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Substitution Effect of Farmer’ s Informal and Formal Finance Credit
—Based on Capital Endowment and Transaction Costs
YIN Haodong, WANG Sangui, WANG Cailing
( Renmin University of China,Beijing 100872)

Abstract: Informal financial credit occupies the dominant position in the farmer credit market and substitutes
the formal financial credit. This paper reexamines the mechanism of informal finance substituting formal finance from
the perspective of capital endowment and transaction costs with the simultaneous equations model. It is found that
farmers’ borrowing behavior is based on their own capital endowment and borrowing costs. Human capital
significantly affects formal financial borrowing, while the income structure and physical capital significantly affect
informal financial borrowing. This paper confirms that in informal credit markets, informal finance replaces the
formal sector to some extent by its cost and information advantages. Therefore, rural financial reform should be
promoted from increasing farmers’ credit supply and reducing the borrowing cost of rural households, thereby
regulating the development of rural financial market.

Keywords: informal finance; formal finance; capital endowment; transaction cost; substitution effect
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