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Abstract Based on relevant research on rural finance development and rural economic growth by some Chinese scholars, taking Sichuan Province
of China as an example, index of rural financial scale (deposit scale Y, and credit scale Y, ), index of rural financial support to agriculture (agricul-
tural loan size Y, loan size of township enterprises Y, ), index of rural economic development level (total output value of agriculture, forestry, ani-
mal husbandry and fishery X, , added value of township enterprises X, , growth rate of per capita net income X;) are established according to the
2000 —-2007 Sichuan Statistical Yearbook. Meanwhile, Gray Relational Analysis Method is used to analyze the correlation degree of rural financial
development and rural economic growth. Result shows that rural financial development has relatively great impact on the agriculture, forestry, ani-
mal husbandry, fishery and township enterprise, especially on the output value of traditional agriculture. Agricultural loan has relatively high correla-
tion degree with rural economic growth and has made extreme great contribution to the output value of traditional agriculture. Moreover, agricultural
development has become the direct reason for the net income growth of farmers. Correlation degree between loan scale of township enterprises and
net income of peasants is the worst. Finally, the entire contents of rural finance and rural economic development can not be fully reflected due to the
subjectivity of index selection and the neglection of many large-scale informal financial institutions in rural areas. Thus, countermeasures for optimi-

zing the investment structure, opening up rural financial market and improving rural folk financial system are put forward.
Key words Grey Relational Analysis; Rural finance; Rural economic growth; China

Financial development and economic growth have close
correlation. Development of economy needs various financing
channels and development of finance can promote the rapid
growth of economy. Correlation between the two has been veri-
fied through practical economic development. However, there
are few researches on the correlation between rural financial
development and rural economic growth at present. Zhang Bing
et al. first systematically study on the relationship between Fi-
nancial Interrelations Ratio (FIR) and rural economic growth,
using the " rural financial assets" data (the sum of Deposit of
Farmer, Agricultural Deposit and Hand-hold Cash of Farmer)
to modify the index. At the same time, " Rural National In-
come" index is replaced by " Agricultural GDP" index; and it is
obtained that rural finance has made tremendous development
in China through vertical and horizontal comparative analy-
sis'''. However, these researches are based on national level
or the level of entire industry. And there are few empirical stud-
ies on rural financial development and economic growth of a
certain area ( provincial level). Based on this, correlation be-
tween rural financial development and rural economic growth is
analyzed in this paper by taking Sichuan Province as an exam-
ple, in order to provide financial support for the financial devel-
opment in rural China.

1 Index selection, data source and research
method

1.1 Index selection Rural economic development is mainly
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reflected in the economic growth and the income increase of farm-
ers. Therefore, rural financial development level and rural eco-
nomic development level are selected as the research indices.
1.1.1 Index of rural financial development level. It includes
two sub-indices. One is rural financial scale index: Deposit size
Y, (%) = Balance of agricultural deposit/Balance of deposit of
financial institution x 100; Loan size Y,(% ) = Total balance
of rural loan/Loan balance of financial institution x 100. The
other one is agricultural supporting index of rural finance. Agri-
cultural loan size Y;(% ) = Balance of rural loan/Loan balance
of financial institution x 100; Loan size of township enterprises
Y,(%) = Loan balance of township enterprise/Loan balance
of financial institution x 100.

1.1.2 Index of rural economic development level. It includes
three sub-indices, which are total output value of agriculture,
forestry, animal husbandry and fishery X, ( x10° yuan) , added
value of township enterprises X, ( x10° yuan) , and growth rate
of rural per capita net income X;(%).

1.2 Data source Data are from 2000 —2007 Sichuan Statis-
tical Yearbook (Table 1 and 2).

1.3 Research method Gray relational analysis method is
used to analyze the correlation between rural finance develop-
ment and rural economic growth™’.

2 Result and analysis

2.1 Sequence value of factor In relational grade analysis,
advantage analysis can be conducted when there are more than
one reference sequences and comparison factors. Generally,
reference sequence is called mother sequence ( mother factor)
and comparison sequence is called subsequence ( sub-factor).
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Thus, mother sequence in this paperis Y,, Y,, Y;and Y,; and
comparison sequence is X;, X, and X, (Table 3). Physical
meaning of various factors in system is different, and the indi-
ces selected do not have a unified dimensionless or dimension-
al unit, resulting in difference of dimensionless of data. Thus, it
is hard to compare them or to obtain the correct conclusion. In
order to realize the comparability between the indices, dimen-
sional treatment on data is needed before calculation. Table 3

is between 0.645 0 and 0.875 8. Therefore, there is close cor-
relation between rural financial development and rural economic
development, but the impact effecs are different, which is
shown in three aspects.

Table 4 Result of nhon-dimensional treatment

Year Y, Y, Y Y X X X
2000 1.00001.000 0 1.000 0 1.000 0 1.000 0 1.000 0 1.000 O
2001 1.03551.00351.03390.96821.03461.1331 1.3436

reports the non-dimensional treatment on data by initialization 2002 1.01020.94181.04300.82421.11321.1806 1.8620
method, so that indices may become the quantitative values 2003  0.93910.89631.04040.728 81.20291.4145 1.779 1
with comparability. Table 4 shows the result of non-dimensional ~ 2004~ 0.94420.87041.026 1 0.689 4 1.518 21.600 2 4.819 0
treatment. 2005 0.83250.91381.18510.598 5 1.656 6 1.822 0 2.644 2
2006 0.83760.728 10.958 30.462 11.75401.9193 2.184 0

Table 1 Related index of rural financial development level in Si- 2007 1.10150.714 1 0.893 1 0.507 6 2.271 82.0125 5.561 4

chuan Province %

. - Loan size of : " :

Deposit Loan Agricultural townshi Table 5 Index correlation between rural financial development

Year scale size loan size terori P and economic growth
Y Y, Y, enterprises
1 2 s Y, Index X, X X5

2000 1.97 14.27 7.67 6.60 Y, 0.857 5 0.837 3 0.674 2
2001 2.04 14.32 7.93 6.39 Y, 0.840 4 0.8195 0.666 2
2002 1.99 13.44 8.00 5.44 Y, 0.8758 0.852 6 0.686 3
2003 1.85 12.79 7.98 4.81 Y, 0.804 0 0.802 2 0.645 0
2004 1.80 12.42 7.87 4.55
2005 1.64 13.04 9.09 3.95 (1) From the vertical angle, X, and X, have relatively high
2006 1.65 10.39 7.30 3.05 . . h . o
2007 2 17 10.19 6.85 3.35 correlation degree with rural financial development level, indica-

Note. Y,, Y,, Y, and Y, are related data of rural financial development
level.

Table 2 Related index of rural economic development level of Si-
chuan Province

Total output value

. Added value  Rural per it
of agrlculture, of township nZt ’i)ﬁco?:g ?
Year forestry, animal N
husbandry and enterpr;ses growth orate
fishery X, // x10° yuan X, // x10" yuan X1/ %
2000 1483.5 967.5 3.26
2001 1534.9 1096.3 4.38
2002 1651.5 1142.2 6.07
2003 1784.5 1368.5 5.80
2004 2252.3 1548.2 15.71
2005 2457.5 1762.8 8.62
2006 2602.1 1856.9 7.12
2007 3370.2 1947.1 18.13

Note: X;, X, and X; are indices of rural economic development level of
Sichuan Province.

Table 3 Sequential value of factor
Year Y Y, Y Y X X, X5

2000 0.0197 0.1427 0.0767 0.066 0 1483.5 967.5 0.032 6
2001 0.0204 0.1432 0.0793 0.0639 1534.91096.3 0.043 8
2002 0.0199 0.1344 0.0800 0.0544 1651.51142.2 0.060 7
2003 0.0185 0.1279 0.0798 0.048 1 1784.51368.5 0.0580
2004 0.0186 0.1242 0.0787 0.0455 2252.31548.2 0.157 1
2005 0.0164 0.1304 0.0909 0.0395 2457.51762.8 0.086 2
2006 0.0165 0.1039 0.0735 0.0305 2602.11856.9 0.0712
2007 0.0217 0.1019 0.068 5 0.0335 3370.21947.1 0.181 3

2.2 Analysis of correlation degree According to the data
in Table 4, correlation degree among factors is calculated by
Excel. Table 5 indicates that correlation degree among indices

ting that rural financial development level has relatively great
impact on township enterprises, agriculture, forestry, animal
husbandry and fishery, and has significant impact on the total
output value of traditional agriculture. In other words, develop-
ment level of rural finance accelerates the growth of traditional
agriculture and township enterprise. Data of X; are all less than
those of X, and X, , indicating that relationship between growth
rate of rural per capita net income and rural finance is relatively
weak. This is because that Sichuan Province is a major tradi-
tional agricultural province with relatively scarce resources.
Farmers use financial support to develop traditional agriculture
with small agricultural value added, so that growth of their in-
come is insignificant.

(2) From the horizontal angle, Y; (agricultural loan) has
high correlation degree with rural economic growth level and
has made extreme great contribution to the total output value of
traditional agriculture. This indicates that rural financial system
has promoted the economic growth in rural China. Meanwhile,
rural deposit and loan size has close relationship with added
value of township enterprises. In other words, high income of
township enterprises leads to large size of deposit and loan'™’.

(3) From the maximum and minimum angle, correlation
degree of X, and Y; is the maximum (0.875 8) , indicating that
agricultural loan has made great contributions to the output val-
ue of traditional agriculture; and agricultural development has
become the direct causation of rural net income growth. Corre-
lation degree of X, and Y, is the minimum (0.645 0) , showing
that correlation degree between loan size of township enterpri-
ses and rural net income growth is the poorest. This is because
that capacity of township enterprises absorbing rural labor force
has decreased significantly due to the transformation of eco-
nomic growth mode, slow development of tertiary industry and
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the implementation of national environmental policy. Thus, con-
tribution of township enterprise to income increase of farmers is
affected.

3 Countermeasures

Index selection of this research is subjective, lacking sci-
entific and systematic nature. Meanwhile, many large-scale in-
formal financial institutions in rural Sichuan Province are ig-
nored during this research. In order to comprehensively reflect
the correlation between rural finance and rural economic devel-
opment, three suggestions are put forward.
3.1 Optimizing investment structure According to the a-
nalysis result, financial development of rural Sichuan has signif-
icant effect on the growth of rural economic growth; economic
growth of Sichuan Province is more dependent on the financial
investment; and there is still a huge space for the development
of financial investment in Sichuan. Therefore, Sichuan govern-
ment should increase the policy investment in rural areas, en-
courage agricultural policy bank and agricultural development
bank to offer funds to rural areas, guide social capital and com-
mercial finance to follow up, seize the opportunity of the West-
ern Development, gain national funding and policy support,
speed up the construction of infrastructure, and ensure the
steady growth of the rural economy in Sichuan Province.
3.2 Opening up of rural financial market and improving
the folk financial system in rural areas Folk debt and credit
has a good adaptability and plays a positive role in promoting
the rural economy, which compensates the deficient agricultural
loans of formal financial institutions to a large extent*'. There-
fore, we should promote the regulation development of rural
non-governmental finance and guide and standardize the busi-
ness behavior of private finance, make financial laws and regu-
lations according to the national conditions, turn some rural in-
formal finance into formal finance gradually, and give an appro-
priate space for the development folk finance.
3.3 Encouraging township enterprises to develop labor-
intensive industries Since township enterprises are mainly
located in rural areas, they should make use of the low labor

cost in rural areas and make great efforts to develop labor-in-
tensive industries’®’. However, due to the uncertainty, and
high management and transaction cost of labor input, enterpri-
ses prefer to choose capital investment when pursuing the
same level of output. Therefore, government should adopt tax
preference, financial subsidies, loan guarantees, reputation in-
centives and other fiscal and financial measures, encourage
township enterprises to develop agricultural byproducts pro-
cessing industry, rural tertiary industries and labor-intensive in-
dustries and absorb surplus labor force as many as possible,
so that more of the surplus agricultural labor force may turn to
non-agricultural industries and their income may be increased.
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