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Abstract—The development of the manufacturing industry
in China is progressing at a slow rate due to the business finance
practices utilized. In turn, some commercial banks have carried
on a series of practices and search within this field. Q
commercial bank implements the strategy of transition and
gradually strengthens core competitiveness. This paper focuses
on the analysis of the micro credit quality and loan proceeds. For
example, Q commercial banks, compared to other commercial
banks and their Micro-credit model, sum up the success of
Micro-finance model, provide the feasible suggestions of the
Micro-finance business for other commercial banks.
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. INTRODUCTION

In recent years, Q commercial banks have actively
explored its market positioning, developing Micro credit
business strategies, and, combined with the successful model
of the cash credit, summed up a set of effective measures.

Il.  THE ANALYSIS OF THE MICRO CREDIT QUALITY AND
LOAN PROCEEDS OF THE COMMERCIAL BANKS

In order to explain the difference between Q commercial
banks and other commercial banks in the business, Shanghai
Bank and China Merchants Bank (that are committed to
miniature business financing) were chosen as the objects of the
case analysis in this paper. Two aspects were examined: loan
quality (bad - loan ratio, capital adequacy ratio) and loan
proceeds (average annual return - on — assets)

A. Comparative Analysis of Loan Quality

1) Non-performing loan comparison

Bad - loan ratio is an essential tool to measure the loan
quality of commercial banks. Not only does it directly reflect
the quality of the loan, it also shows the risk of commercial
banks to recover the loan ratio. The average NPL ratio
comparison results of Q commercial bank, China Merchants
Bank, and Shanghai bank of the China banking industry
between 2007-2012 are shown in “Table 1”.
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TABLE I. AVERAGE NPL RATIO COMPARISON OF Q COMMERCIAL
BANK, CHINA MERCHANTS BANK, SHANGHAI BANK AND CHINA BANKING
INDUSTRY FROM 2007 TO 2012

Bank 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Q bank 359 | 316 | 099 | 079 | 065 | 064
China

Vrehants Bank | 154 | 111 [ 082 | 068 | 056 | 061
Shanghai Bank | 241 | 223 | 159 | 112 | 098 | 0.84
China banking

industry 6.2 2.42 1.58 1.14 1.77 1.56
average

From “Table. 1” the annual financial statements for the
collation of data, three banks non-performing loan rates are
lower than the national average level of the banking industry.
China Merchants Bank Non-performing loan rate has been at a
considerably low level, being far below the national average
level of the banking industry. For Q commercial banks, the
ratio from 3.16% of 2008 rapidly drops to 0.99% in 2009. In
2009, Q commercial banks provided cross regional
microfinance business. The NPL ratio of miniature business
has decreased significantly, reflecting the strong control ability
of the loans and a high level of loan quality.

2) Capital Adequacy Ratio Comparison

Capital adequacy ratio mainly reflects the ability of
resisting micro-credit risk of the commercial banks. The higher
the capital adequacy ratio is, the stronger ability to lower
micro-finance risk [1]. In 2007-2012, Q commercial banks,
China Merchants Bank, Bank of Shanghai, the average capital
adequacy ratio comparison result is shown in “Table. 2”.

TABLE I11. THE CAPITAL ADEQUACY RATIO COMPARISON OF Q
COMMERCIAL BANK, CHINA MERCHANTS BANK, BANK OF SHANGHAI FROM
2007 10 2012
Banks 2007 2008 2009 2010 2011 2012
Q banks 8.58 10.72 13.12 11.57 13.70 13.13
China 10.4 11.34 10.45 11.47 11.53 12.14

Merchant

s Bank

Shanghai 11.27 11.27 10.29 10.70 11.75 13.17
Bank

From the data in “Table. 27, we can see that the capital
adequacy rate of Q commercial bank has been significantly



improved since 2009, it indicate that adequate funding is the
premise of the micro-credit operations, it provide feasibility
for the micro-finance.

3) Yields in Bank Loan Comparisons

The loan price of Commercial bank is influenced by
the cost of capital, operating cost, risk cost, expected yields
and other factors. Commercial banks want to gain high yields
of micro-credit income in order to minimize the risk [2-3]. Q
Commercial Bank, China Merchants Bank and Shanghai
bank loan yields from 2007-2012 comparison are shown in
“Table. 3”.

TABLE IlI. Q COMMERCIAL BANK, CHINA MERCHANTS BANK, BANK
OF SHANGHAI, THE AVERAGE YIELDS IN BANKS' LOAN COMPARISON FROM
2007 10 2012
Banks 2007 | 2008 2009 2010 | 2011 | 2012
Q banks 0.52 1.46 1.06 1.23 1.05 121

China

Merchants Bank 1.36 1.45 1.00 115 1.39 1.46

Shanghai Bank 1.03 0.91 0.87 0.97 0.95 1.02

In “Table. 3” can be seen that Yields in Q banks' loan
continued to maintain in more than 1% since the beginning
of 2008. The level of loan proceeds shows the Q Commercial
bank micro-finance model can effectively solve the problems
of miniature business loans.

B. Micro-credit Model of Commercial Bank— Credit
Objects

Because of the attempting to make efforts on the credit
object, the non-performing loan ratio of the commercial
banks dropped below 1%. The object of credit can be divided
into four categories: farmers, individuals, small businesses,
and miniature businesses. Farmers and miniature businesses
loans have become new economic growth points.
Considering the water resources condition, the four loan
objects were chosen by Q commercial bank. The farmers'
loans are the product of credit market for Q commercial
banks. In the city, there are a large number of individual
operators and miniature businesses, and the funding gap is
even larger, Q commercial banks take the opportunity to
establish its own market position.

Q commercial banks use risk identification and risk
measurement evaluation when screening the credit objects,
effectively avoid risk of micro-finance. The object was
concentrated on the shopping district, the industrial park,
high-quality small businesses, and the network industry; they

have a higher credit rating; business growth increases rapidly.

Risk identification and risk measurement ensure the quality
of the credit object; they laid solid foundation for credit
business to grow and provide risk control.
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C. Micro-credit Model of Commercial Bank—Credit
Product

1) Group Lending
In the collection of customer information, commercial

banks pay higher cost. Micro-finance is even higher, but
group lending solves the problem.

It can greatly reduce the customer information
collection costs. By the way of group lending, many
enterprises can jointly apply for a loan. Business loans will
choose less risky enterprises as partners within this
mechanism. It certain extent alleviated information
asymmetry which the review and the actual information,
reduce the cost of the inspection [4-5].

2) Relationship Loan

Group lending is primarily used for farmers loans. It is
difficult to implement the group loans for miniature business.
Unlikely the information shared by all the farmers, most
enterprises will conceal their business information. Therefore,
group loans do not apply to small and micro enterprise loan
[6]. Q Commercial banks explored new credit products —
relationship loan for miniature business loans. Under the
circumstances, commercial banks and enterprise finance
establish long-term relations of cooperation, so as to manage
the borrower's financial data and business conditions.
According to the information available to determine the
specific amount of loans, the key to relationship lending is
that commercial banks must pay more attention to the
dynamic information of the business. The difficulty is that
collecting closed information may bring more burden to the
bank. In order to solve the problem, commercial banking
collects the information through the support of the
correspondents (e.g. village committee members, rural
grassroots members or party members). The local
information officer has jurisdiction, and they conduct field
visits to provide more accurate and comprehensive
information (for example understanding of enterprise
information, production status, reputation degree) to the
commercial banks rather than others.[7].

D. Micro-credit Model of Commercial Bank— Credit
Management

In the process of carrying out the micro credit business,
commercial banks not only need to consider the loan risk,
they must consider the realization of income which
commensurate with income of traditional loans, too. Due to
the small scale of microfinance fund and quantity
transactions, commercial banks often need to cost more.
Commercial banks have to continue to reduce the cost of the
non- financial, which is the loan cost. Therefore, commercial
banks internally establish special loan managing department.
They make sure the loan transaction procedures are
efficiently streamlined and reduce the approval process. The
batch processing professional team can effectively reduce the
transaction costs of microfinance.

The entire traditional loans lending process is quite the
performance. Commercial banks simplify the process of the



loan and repayment, by means of payment in cash, agent
transfer, designated loan, and direct remittances to provide
the multi-channel loan way for customers. This effectively
reduces the loan time cost [8].

Traditional bank loan approvals often need a loan
application, a credit rating, an investigation of legitimacy,
and etc. Commercial bank micro-finance established an
independent examination and approval mechanism along
with three members of the group for examination and
approval (in a "three approval, one vote veto" procedural
format). This greatly simplifies the approval process and
improves the efficiency of examination and approval.
Traditional banks generally manage the loan after three
months. Commercial banks did not identify a fixed
management real — time to manage the loan, but according to
the actual situation of small and micro enterprises. The
approach is beneficial to commercial banks to keep abreast
of business benefit, avoid missing the optimal clearance time,
and effectively reduce the non-performing loan rate.
Commercial banks risk the default in the process of micro-
credit business. Therefore, in order to avoid the default
business, commercial banks established the sharing
information system between the various branches. Loans and
are recovered in a timely manner. Bad credit information is
discovered and reported in a timely manner. As a result,
there is an avoidance of customer default risk.

I1l.  CONCLUSION

From three aspects (credit object, credit products, and
credit management) the paper expounds on commercial
banks, presents the innovation of micro-credit and the
difference of loans from traditional bank. Comparison of
non-performing loan ratio, capital adequacy ratio, and loan
proceeds between Q commercial bank and Shanghai Bank,
China Merchants Bank reflects the advantage and
implementation effect of the micro-finance model.
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