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Preface

Annually released by British magazine “The Banker”, the ranking
“Top 1000 Banks Worldwide” is considered as the scalar for the worldwide
bank industry and banks’ comprehensive ability, especially for the largest
1000 banks worldwide.

Although all the four state commercial banks of China rank top, both
in capital and total assets, they are exceeded by more than 600 competitors
in ranking of profit index. Hidden troubles are meanwhile reflected in
aspects such as security and efficiency, in studies on Chinese state
commercial banks held by foreign consultant companies.

Safety, profitability and liquidity are the banks’ business aims. Too
much focus was however put on historical problems such as non-
performing loan rate and the quality of assets, compared with that on
profitability, which is the soul of enterprise. Improving the profitability of
banks turns out to be the most efficient method of solving the previously
mentioned problems. The country provides little funds as non-performing
loan with successive financial deficits. In order to digest the non-
performing loan, solve the question left over from history, State-run
commercial bank should have enough profit. Involved in nowadays fierce
market competition, the state-run banks have to constantly strengthen
profit ability to stick to the present leading position.

Taking a different point of view from those adopted in former
researches, this report chooses the profit ability of the staterun
commercial bank as visual angel, including weighing financial indexes such
as assets earning ratio, rate of returns of capital, income expenses rate,
per capita profit etc. This paper combined financial annals of four major
state-run commercial banks from 1998 to 2003 to analyze the profit

ability, comparing the profit index with the domestic shareholding system



commercial bank and worldwide bank ranking the top ten to investigate
the profit level of the state-run commercial bank in an all-round way. This
paper probe into the reason of low profitability of state-owned commercial
bank environmental factors and inside management factors, and proposed
the way and tactics to improve profitability.

The paper defines the profit ability of the bank at first, describe the
relevant theory of the profit ability of the bank. and analyze the basement
of commercial bank profit ability aim from profit max in economics. The
main {actors to affect the profit of commercial bank are analyzed through
balance sheet and profit sheet.

Theoretical method is used to study the current status of state-run
commercial bank in our country. This paper conducts empirical analysis on
commercial bank’s current loan balance, market share, net profit,
operation profit before withdrawing bad debt, capital earning ratio and
assets earning ratio, evaluates Big Four Commercial bank’s profitability
and compares the profitability with stock banks and foreign banks through
analyzing data. State-owned bank will face the fierce competition from
domestic share system banks and foreign banks. Comparing with foreign
bank of the top ten and ten domestic stock banks of 2002 in assets, scale
of assets, pretax profit, capital profit rate, assets earning ratio, cost and
expense and the index of per capita ability to make profit, the disparity
between state-run commercial bank and the rivals are announced.

The economy factors and system factors for the low ability of China
state-owned commercial banks have been analyzed. Because of China being
under planned economic system all the time, credit of the bank always
effected by the governance, the state-owned commercial banks have
displayed an performer of government’s policy-related loan all the time,
ignore the approval and benefit of the loan. Most creditors of the state-
owned commercial bank are the state-owned enterprises, state-run
enterprise and staterun commercial bank property right belong to
countries together. Just because property rights belong to countries
together, causing owner’s omission, the phenomenon of insiders

controlling is seriously. Low profitability of the state-owned enterprise,



together with the high liabilities rate causes bad debt directly. which
influences the profit level of the state-owned commercial bank. In
addition. the disappearance of China’s credit system causes not returning
loans.

This paper analyzes the environment factors to restrict the improvement of
stateowned commercial bank profit. After analysis of the external
environment condition, influence degree to the profit ability of state-
owned commercial bank of various kinds of factors has been studied.
China is under the course of reform financial system, state-owned
commercial bank will face a lot of uncertain factors, such as what kind of
competition pattern China bank will face, in case of becoming international
bank development trend in mixed operation, will we unlock to limit mixed
operation, the process of market-based interest rate and how can banks
have the power to intermediate business pricing. This paper probes into
the phenomenon effects profitability of state-owned commercial bank by
answering these problems.

The problem in management of inner side of the state-owned company
also has been analyzed. Under the condition of loose supervision and
introduction advanced governance system, banks learn to react the change
of interests so that they can control and undertake interest income,
interest expenditure, net interest income rate, assets and SOE. This
paper also discusses how the pricing of deposit and loan affect bank
profitability. and reflect the customer relationships. Product portfolio and
system cooperation also affect the bank profitability.

Tactical suggestion, based on former chapter, has been proposed to
improve the profitability in state-owned bank. The suggestion to optimize
organization and management in state-owned bank are based on the
external and internal {actors of the profits, namely factors of revenue and
cost. Hence, the paper proposes strengthen the routine managing,
improve the profitability of core business, innovate {inancial instrument
and exploit bank system. At the same time, in order to improve the
profitability, banks should strengthen the management of overhead

expenses, detract cost and improve the operation efficiency.




At last the establishment of state-run commercial bank value chain is
proposed and also relevant strategy and suggestion are put forward. Changing
the traditional planned economic to customer oriented management theory
is the most urgent affairs. On this basis, the importance of making
competitive {lexible strategy is proposed. In addition, the value chain of
customer orientation should be set up and to reformat work flow. Merging
is the essential tactic under competition, which can break through the one
country’ s policy. Building firm risk management {ramework and the
culture have been proposed at last, which is important to improve

profitability in banks.
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