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Regulation Failure and Duel — Lost of Rural Financial Market:
From the View of Philosophy of Law and Economics

Mi Yunsheng Dong Jie and Chen Xun

( College of Economics and Management South China Agricultural University)

Abstract: In this paper we assert that the market structure of regulation service and the idea of regulation based on the philosophy of
right leading to duel — lost of rural financial market. Unified regulation service under the monopoly structure cannot well apply to
heterogeneous rural markets and threshold effects generated by the least required payoff and average price reject small — scale rural
credit out of market. The system effect of these three effects leads to the lost of rural formal market. Generated by the philosophy of
right the principle of regulation detailed as “affairs without permission of expressly stipulation will be prohibited ” regards informal
finance as illegal. Accordingly endogenous patterns of regulation derived from rural financial development should be based on the
functional regulation: to provide specializing and diversifying regulation services under disperse policy decision and sufficient
competition in order to promote the expansion of formal finance towards rural area; at the same time to unlock informal finance and
loose the regulation towards it.
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