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Financing Incentive Effect, Guarantee Circle Scale and Benefit Maximization

SONG Lu-ping, Jerry Chan
(Party school of shaoxing Municipal Committec Teaching and research section of Economics, ZheJiang Shaoxing 312000; UK—
University of Hull Finance Department. U. K. Hull City HU 67RX)

Abstract;: This paper studies through the building of mathematical model to calculate the optimal form of
mutual insurance group scale and examines the impact of financing incentive effect. The model of this
paper first proves that financing incentive effect is very good to solve the moral crisis in mutual insurance
loans. The study also shows that the intensity of social network that links mutual insurance group
members will affect their repayment efforts, which will further influence the choice of mutual insurance
group scale. Research conclusion in this paper confirms why those micro - finance institutions and
cooperatives in remote areas prefer small - scale mutual insurance groups, while commercial banks in
developed coastal regions favor large-scale mutual insurance groups, the phenomena of which also makes
the problem of guarantee chain in coastal area trigger the problem of regional financial risks in recent
years.
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