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If a household can not go into debt enough, welfare loss caused by disaster is enlarged. In China, provision of
micro credit by Rural Credit Cooperatives (RCCs) expanded the availability of loan for rural households. We
formulate a theoretical model to investigate the risk finance framework in the rural areas in China. The
risk-financial function of the micro credit is complemented by an increase in liquidity of management right of
farmland to increase the diversification of disaster risk in the area. We further analyze the effective combination of
loan provided by RCCs and other private loan firms.
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