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Can Scale Expansion Improve the Profitability of Rural Credit
Cooperatives?

HAN Qingxiao

Abstract: In the context of increasing market competition and the overall advancement of banking reforms, the adjustment of the
scale of rural credit cooperatives has begun to become an important issue affecting their sustainable development. Based on this,
combining the particularity of rural credit cooperatives, this article first expands the traditional bank optimal scale selection model
into a scale adjustment model suitable for rural credit cooperatives, and while analyzing the optimal operating scale of rural credit
cooperatives, it discusses the influence mechanism of management capabilities and governance levels on the choice of operating
scale. On this basis, this study makes an empirical test by using the questionnaire survey data of 102 rural credit cooperatives. The
research results show that there is an inverted U-shaped relationship between the operation scale of rural credit cooperatives and
their profit level, that is, the profit can be maximized through scale adjustment. Further calculation of the optimal scale value shows
that rural credit cooperatives are more suitable for small-scale operations, and blind expansion will result in a decline in profitability.
In terms of operating capabilities and governance levels, three factors, namely, loan management, equity structure, and independent
directors can adjust the relationship between operating scale and profitability, thereby determining the optimal scale boundary of
rural credit cooperatives to a certain extent. Therefore, this study believes that management capabilities and governance levels are
the basis for the scale expansion of rural credit cooperatives. Blind expansion that ignores the above basic conditions will result in a
decline in profitability and unsustainable operations.

Keywords: Rural Credit Cooperative; Optimal Scale; Profitability; Management Capability; Governance Level
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