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Would the Cooperation between Formal Finance
and Informal Finance Raise the Expected

Returns of Rural Households?
——Theoretical and Empirical Study

ZHAO Xiao-ju,LLIU Li-ya,LLIU Yong-ming

(School of Finance s Shanghai University of Finance and Economics ,

Shanghai 200433 .China)

Abstract: Based on three different market structures, this paper theoretically
analyzes the decision-making behavior and expected returns of rural households,
formal finance institutions and informal finance institutions. It arrives at a conclu-
sion that,only under the coexisting and cooperation between formal finance institu-
tions and informal finance institutions, the financing demand of rural households
could be effectively met and their expected returns could achieve the maximum.
Furthermore,it provides empirical evidence for establishing cooperative mechanism
between formal finance institutions and informal finance institutions based on the
data of field research on nearly 10 000 rural households in eastern, central and
western regions.,

Key words: formal finance; informal finance; expected return function

of rural households; information asymmetry
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