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Roadmap

Setting the stage
China’s shadow banking system and risks

Financial system development and
potentially new areas of risk

Buffers

Takeaways






Risk indicators for shadow banking

! High leverage

= Liquidity mismatches

.EE. Asset/liability maturity mismatches

— High interconnectedness with banks




Drivers differ across countries....
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...so do risks

Risks in Asia (within countries)
Based on RCGA survey (2014)

Leverage risk - Japan, Korea, Thailand

VIETO G 1a s RIG VG N - China, India, Japan, Malaysia, Pakistan,
mismatch Philippines, Thailand

Interaction - Spillover to banks: Australia, India, Korea,

banks/shadow Malaysia, Philippines
banks - Dependence on bank funding: Pakistan

SN N ETGI AT o010 (s (-8 - India, Malaysia, Philippines, New Zealand
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A closer look at China’s shadow

banking drivers

Growth model (credit
financed investment)

Reqgulatory constraints
(banking sector)

Loan quotas, LTD ratio,
lending guidance to certain
sectors, deposit ceiling, high
reserve requirements

Indirect interest
liberalization

Fragmented reqgulatory
framework
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Main concern: overall credit growth

Credit Booms and Change in GDP Growth Rates

(In percentage points)

80

5
70 @ ARG
2 ® URY
E 60 O RL
£
m @ ESp
D50 @ FIN
S ® THA
< 20 .‘L{NS o} SR &
2 sw&%ﬁjOR o
E 30 ® GRC PP Qe .
o ITA
2
e 20
T 10
O ® Followed by banking crisis

0

-10 -8 -6 -4 -2 0 2 4

GDP growth change

Source: IMF staff estimates and calculations.



Local government finances

General Government Debt: Augmented Measure and
NAO Audit (in percent of GDP)
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Sources:NAQ; and IMF staff estimatis.
1/including explicitgovernment debt, govermment guaranteed debt, and the liabilities that the
government may incur obligations.

Emerging strategy:

Revised budget law to
constrain local

government borrowing
Debt swaps



Corporate leverage

Total Credit by Sectors
Leverage by Ownership In percant of GDP
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Sources: NBS, Staff estimates
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Chinese shadow banking: growth,

products, and linkages

Banks' Wealth Management Products
(in RMB trillion (LHS) and in percent of total bank deposits (RHS))
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Trust loans, bankers’
acceptances, entrusted
loans, beneficiary rights

Financing via WMP
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Growth stronger in

30 150

smaller banks

25

120

Linkages to banking ; )
sector (directly and .
reputational risk) o

Largest four Shareholding City rural and Foreign banks Postal bank
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Sources: CEIC, WIND, and staff estimates.
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Shadow banking: interest rates and

monetary policy

Maturing of banks’ WMP tended
to peak at month-end and
quarter-end partly due to

Average Monthly Maturing of WMP and Repo Rates regUIatory arbltrage to meet
1ggbi\\ic-ns of RMB (LHS) and in percent) ie |Oan_depOS|t rat|os (LDR)

160 ~-Net maturing WMPs (LHS)

Maturing of WMPs correlated to
interbank rates volatility and rise
in interbank rates, possibly
complicating the use of interest
rate on monetary policy
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appears to have changed WMP
operation—weaker linkages with
interbank rates.
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Tightening of requlation...but are

new risks emerging?

Tightening of shadow
banking regulation

Slowdown in shadow
banking activity

Reduction in interbank
volatility

Emerging new risks?

Social Financing Flow
(In RMB trillion)
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From shadow banking to equity

markets—the recent episode

China Stock Market

Initial relaxation of margin .., 4,000
| d . s Shanghai composite index (lhs)
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<,000
Lessons: financial 3,000
oversight, countercyclical 2o
macro prudential 1,000
measures, communication 0 o
Broader macro- SRS § .
implications limited:
Ay s Table 2
80 percent are retall InveStorS Today's Relative to 2014  Relative to 2015 r:?::i:reo:h
ImpaCt On real economlc Shanghai composite index ;:):'Snj ”oug:?.(.]:n - peai-(SU;.I: i “-lil.:)
activity (Wealth relatively Shenzhen composite index 12037.9 60.0 335 9.0
S m a I |) Chinex (high-tech stocks) 2672.6 94.7 -31.5 13.1

16



From shadow banking to bond

markets?

Bond Spreads over Sovereign Bonds

H i g h CO rpo rate d e bt m aj O r (5-year bonds; in basis points)
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From shadow banking to P2P

lending?

Strong growth of P2P
platforms...

Increase in failed platforms

Yields above other savings
products...

...despite provision of
guarantees (70 percent)

Regulation limited

Still relatively small though

Recent Growth Trend of P2P Platforms
{in number of platfroms (LHS); in percent (RHS) )

=000

2500

2000

1500

1000

500

0

-500

Em Operating platforms

Exit of failed platforms

[ New platfarms astablishad
Growth rate of total platforms

18



Emerging risks but also buffers

Large FX reserves

Low fiscal debt/low interest rates
High degree of state control
Liquid banking system

Still relatively high potential growth



Experiences suggest need for

reqgulatory reform

Shadow banking and equity experiences

China’s regulatory structure shortcomings

Four requlatory agencies (PBC, CBRC, CSRC, CIRC)
and others (NDRC, MOF)

Flow of information
Reqgulatory gaps
Not always clearly defined responsibilities

Announcement to reform regulatory institutions



LELCGEA\TENE

China’s strong surge in shadow banking initially driven by credit financed
growth model and reqgulatory arbitrage

Indirect interest rate liberalization and fragmented requlatory
framework fostered the growth of the sector

Recent tightening of requlation has constrained shadow banking
activities and reduced interbank interest rate volatility

While today shadow banking less of a concern, possible new emerging
risks, including bond market

Need for reform of the requlatory framework

Recent experiences suggest that spillovers via financial channels to the
rest of the world has increased

Risks are increasing but buffers are still strong
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Thank you
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