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How Local Financial Institutions Support County Economy
ZHANG Heng ( Chinese Academy of Social Sciences, 100710)
CHENG Mingwang, LI Lilian ( Tongji University, 200092 )
LUO Jianchao ( Northwest A&F University, 712100)

Abstract: Using the reform of rural credit cooperatives (RCCs) as a quasi-natural experiment, we estimate the
impact of the RCCs’ reform on county economy using the method of time-varying difference-in-differences
(DID). The study finds that the RCCs’ reform improves county economy, but the reform path from RCCs to
rural cooperative banks and then to rural commercial banks and the structural competition of the financial
market could weaken RCCs’ positive effect on county economy. The positive impact of RCCs on county economy
shows individual heterogeneity, especially in the regions with a higher proportion of material capital and non-
agricultural business. Analysis of capital outflow shows that county-level capital outflow is not affected by RCCs’
reform, and it could weaken the RCCs’ positive effect on county economy. Analysis of industrial flow shows that
the RCCs’ average positive effect on the secondary sector and output value of large-scale industrial enterprises is
higher than on the primary sector. Nevertheless, RCCs strengthen their positive impact on the primary sector
after their reform. The study provides important policy implications for deepening RCCs’ reform, balancing the
incentive mechanism and social responsibility, enhancing the county-level factor market and establishing a
cooperative mechanism.

Keywords: Rural Credit Cooperatives, County Economy, Time-Varying Difference-in-Differences
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