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The Micro-mechanism of Loan Demand and Supply
under China’s Uncertain Credit Markets
——A Disequilibrium Model of Credit Markets Based
on the Subjective Probability Decision

GAO Hong-min

(Institute o f World Economy,Shanghai Academy of Social
Sciences, Shanghat 200020, China)

Abstract: Based on the China’s credit market characterized by monopo-
listic competition, this paper explores the micro-mechanism of loan demand
and supply under uncertainty. Different from the Neo-Keynesian theories
which analyses the credit market under the assumption of asymmetric infor-
mation, the author takes account of the impact of subjective probability judg-
ment about the risks of the investment project of both the lenders and the
borrowers on the determination of borrowing and lending, which will result
in a better explanation of China’s present credit market functioning system.
Findings indicate that credit rationing, credit supply constraint, credit de-
mand constraint and credit unconstraint may co-exist in the relationship be-
tween loan demand and supply within different parameter ranges and this an-
alytical method can also be applied to help make judgment on the issue of en-
dogenous or exogenous money supply.

Key words: uncertainty; subjective probability judgment; loan demand;

loan supply (K1E%48% #+ M)
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