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*The views expressed in this presentation are those of the speakers and do not necessarily 
represent those of the IMF policy.  



 Setting the stage 
 

 China’s shadow banking system and risks 
 
 Financial system development and 

potentially new areas of risk 
 

 Buffers 
 

 Takeaways 
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 Growth model (credit 
financed investment) 
 

 Regulatory constraints 
(banking sector) 
 Loan quotas, LTD ratio, 

lending guidance to certain 
sectors, deposit ceiling, high 
reserve requirements 
 

 Indirect interest 
liberalization 
 

 Fragmented regulatory 
framework 
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1/ the ICOR ratio is a proxy of the inverse marginal product of capital. The higher the index, the
less productive capital is.
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Source: IMF staff estimates and calculations. 



 
 

 Emerging strategy: 
 

 Revised budget law to 
constrain local  

 

 government borrowing 

 Debt swaps 
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 Shadow banking grew 
rapidly 
 Trust loans, bankers’ 

acceptances, entrusted 
loans, beneficiary rights 

 Financing via WMP 
 

 Growth stronger in 
smaller banks 
 

 Linkages to banking 
sector (directly and 
reputational risk) 
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 Maturing of banks’ WMP tended 
to peak at month-end and 
quarter-end partly due to 
regulatory arbitrage to meet 
loan-deposit ratios (LDR) 
 

 Maturing of WMPs correlated to 
interbank rates volatility and rise 
in interbank rates, possibly 
complicating the use of interest 
rate on monetary policy 
 

 Tightening of regulation on 
banks deposit variation CBRC 
Doc. No. 267, Sep 2014) 

 appears to have changed WMP 
operation—weaker linkages with 
interbank rates.  
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 Tightening of shadow 

banking regulation 
 

 Slowdown in shadow 
banking activity 
 

 Reduction in interbank 
volatility 
 

 Emerging new risks? 
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 Initial relaxation of margin 
lending 
 

 Lessons: financial 
oversight, countercyclical 
macro prudential 
measures, communication 
 

 Broader macro-
implications limited:   
 80 percent are retail investors 
 Impact on real economic 

activity (wealth relatively 
small) 
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 High corporate debt major 
risk factor (110 percent of 
GDP) 
 

 Relaxation of regulation and 
low credit spreads 
 

 Surge in corporate bond 
issues 
 

 Reducing in debt service cost, 
extension of maturities 
 

 Risk: defaults, re-pricing of 
risks, pressure on monetary 
policy 
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 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 
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 Large FX reserves 
 

 Low fiscal debt/low interest rates 
 

 High degree of state control 
 

 Liquid banking system 
 

 Still relatively high potential growth 
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 Shadow banking and equity experiences 
 

 China’s regulatory structure shortcomings 
 Four regulatory agencies (PBC, CBRC, CSRC, CIRC) 

and others (NDRC, MOF) 

 Flow of information 

 Regulatory gaps 

 Not always clearly defined responsibilities 

 
 Announcement to reform regulatory institutions 

20 



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

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

 Recent tightening of regulation 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 regulatory 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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