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Abstract 

Linxia Hui Autonomous Prefecture is a Muslim community in China, driven by the Mercantilist ideas of Islamic 
finance, whose financial industry presents the fast growth momentum in recent years, and the private lending 
activities are prosperous and frequent. This paper, by using the method of questionnaire and on-the-spot investigation 
of the region, makes a detailed analysis of the present status quo of this informal finance, the existing problems in the 
private lending, as well as the causes of such problems, the specific use of folk lending in the region, lastly, the 
article puts forward the corresponding solutions and suggestions. 
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1. Introduction 

Folk lending, namely, folk credit, refers to the loan business takes place among the natural persons, legal persons and 
other organizations, rather than the financing behavior of financial institutions and their branch offices established 
upon the approval of the financial supervision and regulation department. 

Private lending exist in various forms in different regions all over China, because different ethnic groups have the 
different characteristics in history origin, mode of production, language, culture, customs and other aspects. Among 
them, under the influence of the Islamic culture, Muslims folk lending plays a positive role in economic and social 
development, which has gradually aroused the concern of the academia and the relevant departments. This paper 
takes Linxia Hui Autonomous Prefecture, as an example, and analyses the folk lending conditions in Muslim 
settlement region. 

Linxia Hui Autonomous Prefecture is one of two main Hui autonomous regions in China, established in November, 
1956.LinXia is located in the upstream of the Yellow River, which is an important commodity distributing center in 
the southwest of Gansu province and sino-tibetan trade hub.  

Islamic culture encourages business, under the influence of mercantilist culture, Linxia financial market is 
prosperous, while the active development of the folk financing, to a great extent, makes up for the deficiency of the 
formal financial development, and plays an important role for its regional economy. Folk financing operation is easy 
and flexible to meet the needs of the development of private economy, at the same time, it can cater to the capital 
demand of the individual businesses, the urban and rural residents, as well as reduce the negative influence of the 
fault of county financial system, greatly improving the efficiency of the social idle funds, and promote the economic 
development of Linxia region.  

This paper endeavors to explore the effects, the advantages and disadvantages of the folk lending in the economic 
development in Muslim region, and puts forward the corresponding countermeasures and suggestions. The author 
hopes to find out the problems existing in the process of microfinance development, and the suitable model for local 
development, speeding up Linxia's economic development. 

This paper is organized as follows. Section 2 presents an introduction and detailed analysis of the questionnaire 
survey. Section 3 illustrates the characteristics of the folk lending in this region. Section 4 points out the existing 
problems. And section 5 will be the relevant suggestions. The last section is the conclusion and implications. 
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2.2.8 The Disadvantages in the Folk Lending 

According to the survey, the majority of the participants believe the high interest rates, the high risk of default, 
non-standard loan pattern are main disadvantages, besides, 17% of the participants believe the related legal and 
regulatory system are not perfect, and 6% of the respondents consider the informal lending may affect the borrowers 
adversely, which increase their burden. 

3. The Characteristics of the Folk Lending in Linxia Region 

Firstly, there is a high demand in capital from the local residents, and the folk lending activities are really active. 
LinXia is commonly known as Mecca of China, the ethnic residents are good at business by adhering to business 
ideas and business models of the Islamic culture, driving the capital needs increase year by year. According to data, 
in 2014, the direct or indirect financial credit funds reached 3.56 billion yuan in Linxia. 

In addition, the local people value the relationships, if some people achieved some success in the trade industry, they 
are willing to lead the villagers to the common prosperity, thus the mutual actions can make more people involved in 
commerce and trade circulation industry rapidly. It is no doubt that these people constitute the main body of private 
lending, driving an extraordinary folk financing based on the personal credit in Gansu Province, favored by the local 
residents. 

Secondly, the private lending really makes up for the deficiency of the formal financial in terms of financial support. 
Restricted by the factors of geography, history, culture, traditions, customs and others, the local economy 
development is at a relatively slow speed and a low level, whose main economic indicators rank the last among 30 
national minority autonomous prefectures and 14 provincial cities, with the develop gap widening. 

Although more and more state-owned commercial banks gradually began to set up the branches in Linxia, because 
the authorization is not high, in fact, the county financial support is very limited, which cannot meet the fund demand 
for education, health care etc. The problem of single financial institution and the shortage of financial support 
reinforce vicious circle, forcing financial institutions to further increase the loan interest rates, therefore, the bank 
support for the impoverished residents is relatively poor. At this point, the folk financing, to a great extent, can solve 
the financial difficulties. 

4. The Existing Problems in the Private Lending 

4.1 The Private Lending Is Not Standardized 

Although the operation of the private lending is easy to handle, and there is no restrict requirements for the collateral, 
such borrowing drift from the law regulation, the participants are easily caught in the debt disputes, which endanger 
the market order and social order. In addition, some cases of deceive by the loan intermediaries take place in some 
areas in Linxia, leaving both sides of participants suffered from the great loss. Finally, the investment direction of the 
fund gain from the folk financing is difficult to control, which easily causes the serious consequences, such as illegal 
fund-raising. And the most folk lending behavior is based on the personal credit and lack of normal collateral, the 
risk of default is much higher than that of the formal financing.  

4.2 The Credit Risk Is Hard to Control 

In Linxia region, generally speaking, the networks form the basis for the informal lending. The networks mainly 
include three parts: relatives, friends and acquaintances. With the maturation of the market, the lending market 
expands unceasingly, the trust established in the original network has been unable to be adapt to the present lending 
market, and the trust mechanism is more and more vulnerable. In the aspect of risk prevention, the role of this 
mechanism is more and more small. In addition, considering the objective factors driving the interest rate rise, such 
as speculation, which are potentially increasing the risk of default. 

4.3 The Folk Lending Is Lack of Legal Protection 

In Linxia region, the lenders involved in the informal lending include local small loan companies, financing 
guarantee companies, pawnshops, trust companies, and financial mutual organizations, etc., such institutions belong 
to shadow Banks, whose operation has not yet been fully protected by the laws, easily leading to the economic 
disputes. The current legal regulations do not provide both a clear distinction between illegal deposits and the legal 
folk financing, nor the clear folk financing contract protection principle, once the two sides are caught in the 
financing debt disputes, it difficult to get legal support. The legal procedure in folk financing is not complete, and the 
potential risk is bigger, once the credit risks take place, the security of the borrowed money will be exposure to a 
serious threat. 
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5. Suggestions for the Healthy Development of Private Lending 

5.1 Strengthening the Consciousness of Good Faith, Setting up the Concept of Prudent Lending 

Linxia Hui autonomous prefecture is an ethnic minority community, which is a relatively closed area, and many 
residents are poorly educated. Given this, local governments should strengthen the honesty education as well as the 
awareness of the risks for the residents through a variety of channels, reminding the residents should choose the 
reputable formal company to borrow, offer relevant personal credentials, and cooperate with the agency to evaluate 
the value of the mortgage or the pledge. As for the borrowers, it is crucial for them use the fund rationally and 
arrange the repayment schedule properly after they get the money, and negotiate with the loan company when some 
emergencies occur. In terms of the lenders, it is significant for them to clear the intention of the borrowers and 
entrust the relevant qualified guarantee company to guarantee the loans, and then carefully make a decision to avoid 
the bad consequences. 

5.2 Strengthening the Construction of Credit System 

The local financial management office needs to actively contact the prefecture-level branch of the People's Bank of 
China and China Banking Regulatory Bureau, making the activities of the local loan companies involved in the 
credit system and the credit information of borrowers available, constantly strengthening the risk-control abilities of 
the microfinance company. Under the wave of the Internet, the government, the courts and the major online payment 
platform should be closely linked with each other, to establish personal and enterprise credit files, and give grant to 
the relevant institutions the permissions to view the credit archives of potential lenders, thus to kill the bad loans in 
the bud and take preventive measures. 

5.3 Establishing a Diversified Multi-level Financial Service System 

From this investigation, we found that the local farmers are also potential borrowers, whose borrowing needs are 
matched with the periodic characteristics of agricultural production. Suffered from the lack of relevant credentials, 
the peasants are unable to gain the funds for the agricultural production. Seen from this, it is urgent to develop the 
inclusive finance, which require us to actively explore to establish multi-level financial service system, vigorously 
carry out product and service innovation, serving the small and medium-sized enterprises and the social vulnerable 
group, and establish the scientific and reasonable loan standards, facilitating the residents who are qualified and in 
urgent need of money, to obtain loans in a convenient and quick way. 

5.4 Perfecting the Laws and Regulations to Purify the Folk Lending Market 

So far, China have issued a series of related management regulations for folk lending, and LinXia government needs 
to publish relevant supporting measures to guide the normal development of the local folk lending, in addition, the 
justice department should step up efforts to hit the illegal financial activities, such as the usury, underground banks, 
illegal fund raising etc., to purify the market, supporting the healthy development of the financial institutions and the 
real economy. Government should, in accordance with the principle of classification management and differential 
treatment, carry out special projects to the local loan companies from the market access, the daily supervision and 
administrative penalty, and clean, outlaw the companies which adsorb the illegal public deposits and distribute 
high-interest loans, more seriously, transfer the suspected companies to the judicial organs. 

6. Conclusion 

We use the questionnaire investigation to study the folk lending situation in Linxia Hui autonomous prefecture, and 
this article analyses the characteristics and problems of the private lending market, and puts forward the 
corresponding suggestions. Based on the above analysis, the author thinks that, as an ethnic minority community and 
an important business area, giving full play of the folk financial activities is an effective complement to the formal 
finance. Under the trend of the Internet wave, establishing perfect credit archives, making the borrowers 
qualifications available, matched with a powerful government regulation, as well as the prudent personal financing 
behaviors, we believe that the private financing can better serve the real economy, and promote the prosperity and 
harmony of Linxia Hui autonomous prefecture. 

China is a big family with 56 ethnic groups, we regard the study of Linxia area as a scope, which will encourage us 
to proceed our survey for the other ethnic minority communities, and then we will take further steps to deepen the 
research and make contribution to the economic sustainable development of these regions. 
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