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Foreword

China’s Financial Policy Report is an annual research report jointly produced by CEIBS Lu-
jiazui International Finance Research Center and the Institute of Financial Policy of Chinese A-
cademy of Social Sciences, with a view to summarize and analyze financial policies released and
executed in China in the previous year under the context of international and domestic economic
performances.

Speaking of the reform and development of the Chinese economy and the financial sector,
the year of 2013 is bound to bear tremendous significance in the history, due to three reasons.
First, the goal of comprehensively deepening the reform was established on the 3™ Plenary Ses-
sion of the 18" CPC Central Committee. This massive undertaking will probably span the next
decade and bear on the revival of China directly. Second, since the outhreak of the global finan-
cial crisis, some risks that have built up along with economic and financial development and op-
eration in China have emerged, the primary ones being the housing bubble, local government
debts and the shadow banking. The latter, in particular, has drawn massive attention from Chi-
nese financial regulatory authorities and has therefore been discussed elaborately in our thematic
reporl herein. In our view, shadow banking in China has its unique background and characteris-
tics. It was born out of historical problems in the financial system and financial structure of Chi-
na, but embodies latest financial developments and innovations as well, for example, the inter-
net finance. Third, in terms of financial innovations and developments in China, the internet fi-
nance was just unfolding in 2013, and the year of 2013 is labeled as the first year of the internet
finance era. The inauguration of China ( Shanghai) Pilot Free Trade Zone, of course, also adds
weight to the importance of 2013 in the history of economic reform and opening-up in China.
China’s Financial Policy Report in 2014 is structured almost the same as China’s Financial Policy
Report in 2013, comprised of two parts, thematic report and dynamic report. To be more specif-

ic, China’s Financial Policy Report in 2014 is made up of the following sections.
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It comes first is two feature articles, “Dealing with Financial Default Events by the Law of
the Market” and * Optimizing Asset and Liability Management of Commercial Banks, Promoting
the Robust Development of the Financial Sector”. Finance, essentially, is about the pricing of
risks, thereby guiding and configuring fund and capital. Hence, financial default events in a
modern economy ought to be handled by the law of the market. The financial legislations in Chi-
na are refined and enforced to help construct a modern financial system and prevent systemic
risk. On the part of commercial banks, who dominate China’s financial system presently, the
75% compulsory loan-to-deposit ratio is no longer fit for diversified development of on-balance-
sheet business, and passive loan size control reinforces administrative control. Therefore, opti-
mizing asset and liability management is essential to the robust operation of commercial banks
and the stable performance of the financial sector in China.

The third chapter is the thematic report, *Shadow Banking and China’s Financial Struc-
ture”. In our view, shadow banking can be construed as direct finance to some extent, judging
by its role in the Chinese economy and financing. It serves as a complement to bank credit and
tallies with the effort of China to develop a multi-level capital market in recent years. The the-
matic report is divided into three subsections plus an appendix, namely, The Status Quo and the
Development Logic of Shadow Banking, Analyses of Problems with Shadow Banking in China,
Shadow Banking Regulations: Countermeasures and Suggestions, and China’s Practice of Regu-
latory Policies for Shadow Banking.

Chapter 1, Chapter 2 and Chapter 3 form Part one of China’s Financial Policy Report in
2014, that is, the thematic report, while Part two, China’s Financial Policies Dynamics in
2013, is comprised of Chapter 4 | Chapter 5 and Chapter 6.

The fourth chapter is the *“Macro Financial Policies” presents a review and analysis of mo-
netary policy, exchange rate and balance of payments policies in 2013, and a brief Policy Evalu-
ation and Outlook in the end.

The fifth chapter is the “ Highlights of Financial Market Development Policy” presents a
comprehensive review and analysis of “ Banking Market Development Policy” , “ Stock Market
Development Policy” , “Insurance Market Development Policy” , “Bond Market Development
Policy” , * Money Market Development Policy”, “ Wealth Management Market Development
Policy” , “Financial Derivatives Market Development Policy”, “ Commodity Futures Market
Development Policy” , and “Foreign Exchange Market Development Policy” and “ China Gold

Market Development Policy” in 2013, along with Policy Evaluation and Outlook at the end of
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each subsection.

The sixth chapter is the * Financial Regulatory Policy” outlines and analyzes *Main Regula-
tory Policy of the PBC” , * Highlights of Regulatory Policy of CBRC™, *“Main Regulatory Policy
of CSRC”, and “Main Regulatory Policy of CIRC” in 2013, also ended with a brief Policy Eval-
uation and Outlook in each subsection.

In preparing China’s Financial Policy Report in 2014, we keenly sensed the profound signif-
icance of the national strategy of comprehensively deepening the reform, the launch of the first
pilot free trade zone, and the rising internet finance in China in 2013 to the Chinese and global
economic and financial development.

The report is a fruit of teamwork, with contributions from scholars at CEIBS Lujiazui Inter-
national Finance Research Center and the Institute of Financial Policy of Chinese Academy of
Social Sciences, and other financial professionals. Wu Xiaoling and He Haifeng then edited and
finalized the report. Authors of the report are Wu Xiaoling, He Haifeng, Wu Jiangang, Yu
Weiguo, Shi Guanglong, Zhou Liping, Li Xuejing, Wang Xin, Wang Min, Liu Xueqing, Rong
Yihua, Wang Qi, Chu Youyang, Gan Zhengzai, and Zhu Xiaochuan. Liu Shengjun contributed
to selection of topic for the thematic report and structural design. He Haifeng and Yu Weiguo
proofread and edited the Chinese version. He Haifeng, Yu Yue, Wu Jiangang, Yu Weiguo, Shi
Guanglong, Wang Xin and Zhu Xiaochuan proofread and edited the English version. Yu Weiguo
edited the format of the report. The devoted and rigorous work of Wang Xiaoduan, Director of
the Editorial Board, and editor Zhang Chao from China Financial Publishing House, is highly
appreciated.

Any comment or advice is welcome as ever.

He, Haifeng

Executive Deputy Director of CEIBS Lujiazui Institute of International Finance &
Director of Institute of Financial Policy of Chinese Academy of Social Sciences
March 31, 2014
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