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Introduction

The year 2013 was a crucial year for China’s 12th Five-Year Plan, an opening year for a
comprehensive deepening reform, and a challenging year for China’s banking sector. The global
economy was in a slow recovery, with overall Business Climate Index showing positive signs.
However, recovery remains fragile. Volatility continued in global financial market. While the
U. S. entered into a slow recovery and the Eurozone struggled out of recession with still negative
growth , growth in emerging markets faced increasing uncertainties. China saw a decelerated
economic growth with stable commodity price and positive progress in structural adjustment.
However, the economy still faces lots of difficulties and challenges.

Facing complicated domestic and global situations, under the leadership of the Party
Central Committee and the State Council, with effective supervision and guidance from the
CBRC, financial institutions in China’s banking sector have meticulously implemented the state’s
macro-control policies, and endeavored to follow the economic and financial development.
Guided by the strategy of making progress and ensuring stability, banks proactively made
transitions and innovations, and continued to optimize credit and improve abilities to serve the
real economy. Dedicated to inclusive finance, smart finance and green finance, banks
strengthened their efforts in safety guarantee, risk control, transition and structural adjustment.
Confronted with multiple challenges, banks managed to make remarkable improvement in areas
including intermediary business development, universal operation, international expansion,
wealth management, business feature catering and financial innovation.

——The credit structure was optimized constantly, with macro-control policies implemented
earnestly. In 2013, financial institutions in banking sector diligently implemented prudent
monetary policies. By adhering to the general work guideline of making progress while
maintaining stability, banks continuously improved the allocation of financial resources, made
good use of the existing and additional credit funds, and provided even greater financial support
to economic restructuring, transformation and upgrading, to upgrade China’s economic
development model. On one hand, new lendings kept playing a positive role and was optimized.
By actively accomodating themselves to the country’s development strategies, finaneial

institutions in banking sector improved the orientations of their new lendings. By strengthening
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personal finance and consumer credit services, banks boosted the consumption up. By promoting
corresponding financial services, banks facilitated the development of small and micro
businesses. Strict control was also exercised over the new lendings to overcapacity-ridden
sectors. On the other hand, existing credit funds were fully utilized through continued re-
adjustment. In light of the country’s macro-control and eredit policies, financial institutions in
banking sector adjusted the structure of targeted industries, regions and maturities of the existing
credit facilities, made greater efforts to improve credit quality and obtain sufficient buffer in
areas with significant potential risks, and reinforced post-loan management, to increase support

to the real economy with the credit funds unleashed.

Transformation and innovation were accelerated, to cope with multiple challenges.
2013 is a year full of challenges to Chinese banking financial institutions. Due to various factors
including economic slowdown, tightened regulation, interest rate liberalization, Internet banking
and financial disintermediation, the business climate of the banking industry receded further,
profit growth decelerated, and net interest margin tended to narrow down. In response to a
variety of challenges, financial institutions in banking sector continued to push forward the
transformation of their business models and management models, deepened the reform of multi-
divisional structure, gradually promoted the construction of process-oriented banks, and
constantly improved fine management. Meanwhile, banks vigorously expanded wealth
management business, actively explored supply chain financing, energetically developed green
credit, accelerated the pace of innovation, and continuously developed diversified financial

products and services, aiming at offering green financial and intelligent financial services.

Financial services to key areas were enhanced, and the ability to serve the real
economy was effectively improved. In 2013, financial institutions in banking sector continuously
enhanced their ability to serve the real economy to fully meet the diversified needs of the real
economy, by earnestly implementing the Guiding Opinions of the General Office of the State
Council on the Financial Support for Economic Restructuring, Transformation and Upgrading.
Firstly, they improved their financial services and financial supports to agriculture, rural areas
and farmers, making their services better targeted and more efficient. By the end of 2013,
outstanding agriculture-related loans extended by financial institutions in banking sector
( excluding bill financing) had reached RMB 20. 9 trillion, accounting for 27. 3% of the total
loans. On a YoY basis, this represented an increase of RMB 389. 5 billion or 18. 5% , a growth
rate 4. 0 percentage points higher than that of total loans ( excluding bill financing). Secondly,
financial institutions in banking sector further upgraded their financial services and increased

their credit supports to small and micro businesses. As of end-2013, outstanding loans to small
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and micro businesses ( including loans to small and micro businesses, individual businesses, and
small and micro business owners) expanded RMB 433. 7 billion to RMB 17. 8 trillion, indicating
a growth rate of 5. 4 percentage points above the average level for total loans. Thirdly, financial
institutions in banking sector actively developed green credit business, and increased their
support to green economy , low-carbon economy and circular economy, promoting the sustainable
development. Fourthly, they continuously enhanced their grass-root and community financial
services, and devoted themselves to the generalization of financial services, to provide

specialized, convenient and attentive financial services to communities.

Risk prevention was constantly strengthened, ensuring safe and sound operations.
Impacted by the slowing economic growth and the economic restructuring, non-performing loans
( “NPLs”) of financial institutions in banking sector were further exposed in a wider range of
industries, regions and customers. As of end-2013, NPLs and the NPL ratio reached RMB 1. 18
trillion and 1. 49% , respectively. Specifically, NPLs at commercial banks increased RMB99. 2
billion YoY to RMB 592.1 billion, with the NPL ratio standing at 1% . Under the CBRC’s
guidance, banking financial institutions reinforced their risk prevention in key regions and
industries. Despite an increase in both NPLs and the NPL ratio, the asset quality was stable as
a whole. By actively changing their risk management philosophy, banking financial institutions
enhanced active risk management and overall risk management, including liquidity risk
management. Overall, liquidity risks are manageable despite occasional liquidity strains seen at
some commercial banks.

——The sustained healthy and sound operation of financial institutions in banking sector is
closely correlated with the effective supervision and proper guidance of the regulatory body. It is
also the result of their endeavors and determination to forge ahead. In 2014, China will start to
deepen reform comprehensively. Financial institutions in banking sector will continue to meet
macro — control requirements and implement regulatory policies in an all-round way. By
following the overall roadmap of China’s economic and social reform and the general work
guideline of making progress while maintaining stability, they will focus on improving financial
services, promoting financial innovation and enhancing financial supports to agriculture, rural
areas and farmers, small and micro businesses, green credit, and other key areas of economic
and social development, to boost economic transformation and upgrading. By strictly keeping the
base line in effectively preventing various risks, banking financial institutions will improve their
overall risk management abilily, to ensure safe and sound operations and bolster the realization
the Chinese Dream of economic prosperity.

Organized by the Committee of Industry Development Research of China Banking
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Association, and with contribution from the Research Department of China Banking Association
and more than 20 financial institutions, Bank of Communications continues to lead the
preparation of the Report on the Development of the Chinese Banking Industry (2014 ). The
report aims to provide all-round and in-depth description of major achievements and operation
characteristics of the Chinese banking industry in the process of its reform and development,
together with forecasts of the industry’s development trends ahead. With the overall framework
largely identical with that in last year, the report makes comprehensive, systematic and in-depth
introduction, analysis and forecasts of the Chinese banking sector in nine parts, including
Operating Environment, Overall Operating Characteristics, Asset Business, Liabilities
Business, Intermediary Business, Risk Management, Business Performance, Service
Improvement and Performance of Social Responsibility, and Special Topics. The time period of
the report is from March 2013 to March 2014.

People compiling this report are all from banking financial institutions, with extensive
industry experiences and solid research skills. In compiling this report, they held many
seminars, consulted a large quantity of data, and extensively discussed and continuously refined
the report’s positioning, outline, style, layout and views. The subjects involved are also been
reviewed by related experts. All these endeavors are to ensure objective and comprehensive
contents, accurate and reliable data, improved quality and profound reflection of the complete
picture of the Chinese banking sector. This report can be used not only as a reading material for
all circles of the society to understand the reform and development of the Chinese banking

sector, but also as a reference material for banking staff and researchers.
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