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Abstract

This paper takes the credit risk management of small and medium-sized financial institutions as its
research object. Based on the theories of information asymmetry and credit rationing, it provides
an in-depth analysis of the prominent weaknesses existing in the identification, measurement, mon-
itoring, and control of credit business risks within these institutions. Drawing on the latest regulatory
data and industry practices from 2024 to 2025, the study finds that small and medium-sized financial
institutions generally face challenges such as inadequate management and misaligned incentives for
credit personnel, perfunctory pre-loan investigations and insufficient financial analysis capabilities,
weak post-loan management, and incomplete risk early-warning mechanisms. These problems pri-
marily stem from imperfect risk governance frameworks, outdated technological means and data gov-
ernance, a shortage of professional talent, and inadequate internal supervision. In response to these
issues, and with reference to the commendable practices and lessons drawn from regulatory penal-
ties of real-world peers such as Changshu Rural Commercial Bank and Chongqing Rural Commercial
Bank, this paper proposes optimization strategies including improving the risk management govern-
ance framework, strengthening the full-process management of credit, enhancing technology-enabled
digital transformation (with particular emphasis on the application of large language models and
knowledge graph technologies), and optimizing human resource management and cultural develop-
ment. The research aims to provide theoretical references and practical guidance for improving the
credit risk management level and competitiveness of small and medium-sized financial institutions.
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Table 1. Classification and characteristics of credit risks in small and medium-sized financial institutions
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Table 2. Comparison of major models for measuring credit risk in small and medium financial institutions
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Table 3. Optimization design of post-loan management monitoring indicators and frequency for small and medium financial

institutions
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