relationship between the number of 
formal financial institutions and the scale of private lending in China. Model is created 
based on literature review and other scholars’ study. In this essay the methodology that 
be used is correlation and regression analysis. This essay uses the economic and 
financial correlation coefficient rule to estimate the scale of private lending. This essay 
uses insufficient data to do analyze and hence its result is inconsistent with many other 
scholars’ results. Depending on this contradictory consequence, some points are figured 
out to explain the reason and also some suggestions are mentioned in order to help or 
remind other researchers when they do relevant studies. 

Keyword: private lending, economic and financial correlation coefficient rule, the 
number of formal financial institutions, the scale of private lending, regression analysis 
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1. Introduction 

 Private lending is a folk financial behavior which is different from the formal 
financial services. Private lending usually exists between individual citizens, between 
individuals and businesses, between individuals and institutions. The private lending is 
valid as long as both parties express their true intentions. Under normal circumstances, 
the interest rates of private lending will not be higher than the relevant interest rates 
which are stipulated by banks. However, due to the chronic lack of formal and effective 
management and supervision of laws and regulations, usury incidents are frequent. 
Nevertheless, private lending is still one of the important components of folk financial 
behavior. 

 Private lending is a kind of spontaneous economic behavior and it can make up 
for the gap in the financial market, especially when the market is growing fast but the 
legislation in the relevant economic area is slow. In China, the structure of the financial 
system is not suitable to the rapidly developing market economy, which means the 
reform of the financial system cannot keep up with the actual needs of the market. In 
this case, private lending has plenty of space to grow. However, due to the lack of 
relevant systems and laws, the risk of private lending cannot be effectively eliminated. 
Problems such as usury, capital chain rupture, accounting fraud, more debt problems 
and others disrupt the normal financial order to a certain extent. In 2011 in Wenzhou, 
China, the capital chains of some small and medium-sized enterprises broke. Nearly 90 
business owners fled because they couldn’t pay off high debts, which were caused by 
usury (Runbei Wang, 2013).  

 In order to maintain the order of normal financial and ensure the smooth 
operation of the market, it’s necessary to make effective laws and regulations in the 
field of private lending, no matter these laws and regulations support the development 
of private lending or restrict the development of private lending. With the gradual 
expansion of the contradictions between the market and the backward financial system, 
it is very important to seek countermeasures in the field of private lending. 

 In this paper I focus on three issues: the causes of private lending, the risks of 
private lending and some countermeasures to these risks. 

 In this paper, I will first try to find some causes of private lending. Although many 
articles and papers have already analyzed the causes of private lending, I will narrow 
down the perspective of finding the reasons because some reasons like cultural and 
historical are not very suitable to the purport of this paper. Thus I will focus on bank or 
financial structure and attempt to discover reasons. 

Many articles and papers also have already mentioned the risks of private 
lending, but I will pay more attention to national and individual level. Risks at the 
national level are relate to what I want to talk about in the countermeasure part. Risks 
at the individual level are very close to our life and these risks are obvious and 
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destructive. In this way I think these risks can roughly summarize the hidden dangers of 
private lending. 

 In the countermeasure part, I will look for solutions mainly from the perspective 
of laws. The reason is that I think the lack of laws and regulations are the main 
problems. I feel it is difficult for the countermeasures from the perspective of individuals 
to effectively regulate private lending because many risks of private lending are caused 
by the absence of formal supervision. Even if individuals refuse to engage in private 
lending, the risks of private lending will still remain. Therefore, the fundamental method 
is to regulate private lending reasonably from the legal level. 

 In this way, the remainder of this paper is organized as follows. In section 2 I will 
review the existing literatures in this field and find some useful points. Section 3 comes 
up with a hypothesis or guesses and describes them in more detail as well as data 
samples. Section 4 I will introduce methodology and model that I used during the 
research to describe my train of thoughts. In section 5 I will show main results of my 
data analysis and give some simple conclusions. If possible, I will give some reasons to 
explain my research if my result is inconsistent with other scholars’ results. In section 6 I 
will conclude the whole essay. Then is references and appendix. 
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2. Literature Review 

 There are many articles and papers that mentioned about private lending. The 
research in this aspect is quite sufficient. 

2.1. The causes of private lending from banks or financial structure 

 Many scholars have already studied on this field. Runbei Wang (2013), Shixin Li 
et al. (2009), Weihong Tang et al. (2013) and Shenglin Zhang et al. (2002) tried to find 
causes of private lending and they mentioned lots of reasons from different 
perspectives. In the introduction part I say that in this paper I will mainly focus on 
causes from banks or formal financial institutions. Remove some of the less relevant 
reasons, many of them mentioned causes what I really want. Formal channel fund 
supply is insufficient, formal borrowing threshold is high, formal investment channels 
are narrow and weak financial regulation are all reasons and all of those causes are 
related to what I want to talk about. 

2.2 The risks of private lending 

 In fact the risks of private lending could be seen at all levels. However, in this 
research I just pay attention to national and individual level. 

2.2.1 The risks of private lending in national level 

 Private lending can lead to different kinds of problems in different aspects of our 
life. Actually, the article I mention before, they also involve risks problems. Runbei Wang 
(2013) mainly talked about risks in national level especially regional risks. The rest 
scholars like Shixin Li (2009), Weihong Tang (2013) and Shenglin Zhang (2002), they 
mainly figured out the risks about macroeconomic regulation and control. In addition to 
these scholars, Douglas Elliott et al. (2015), Wei Shen (2014), Swati Ghosh et al. (2012) 
and Khandokar Istiak (2019) tried to find risks of private lending from national 
perspective. Private lending is one of the main forms of shadow bank. They talked about 
the existence of shadow bank and mentioned many problems of shadow bank. Their 
articles and papers fully illustrate the impact of shadow bank on the financial system. 

2.2.2 The risks of private lending in individual level 

 Individuals’ risks are obvious and normally be included in many articles. Li, Tang 
and Zhang all mentioned risks in individual level. Economic disputes and usury are major 
problems. There are many other scholars that studied risks in individual level. Hans 
Visser (2014) mentioned the history of usury and debt as well as Lindgren Hakan (2017). 
Ibrahim Abraham et al. (2007), Melvin R. J. Soudijin et al. (2013), Xiaoyan Zhang (2010), 
Robert Mayer (2013) and Anthony Saunders (2011) all cared about the risks of usury 
which is caused by the private lending. In the context of the new era, peer-to-peer 
online lending becomes more and more popular. The problems that follow the spread of 
peer-to-peer lending are becoming more and more obvious. As a new form of private 
lending, the risks which are brought by online lending or P2P lending cannot be ignored. 
Haewon Yun et al. (2012), Zhengping Zhang et al. (2013), Seth Freedman et al. (2017) 
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and Huijuan Wang et al. (2014) all talked about the risks of P2P lending. The risks of 
online lending they discussed partly reflect those of private lending.  

2.3 The countermeasures to private lending from perspective of laws 

 Just as causes and risks parts, there also have many countermeasures to private 
lending but I mainly choose solutions from legal perspective. 

2.3.1 Reconstruction of legal rules 

 Scholars who held this idea usually thought about all-round change. It doesn’t 
mean they wanted to make laws and regulations in relevant fields again, but they 
thought the original legal systems and ideologies were not suitable to continue to exist 
in the new environment. They believed the solutions to the risks of private lending 
should not be limited to the formulation and improvement of laws as well as the value 
system of laws. Shuqing Zhang (2009) and Zhaoxiang Qiu et al. (2009) thought people 
could not only make new laws and regulations to guide private lending but also change 
outdated ideas to adapt to the new era. They believed besides make new laws, people 
should build new values in laws like efficiency value, freedom value, order value, justice 
value and so on. 

2.3.2 Incentive legal regulation of private lending 

 Wall is better than hydrophobic. If on the one hand, we cannot prevent private 
lending, one the other hand we need private lending to fill the gap in the market funds 
to some extent. In this way, make some laws and regulations to guide private lending is 
appropriate. Caishen Yue (2013) and Shenglin Zhang et al. (2002) thought we should 
make some incentive legal regulations to let private lending take participate in formal 
financial behavior. In this way, compare to reconstruct of legal rules, it seems like 
improvement and reform. 

 In the next section I will describe relevant information about data and some 
detailed explanations. 
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3. Data and Sample 

 In this part I will introduce which data I will select and how and where I get these 
data. At the same time I will show the scale of samples and explain the reason why I 
choose this sample size. 

3.1 Dataset 

I want to find the relationship between the scale of private lending and the 
number of formal financial institutions in China because I think the more formal 
financial institutions, the less private lending scale. In this way I need to search data 
about private lending and formal financial institutions. 

It’s very difficult to find exact data about the scale of private lending because of 
its concealment and universality. Thus what I will do is to use some relevant data to 
estimate the scale. The method I will use is economic and financial correlation 
coefficient rule, which estimates the scale of private lending based on the ratio of credit 
financing to GDP. Many scholars used this method to estimate private lending such as Li 
Jianjun (2005) and Peng Fangchun (2010). Although they used the same method, the 
specific formula they applied was different. Therefore, the results they found were very 
different, which means I cannot use them directly. What’s more, most of their data 
were 15 years ago, I won’t use them. As a result I will recalculate the scale of private 
lending with the help of new data. 

For the formula, I use the format that Wang Runbei (2013) applied in his paper. 

First, set ϴ as the economic and financial correlation coefficient, and the 
relationship about ϴ is that: ϴ = (FF + IF)/GDP, which FF is formal finance and IF is 
informal finance.  

For FF, the formal finance, we set its elements are foreign direct investment 
(FDI), securities market financing (SMF) and short-term credit (SC), which means: FF = 
FDI + SMF + SC. The reason why choose short-term credit is because many private 
lending is short-term. For SMF, it will just contain IPO as other data are very hard to 
find. 

In order to calculate the scale of private lending, we need a benchmark or 
standard of ϴ or we say ϴ1. For the convenience of calculation, the informal finance (IF) 
will be ignored because IF is very hard to find due to its concealment. So in order to 
calculate the most accurate ϴ1, we will select Shanghai’s ϴ as our ϴ1. The reason is that 
the more developed the city, the less the scale of informal finance. 

When ϴ1 is calculated, we can use the same way to calculate the ϴ of China. 
There must has a difference between ϴ1 and ϴ, and the result of (ϴ1 - ϴ)*GDP is 
informal finance or private finance Ei.  

Finally set a relationship between formal finance and informal finance, and the 
relationship is: Cf/Ef = Ci/Ei, which Cf is formal financial short-term borrowing scale, Ef is 
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formal financial scale, Ci is informal financial short-term borrowing scale or we say the 
scale of private lending and Ei is informal financial scale. In this way Ci = Ei*(Cf/Ef), so Ci is 
what I want to calculate. However I think it’s hard to define the elements of formal 
financial scale and the formal financial short-term borrowing scale. In this way I will use 
the scale of domestic financial transaction capital utilization and the loan that used in 
domestic financial transaction to represent Ef and Cf. 

All the data I use come from China Financial Statistics Yearbook 1993-2018, 
China Securities, Futures Statistical Yearbook 1993-2018, Shanghai Statistical Yearbook 
1993-2018 and National Bureau of Statistics of China. 

The data about the number of formal financial institutions in China is easy to 
search and the source of my data is Wind, a provider of financial data and analysis tools 
in China, and the China Banking Regulatory Commission 

3.2 Sample 

I will use historical time-series data to analyze the relationship. The sample 
period of my data is from 1993 to 2018. I actually want to find more than 30 samples, 
but in Shanghai’s Yearbook, the short-term credit was started to record since 1993 and 
consequently the most data or sample size I can find is from 1993-2018, which is totally 
26 samples. 

 

4. Methodology & Model 

As I find enough relevant data about my research question, than what I will do is 
select an appropriate methodology and model to test my hypothesis. 

4.1 Methodology Selection 

Because I want to find the relationship between the scale of private lending and 
the number of formal financial institutions in China, in this way the methodology I will 
use is the correlation analysis and with the help of regression analysis to research 
specific relationship. Both of these two data are variables and I want to find whether 
there is a specific number that can link these two data together. 

4.2 Model Selection and Hypothesis Testing 

There are many factors can affect the scale of private lending but I just want to 
focus on the relationship between the number of formal financial institutions and the 
scale of private lending. Hence, both the scale of private lending and the number of 
financial institutions are variables and in this way the model I can created is: 

Y=α + β1*x1 + β2*x2 + β3*x3 + β4*x4…… 

Or: 
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The scale of private lending = α + β1*the number of formal financial institutions + 
β2*the formal channels for fund supply + β3*formal borrowing threshold + β4*formal 
investment channels…… 

My hypothesis (H0) will be: there has no relationship between the number of 
financial institutions and the scale of private lending.  

The reason why I choose this hypothesis is that I think most private lending is 
caused by the lack of financial institutions and the more financial institutions, the less 
private lending will be. In this way, if there actually has a relationship between them, 
than what we can do to resolve or reduce the problems which were brought by private 
lending is to increase the number of financial institutions to let formal financing 
channels expand coverage. Thus most economic activities will be regulated and usury or 
other risks can be effectively avoided. 

 

5. Data analysis and results 

This section explains the relationship between the number of financial institution 
and the scale of private lending in China. As I mentioned in the literature review, many 
scholars such as Runbei Wang (2013), Shixin Li et al. (2009) and Shenglin Zhang et al. 
(2002), thought the lack of financial institutions could cause the increase of the scale of 
private lending. In order to test whether this viewpoint is right or not, I also make a 
model to estimate the relationship between those two variables as I mentioned before: 

 The scale of private lending = α + β1*the number of financial institutions + 
β2*formal channels for fund supply + β3*formal borrowing threshold + β4*formal 
investment channels…… 

Thus the scale of private lending is a dependent variable and the number of 
financial institutions is an independent variable. 

For the completeness of the test, my hypothesis is: there is no relationship 
between the number of financial institutions and the scale of private lending in China. 

I choose data from National Bureau of Statistics of China, Shanghai Yearbook, 
China Banking Regulatory Commission, China securities and futures yearbook. China 
financial statistics yearbook and Wind consulting Company. The sample I can get is from 
1993 – 2018, which is 26 samples. As I mentioned before, due to the lack of some 
information in Shanghai’s Yearbook, I can’t get enough data. Therefore, it may have 
some errors to my results. The following part is what I get from my data sample: 
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Figure 1: the number of formal financial institutions in China from 1993-2018 

 

 

 

Figure 2: the scale of private lending in China from 1993-2018 
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Table 1, 2: the regression analysis about the number of formal financial institutions and 
the scale of private lending 

Regression Statistics 

Multiple R 0.486210080954009 

R Square 0.236400242821304 

Adjustment R Square 0.204583586272192 

Standard Error 4261.20084973464 

Observations 26 
 

 Coefficients P-value 

Intercept -
16965.49723 0.054163996 

X 
Variable 
1 0.117959426 0.011786678 

 

If I set 0.1 as α so my confidence interval is 90% and because the P-value is equal 
to 0.01178, which is smaller than 0.1, so I should reject my hypothesis. In this way I can 
say my hypothesis H0 is defective and I should reject it. The appropriate expression is 
that:  

There has a relationship between the number of formal financial institutions and 
the scale of private lending in China from 1993-2018.  

However, just as I mentioned before, due to the lack of enough samples, the 
result I get may have some errors to the actual possibilities. Nevertheless, in order to 
continue to analyze, let’s say the data I get is feasible. Looking at the regression 
statistics part, the coefficient part for x variable 1 is 0.11796, which is bigger than 0, so 
there has a positive relationship between the number of formal financial institutions 
and the scale of private lending in China. However the absolute value of the multiple R 
isn’t very large or close to 1, and also the R square is just 0.2364, which is much less 
than 1, both two values show that the correlation between the number of formal 
financial institutions and the scale of private lending isn’t very strong. Nevertheless, it 
actual shows a positive relationship. 

 Nevertheless, this result is different from what other scholars said and also it’s 
not consistent with what I really want. As I mentioned before in the literature review, in 
my first research question I want to find the causes of private lending and many scholars 
like Runbei Wang (2013), Shixin Li et al. (2009), Weihong Tang et al. (2013) and Shenglin 
Zhang et al. (2002) all thought there had a negative relationship between the number of 
formal financial institutions and the scale of private lending. They believed the reason 
why people borrowed money interpersonally was because the lack of formal financial 
institutions or the narrow coverage of formal financial institutions. In this way, I want to 
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find whether there actually has a negative relationship between these two variables. 
Unfortunately, the data I get figure out that there has a positive relationship between 
these two variables. In fact, if there has a negative relationship between these two 
variables, I can give suggestions and advice to reduce the scale of private lending to 
eliminate possible risks that may be brought by it. Nevertheless, the positive correlation 
shows all I think is inconsistent with other scholars’ articles. 

 I think some reasons why my result is different from other scholars’: 

 Firstly, I simplify the definition of securities market financing to make it easier to 
collect data. In fact, securities market financing includes IPO, refinance and bond market 
financing and IPO includes three types, refinance includes four forms and bond market 
financing includes four ways. In my section I just choose IPO and ignore other two 
factors. In this way it may lead some errors. 

 Secondly, the difference of short-term credit. In China Statistics Yearbook or 
National Bureau of Statistics of China, the short-term credit doesn’t distinguish between 
subjects, which means it doesn’t list resident short-term credit and company short-term 
credit separately. Thus I can just use the amount of money used by formal financial 
institutions comes from short-term credit to replace the short-term credit. In Shanghai 
Yearbook, it clearly list resident short-term credit and company short-term credit. As a 
result it will have some errors in the calculation of ϴ. 

 Thirdly, the change of formula. In Runbei Wang’s (2013) article, he introduced 
the formula Cf/Ef = Ci/Ei, which Cf is the size of short-term lending in formal finance and 
Ef is the scale of formal finance and Ci and Ei are the corresponding informal size. 
However, I cannot find the actual number of these variables especially the Cf and Ef. 
Hence, I use domestic financial transaction capital utilization scale to replace Ef and use 
domestic financial transaction funds use loan to replace Cf. Thus, the data I get may very 
different from the actual ones. 

 Fourthly, the lack of samples. Shanghai Yearbook stated to record short-term 
credit since 1993, so I just get 26 samples from 1993-2018, which is lower than the 
minimum requirement, 30. Monthly data and quarterly data may be better but 
Shanghai’s statistics are released annually. What’s more, I cannot find a very reliable 
source for China’s monthly or quarterly data and China's national bureau of statistics 
publishes different types of monthly, quarterly and annual data. Many data I want are 
just published annually. 

 Fifthly, the samples that other scholars’ used were out of date and their data 
sizes were also not enough or more than 30. In this way, their results might have some 
errors to actual conditions. Even so my result is inconsistent with their results, these 
scholars’ conclusions may have some defects. 

 I think the above reasons are very important since I changed their meanings 
compare to Runbei Wang’s article and they may the main causes of my results’ errors. 
To some extent, my research is failed because my results are different from many other 
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scholars’ studies. However, my research may can remind other people to pay more 
attention to the collection of data and make sure to use similar or same methods to 
calculate whenever possible. 

6. Conclusion 

 In this essay I originally want to discuss the relationship between the scale of 
private lending and the number of formal financial institutions in China. Depending on 
the literature review, I know there has a negative relationship between these two 
variables. I choose 1993-2018 China’s conditions as my subject to estimate the scale of 
private lending and measure the linear relationship. Although my result is inconsistent 
with other scholars’ results, I think there have some valuable conclusions: 

 First, the data I used is latest but other scholars’ samples were out of data. 
What’s more, these scholars’ sample size were not enough as well, in this way I have 
reason to believe that my conclusion has some credibility, even if the reliability is low. 

 Second, it’s important to gain enough data to increase the stability of data or 
results. As I mentioned before I simplify many formulas and equations to better gather 
information and subsequently it may lose some credibility and bring errors to my 
results. Thus when other people do researches and analysis, please make sure to collect 
adequate information. 

 Third, it’s also the defect I want to comment. In my essay I only choose Shanghai 
as ϴ1 to calculate the scale of private lending in China but if I want to increase the 
reliability of my result, I need to select other city’s ϴ to improve correctness.  
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Figure 2: The scale of private lending in China from 1993-2018

 



 
 

Table 1-2: The regression analysis about the number of formal financial institutions in 
and the scale of private lending in China from 1993-2018 

Regression Statistics 

Multiple R 0.486210080954009 

R Square 0.236400242821304 

Adjustment R Square 0.204583586272192 

Standard Error 4261.20084973464 

Observations 26 
 

 Coefficients P-value 

Intercept -
16965.49723 0.054163996 

X 
Variable 
1 0.117959426 0.011786678 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

Appendix A: The regression analysis about the number of formal financial institutions 
and the scale of private lending in China from 1993-2018 

In this essay I just pack some important data in regression analysis and the following 
picture shows the whole result I get from the regression. 

Picture 1: The regression analysis about the number of formal financial institutions and 
the scale of private lending in China in from 1993-2018 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

Appendix B: The value of ϴ1 and ϴ and the scale of informal finance and private lending 
in China from 1993-2018 

The following picture shows the Shanghai’s ϴ1, China’s ϴ, the scale of informal finance 
and the scale of private lending. 

Picture 2: the value of ϴ1 and ϴ and the scale of informal finance and private lending 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

Picture 3: the number of formal financial institutions and the scale of private lending in 
China from 1993-2018 

 

 


