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Social Network, Linkage Contract and Risk Reduction; The Investigation on
Interest-Free Loan Contract in the 1930s Northeast China
Li Nan

Abstract; Using a unique rural household survey from Northeast China in the 1930s, this paper discusses
the behaviors of farmer choosing the interest-free loan contract. Our finding is that: social network ( including
kin group, friend network ), linkage contracts in the rural factor markets and risk reduction play an
important role in the process of farmers choosing the interest-free contract. The household with kinship and
friend network get the interest-free loan easier than those without these social networks. However, with
credit risk rising, the household often offer the loan with positive-interest rate. Hence, the interest-free loan
between villagers is the rational result which is determined by social network, linkage contract, and risk
reduction. And risk control is the most crucial determinant.

Key Words Interest-Free Loan; Social Network; Contract; Northeast China
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