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Introduction

The year 2011 marked the beginning of the Twelfth Five-Year Plan for National Economic
and Social Development. Internationally, economic recovery in developed countries was anemic,
the international financial market still in turbulence and developing countries confronted with the
dire situation of sluggish growth and inflation. Domestically, under the combined effects of the
European and U. S. debt crisis and China’s macro-control, Chinese economy is slowing down o-
ver the last few quarters, and inflation is receding. Chinese monetary policy remained prudent
throughout the year and was adjusted accordingly based on the economic situation.

Challenged by the complex international and domestic situation, Chinese banking sector®-
under the supervision of China Banking Regulatory Commission ( CBRC) - stuck to the principle
of serving the real economy, demonstrated its resilience against pressure and challenges, and
maintained stable growth. Chinese banks effectively transferred the impact of monetary policy to
the economy, bringing credit growth to a normal level and improving their level of financial serv-
ices. Meanwhile, the banking sector continues to improve business structure, deepen restructu-
ring, and make great strides in credit structure adjustment, intermediary businesses, interna-

tionalization, investment businesses, and financial innovation.

Coordinate with the National Policy in Implementing Macro-control

and Monetary Policy

Chinese banking sector adjusted their operations to comply with the prudent monetary poli-

@ ¥ not specified otherwise, the term “Chinese banking financial institutions” and “Chinese bank sector” refer to “banking finan-
cial institutions” as used by CBRC in statistic collection. “Banking financial institutions” are divided into subcategeries: policy
banks & national development banks, large commercial banks, joint-stock commercial banks, city commercial banks, rural
banks, rural cooperative banks, rural credit cooperatives, foreign-invested banks, new rural financial institutions, postal savings
banks, non-banking financial institutions. Policy banks & national development banks include the Export-Import Bank ( Exim) ,
the Agricultural Development Bank of China ( ADBC) and the China Development Bank (CDB) ; Large commercial bhanks in-
clude the Industrial and Commercial Bank of China ( ICBC), the Agricultural Bank of China (ABC), the Bank of China
(BOC) , the China Construction Bank (CCB) , and Bank of Communications ( BOCOM) ; Joint-stock commercial banks include
China Citic Bank, China Everbright Bank, Hua Xia Bank, Guangdong Development Bank ( GDB), Shenzhen Development
Bank, China Merchants Bank, Shanghai Pudong Development Bank (SPDB), Industrial Bank, China Minsheng Banking Corpo-
ration, Evergrowing Bank, China Zheshang Bank, China Bohai Bank; New rural financial institutions include rural banks, loan
companies, and rural fund cooperatives; In the non-banking financial institution category the report mostly covers asset manage-

ment companies.



cy, which proved to be critical for the monetary policy to work effectively. Banks have adjusted
the volume and frequency of loan issuance to meet reserve requirement ratio (RRR) and differ-
ential deposit reserve ratio, softening the growth of monetary supply. Deposit and loan rates were
adjusted timely to benchmark interest rates. In the fourth quarter of 2011, China’s central bank
injected liquidity through open market operations and delivered a RRR cut in the fourth quarter
of 2011. Banks responded quickly to the policy change with a moderate increase in credit sup-
ply, some of which was targeted at specific industries. This allowed the impact of monetary poli-

cy changes to spread through the economy quickly.

Serve the Real Economy and Achieve Common Growth

The banking sector stuck to the principle that banks should serve the real economy rather
than depart from it. Chinese banks supported the country’s industrial policies: loans targeted at
agriculture grew above average at 25% ; loans for social housing programs increased at a rate of
50% ; and the share of Micro- and Small-Businesses loans expanded significantly. Chinese
banks have been streamlining loan procedures for Micro- and Small-Businesses , investing a large
amount of their human, loan and IT resources in assisting their growth. The banking sector also
provided credit support to industries such as renewable energy, environmental protection, tech-
nological innovation and culture, adjusted regional credit policy and coordinated regional devel-

opment. The amount of loan balance in the mid-western regions grew faster than the east.

Credit Growth Returned to a Proper and Sustainable Level

The banking sector has implemented Sciensific Qutlook on Developmeni as a guiding princi-
ple on every aspect of their development. To achieve sustainable growth, Chinese banks have
taken a series of steps, such as improving corporate governance, enhancing internal c'ontrol,
strengthening capital constraint regime and facilitating intensive growth model. Window guidance
and loan policy by the People’s Bank of China (PBOC) and CBRC have not only returned credit

growth to a normal level, but also improved Chinese banks’ capacity in credit management.

Promoting Financial Innovation and Providing Better Service

The banking sector saw innovation as a key driver of improved services and competitive-
ness. Chinese banks have pushed innovation on three fronts-products, services and operation-to
better serve the real economy. Innovation is regarded as one of the most important tools for im-
proved services and value creation. Chinese banks have set up their own R&D platforms rolling

out financial products targeted at Micro-and Small-Businesses, the rural areas and offering finan-
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cial services to Internet and mobile device users.

Strategic Restructuring Underway for Enhanced Businesses

The banking sector has been restructuring its businesses to lay a solid foundation for sus-
tainable growth. The amount of small business & personal loans has grown faster than average
and taken up a larger share, indicating a more proper credit structure. Non-interest revenue
growth outpaced net interest revenue and contributed a bigger share of total profit growth. This is
an indication of improved revenue structure. Chinese banks have achieved success in diversifying
their service offerings, which are working in synergy with ones already provided. In the context
of more use of RMB in cross-border trades, Chinese banks should grasp this opportunity to im-
prove their operations outside China and push for RMB internationalization.

Such rapid developments of the banking sector is in line with China’s current economic situ-
ation. In 2011, real GDP growth was 9. 2% with nominal rate reaching 18. 6% . Stable econom-
ic growth has led to the continuous expansion of asset size of Chinese banks, laying a solid foun-
dation for the future safe and sound development of various banking businesses. Specifically, the
aggregate assets of the banking institutions increased by 18. 9% year-on-year, and their liabil-
ities grew by 18. 6% year-on-year. Such dynamic performance is not only a vivid reflection of
the larger economic picture, but also serve as a essential boost for economic prosperity.

It is predicted that the European debt crisis will not be resolved by 2012 and the world eco-
nomic growth will continue its current downward trajectory. Chinese economy will moderate with
noticeable drop in price level as the government enforces restructuring policy and tightens mone-
tary policy. Against the backdrop of increasingly complex situation, Chinese banking sector will
implement the consensus reached at the Central Economic Working Conference and National Fi-
nancial Working Conference, work with government agencies in implementing macro-economic
and regulatory policies, support the real economy, restructure its development and operation
model , limit risk exposure, strengthen law compliance, improve financial services and contrib-
ute to the efforts of making China a well-off society.

The Development Report on Chinese Banking Sector 2011 —2012 was published with purpose
to provide a comprehensive and in-depth understanding of the achievements of Chinese banking
sector in 2011 and the characteristics of their operations, and project the environment and trends
in 2012. Organized by the Industry Development Research Committee (IDRC) of China Bank-
ing Association (CBA), China Communication Bank (CCB) headed the writing of the report,
with IDRC and 11 financial institutions co-authored. The report has nine chapters offering a

comprehensive, systematic and in-depth coverage on development environment, restructuring,
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loan-making business, deposit-taking business, intermediary business, service improvement &
CSR, risk & capital management, achievements and features. The overall framework of this re-
port is the basically the same as last year’s. But in this year we added features and several col-
umns providing analysis into hot-button issues such as shadow banks, interest rate marketization,
wealth management businesses, competition, profit growth, and bank service fees.

People compiled this report are all with banking background, who also have rich industry
experience and solid academic foundation. Numerous seminars and discussions were held, and a
quantity of literature reviewed over the duration of the research. The staff have communicated
numerous times over the position, outline, style, layout and opinions, and made improvement as
deemed necessary. Experts have reviewed the report to ensure that it has the objectivity, exten-
siveness, and accuracy required to represent the development of Chinese banking sector. The re-
port can be used as reading materials for better understanding of Chinese banking reform and de-

velopment, or as reference by employees or researchers working in the banking sector.
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