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Buddhist Faith Business Credits and Institutional Change:
The Vicissitude of Temple Finance in China’ s Medieval Ages from

a New Institutional Economics Perspective
ZHOU Jianbo® SUN Shengmin” ZHANG Bo* and ZHOU Jiantao*

( a: Peking University; b: Shandong University; c: Beihang University)
Summary: Religion has played a significant role in the development of global finance. Of the three religious sects in
ancient China ( Confucianism Buddhism and Taoism) Buddhism had the biggest temples and the most influential religious
financial organizations. The period from the Wei Jin Northern and Southern Dynasties to the Sui and Tang Dynasties is
defined as China’s Medieval Ages during which Buddhism spread throughout China and temple finance sprang up and
reached its zenith. Temple finance was a financial system beyond kinship and stimulated social capital involvement distinct
from local traditional financial systems. Temple finance was a pioneer in the history of finance and played a crucial role.

With detailed historical materials this paper depicts the interaction between the development of temple finance and the
spread of Buddhism. From the perspective of new institutional economics this paper tries to analyze how the Buddhist
faith as an informal institution influenced transaction costs and led to an institutional change in economic organizations.
Using mathematical models this research uncovers the concrete mechanism of how the Buddhist faith in the Medieval Ages
influenced the development of temple finance and derives implications of its rise.

We find that temples in China’ s Medieval Ages maintained commercial credits through the Buddhist faith. The
Buddhist faith motivated believers to donate their assets and constrained borrowers exhibiting fundamental differences
between temple finance and contemporary local financial systems. This explains how temple finance succeeded in the
Northern and Southern Dynasties and became the first financial institution to make loans based on social capital. However
the disadvantage is that the commercial credits built by temple finance were vulnerable. Once the public’ s passion faded
it triggered a decline in donations and an increase in defaults causing temple finance to shrink. This hypothesis is proved
given that temple finance declined rapidly with the drop in Buddhist fanaticism after the middle of the Tang Dynasty.

It was important to establish commercial credit relying on religious beliefs but that was still far from enough. To keep
the commercial credit steady it was necessary to accept legal supervision and secularization. Enforced by third parties laws
are binding and mandatory for lenders and borrowers narrowing expectation biases in human-to-human economic transactions
reducing opportunism and promoting cooperation. A good informal system is the “lubricant” of the formal system and can
reduce the operating costs of the formal system. Coherent informal and formal systems are mutually reinforcing and can establish
well-ordered and low—cost societies and organizations. To this end it was necessary to enhance commercial credit through
pledges mortgages guarantees and official laws. This was the target of the Chinese financial industry after the middle of the
Tang Dynasty of the Western financial industry after Martin Luther’ s reform and of the Islamic financial industry.

Although temple finance declined the temple as a large-scale financial institution established an important precedent.
Later generations of local financiers learned from temple finance which relied on religious belief to establish commercial
credits combining this with their own characteristics. As a result they were able to surpass temple finance in the
establishment and management of commercial credits. This laid a solid foundation for the great economic development of
commodity currencies in the Ming and Qing Dynasties. The development of temple finance and local finance systems
provides strong evidence that institutional changes that increase the efficiency of economic organizations can arise from
positive interactions between informal and formal institutions.

This study calls attention to the construction of financial ethics. Financial ethics embody the features of financial
institutions and financial institutions reflect the requirements of financial ethics. This paper fills gaps in the microeconomic
literature on China’ s medieval temple finance and provides an overall picture of temple finance during that period.
Keywords: Buddhist Fanaticism; Temple Finance; Commercial Credit; Transaction Cost; Institutional Change
JEL Classification: N25 Z12 016
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