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Preface

Institute of Quantitative Finance and Risk Management was founded in
2013. At the beginning of the establishment, Prof. Wang Manyi gathered core
researchers to launch effective studies on China’s macro financial risk issues
from domestic and overseas perspectives. Now, we collect representative
research reports and papers into a book for readers and present it as a tribute to
the first anniversary of Institute of Quantitative Finance and Risk Management.

The annual report focuses on the risk of the macroscopic level. From the
international perspective, international capital flows have gradually recovered
from the shadow of the global financial turmoil and the quantity also reached
its unprecedented record. However, waves of international capital flows
since 1980s have been ended up with the debt crisis, balance of payment
crisis or currency crisis of the developing economies. It raises the following
questions to us: how does the risk of international capital flows brew? Whether
or not China is facing the shock of the potential international capital flows?
Whether or not there is an effective early warning system for international
capital “abnormality” in China? Dr. Chen Fengxian quantifies and forecast
reversibility of international capital flows from angles of Federal Reserve’s QE
policies, the Euro zone economy situations and the trend of monetary policy, as
well as China’s economic growth and exchange rate movements. It is generally
considered that developing economies are facing more severe crises because of
the currency mismatch problems.

In order to eliminate currency mismatches, emerging economies need to
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change the dollar—centered global monetary system and enhance the strength of
their own currency against the US dollar. Thus, the internationalization of RMB
not only mitigates the currency mismatch problems in China’s public sectors,
but also provides more solid monetary buffer for China existing economic
status. Successful implementations of RMB’s internationalization would
appear to hinge on a healthy development of RMB offshore markets. Hence,
how about the current situation of offshore RMB market? What are the main
risky channels? Dr. Yu Yingfeng explores the above issues from the angles
of offshore RMB foreign exchange market, the bond market, the competition
of commercial banks and derivatives respectively. He also dedicates to
proposing insightful suggestions on the construction of the offshore RMB
market from the short-term, medium—term and long—term. China (Shanghai)
Pilot Free Trade Zone was set up formally on September 29, 2013. It reveals
the possibility of the birth of onshore and offshore RMB center in Shanghai.
Chinese economic and trade status, domestic policy guidance and the
international demand for RMB will provide a solid foundation and guarantee
for the construction of Shanghai offshore RMB center. However, several
challenges for the construction of Shanghai offshore RMB center still remains.
Those obstacles include the global competitiveness of China, immatureness of
domestic financial system, effectiveness of implementing domestic policies, the
harshness of legal challenges and high costs causing by the policy reforms, etc.
Dr. Zhao Ran systematically summarizes the risk contained in the construction
of Shanghai offshore RMB market. She consolidates the ideas of financial
fragility analysis with the Meta data model and then proposes an index called as
“Comprehensive Monitoring Index System on Financial Imbalances”

measuring onshore and offshore RMB markets, so as to prevent effective the
spread of risks. Her research outcomes surely embed her “meta finance”
thought. Her article also designs a firewall and crisis management plans from
three aspects: personnel, funds, and organizations respectively.

From the domestic perspective, commercial banks are the main part of
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the China’s financial system. The risk condition of banks is highly correlated
with the safety of systemic financial industries. So how about China’s overall
risk situation of the banking sector in 2014? Where is the main source of
risk? Where is the most likely “tipping” of risk? Dr. Wang Wanting shows
that China’s commercial banking industry is facing uncertainties from the
real estate market, local government debt explosion, structural mismatch
of the spread of the off-balance sheet business risk, liquidity and other
aspects. The article indicates that credit risk is still the main challenge for
commercial banks, but the cluster outbreak on the potential credit risk should
be small probability event; at the same time, domestic banks liquidity risk
and market risk can be relieved through the monetary policies, regulations,
and the business structure adjustment of commercial banks. From historical
experience, any country cannot be prosperous and strong without the support
of capital market. It has been widely accepted that China’s capital market is
not sound. Hence, what are the factors restricting the development of China’s
capital market in the long run? Recently, the governor has issued the law of
funds for investment in securities, a nine—point guideline on reform and the
IPO reform. In this context, how about the status of China’s capital market
risk? Where will be the focus of risk management in the future? Dr. Zhang Ping
initializes her discussion on the listed company operation, technology, legal
system, and financial structure. And then she summarizes the status quo risks
of China’s capital market. Furthermore, she exploits current China’s economic
conditions and proposes rational forecasts of capital market in China. From the
view of amending of existing laws and regulations, she provides some relevant
suggestions regarding as the resolves of risks faced by China’s capital market.
Five research reports have formed from the above five aspects and are
presented to readers. In addition to the mentioned researches, this book
also contains eight high—quality published papers from our faculty members
within the past year. The outcomes benefit from the support and help of

our university’s leadership and the Institute of Quantitative and Technical
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Economics Chinese Academy of Social Sciences; on the other hand it attributes
to the cooperation of the school of finance and relevant functional departments
and hard work of the Institute of Quantitative Finance and Risk Management.
We expect the Institute of Quantitative Finance and Risk Management to
produce higher and more remarkable studies, and believe that the Institute of
Quantitative Finance and Risk Management will be well-grounded and achieve
great achievements in constantly exploration to make a greater contribution to

researches on financial risk and the development of financial discipline!

Zeng Kanglin
2014/10
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