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Abstract

 It is widely recognized that the creation and growth of small and medium sized enterprises (SMEs) is a key ingredient for the sustainable economic development of a nation.  In China, SMEs have enjoyed remarkable development and have grown to become an important force in contributing towards sustained and rapid growth of the Chinese economy.  However, SMEs in China are facing problems and difficulties that restrict their ability to grow and contribute to the Chinese economy.  Currently, most of the commercial banks are owned by the government and there are only three publicly listed commercial banks in China by the end of 2000. This paper investigates the issue: What types of financing programs are the most appropriate for the government of China, if it wants to make more capital available to SMEs?   We examine not only  the theory of government financing programs for SMEs but also the practice of different types of programs in the United States. Can the Chinese financial institutions successfully supply capital to SMEs in China, as commercial banks have financed small businesses in the U.S.? Currently, Chinese institutional lenders focus on large SOEs and projects, instead of SMEs.  Chinese banks are in a transition to behave more standard commercial banks.  But in this transition, there is a danger that China’s banks, already laboring under $250 billion in nonperforming loans to SOEs, will take more bad loans just as they are trying to operate more like real commercial banks.   

Loan characteristic programs such as loan guarantees have an advantage over other policies in that they increase the funds available for lending regardless of whether SME loan have a high or low substitutability for other investments.  The impact of interest rate subsidy programs, subsidized loans and portfolio restrictions depend on the degree of substitutability between SME loans and other investments of lenders.  Loan characteristic programs that make loans to SMEs safer are valuable in this regard since they encourage lending. Likewise, portfolio restrictions are less desirable because of the direct and indirect costs to the institution and the government.  Of course, portfolio restrictions are currently of the Chinese government’s strategy in attempting to get funds to the most desirable areas.  From a pure economic standpoint requiring investment beyond the competitive amount is a hindrance to the success of the lender.  There are costs to this strategy, both to the institution concerned and to society as a whole: these costs are transferable.









































































































































































