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Preface

Last year, AFRR successfully held the High-level Forum on Financial
Risks and published the Annual Report on China’s Financial Risk (2016).
This year, under the leadership of Director Wang Manyi, researchers at AFRR
continued their productive study and exploration on China’s current macro—
and micro—financial risk issues. In accordance with the past practice, we once
again collected the researchers’ research reports and papers and assembled
them into a book, to express our gratitude to the leaders at all levels, scholars,
teachers and students who have paid continuous heed and support to AFRR.

The Annual Report on China’s Financial Risk consists of 6 research
reports and 6 high—level papers. All the reports and papers stick on the core
subject of risk research, conduct multi—perspective, all-round study on macro-
and micro—problems facing with China, forecast future trends on financial
markets and put forward governance strategies. Looking backward at the
development course of domestic financial industry over the past year, besides
under the backdrop of escalating uncertainty over global currencies, exchange
rates, trades, and overall macroeconomics, China’s financial industry also
suffered from the throes of economic restructuring caused by the five priority
tasks (cut overcapacity, cut excess inventory, carry out deleveraging, cut costs,
and strengthen areas of weakness), and bore the important task of supporting
the transformation and upgrading of the real economy. The issue of financial
security is essential. In 2017, the Politburo meeting of CCP Central Committee

made it clear that the structural reforms of the supply side should be deepened
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to ensure that systemic financial risks do not occur. With the implementation
of the central spirit, in the policy tone of “deleveraging, strict supervision, risk
prevention” , under the unoptimistic economic environment, in the face with
unpredictable wave of science and technology, can China’s banking industry
fearlessly move forward? Dr. Wang Wanting pointed out that between 2016 and
2017, despite commercial banks’ earnings growth slightly recovered, and the
NPL (Non—perfroming Loan, NPL) growth rate slowed down, it’s still hard .
to foresee the peak of NPL. In the following 3 to 5 years, banking industry s
nonperforming assets will rise slowly, NPL rate still has room to increase.
From disposal perspective, the securitization of nonperforming assets, market—
oriented debt—to—equity swap, and expansion of local AMCs have all widened
the channel of disposal, and it will further speed up commercial banks’
nonperforming assets disposal. The positive consequence of NPL disposal is
gradually emerging, and it is expected that the 2017 annual commercial bank
NPL rate will slightly increase to the level of about 1.8%.

It has been 10 years since global financial crisis burst. In the past
decade, continuous financial innovation, the fragile balance sheet of banks
in the “Post—crisis Era”, the changing business model and strengthening
banking supervision all have led to the major transformation in global financial
market structure, bond issuing has overtaken bank loans as major financing
measures, the role of non-bank institutions (insurance companies, fund
companies and AMCs) has become increasingly prominent. Especially since
the second half of 2017, along with Federal Reserve’s startup of gradual
B/S reduction, differentiation of global monetary policy becomes increasingly
serious. Will the significant increase-in the size of financing of non-
bankinstitutions weaken the transmission of monetary policy? Dr. Li Xue's
research report focusees on the new trends in the global monetary policy and
risk burden changes in non-bank financial institutions relative to those in the
traditional banks by using dynamic panel regression to examine the impact of

China’s monet olicy on institutional investor’s risk taking. According to
ary polcy g 2
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the study, loose monetary policy has a positive effect on fund company’s risk
taking, in addition, fund size, performance and fund manager’s characteristics
will significantly affect risk decision making. Dr. Li Xue further pointed out
that due to the risk amplification effect of non-bank financial institutions in the
process of monetary policy transmission, to reduce the risk level of institutional
investors such as fund companies, central bank should release clearer policy
signals whenever suitable to strengthen the communications with market
participants, and therefore lead the market towards a consistent expectation.
For example, the central bank can use non-bank financial institutions to apply
monetary policy transmission intentions, to strengthen actual monetary policy
transmission. In a word, the enhancement of policy transparency will be helpful
to market participants in making right investment decisions under highly
uncertain circumstances, and avoid taking excess risk.
Along with the adjustment of economic structure, China’s economy is
experiencing an adjustment process of “Three Overlay” . In the context of
“capital market serving for real economy” , the arduousness, complexity
and relevance of financial reform has gradually begun to emerge in the
capital markets. Asset prices vary dramatically in different markets, the risk
management of different asset class allocation becomes more difficult. Dr.
Zhao Daping applied both Mean—Variance model and Black—-Litterman model
to compare the risk of primary asset class allocation. She suggests investors to
increase equity asset investment, and pay heed to blue chips and SOEs with
mixed—ownership reform underway. Meanwhile, given monetary policy may
maintain a neutral tight and interest rate adjustment may fluctuate acutely in
the near future, she suggests investors take bond markets into account, and
make proper allocation in fixed income assets. In addition, considering the
uptick trend of commodity prices is sluggish, she suggests a prudent allocation
in commodity assets, and raise stakes in monetary assets to prevent liquidity
risk. Dr. Yang Yang’ s report explored this issue from a different perspective.

On the basis of reviewing the changes in China's stock markets since the
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second half of 2016, she analyzed various risks facing with China’s current
security markets, and predicted potential risks of stock markets and equity
derivatives markets, in particular, she made reasonable predictions on the
turnaround risk of monetary policy, the two—way flow risk of domestic and
foreign funds, and the risk of market style changing and regulatory adjustment.
Since the beginning of the 21th century, the scale of China’s insurance
funds has been increasing rapidly, the asset allocation structure has gradually
optimized, and the rate of return on assets has steadily improved. It has become
an important force in supporting the national economic construction. Along
with the expanding uses of insurance funds, the uses of insurance funds has
become more and more subject to the rise and fall of overall economy. In order
to promote continuous deployment and healthy development of insurance funds
in our country, Dr. Li Yanan and Dr. Ma Lina combed the changes in the size
of insurance funds during the period 2004 to 2016, and analyzed the evolution
of insurance funds. Through comparing the 2016 insurance funds regulation
with the previous codes and policies, they discussed the opportunities,
problems and challenges of the uses of insurance funds, and proposed policy
recommendations against risks of using insurances funds under new situation.
China’s external financial security issues has become increasingly
prominent when China is actively exploring the new international cooperation
and global governance model represented by “The Belt and Road” | steadily
promoting the internationalization of RMB, the opening of capital market,
and the “going out” strategies of financial institutions. To predict China’s
external risk situation since 2017, Associate Prof. Yu Yingfeng’s report first
reviewed the current situation of global foreign exchange markets from mid-
term perspective, analyzed and interpreted the basic “form” of global foreign
exchange markets, then underlined the major movements of global foreign
exchange markets for the past 12 months (from Jun 2016 to Jun 2017), and
finally forecasted the future trends and development of the exchange markets,

pointing out that China will become the most important “public goods exporting
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country” transporting “political security and financial stability” to local areas
and even the whole world, and RMB and RMB—-denominated financial products
will become the world’ s major haven currency or investments.

The outcomes of above mentioned reports and papers benefit from the
support and help of the leaders, School of Finance and other departments of
Capital University of Economics and Business (CUEB), and especially from
the hard work of all members and researchers, as well as the Director, Prof.
Wang Manyi of AFRR. In retrospect, AFRR has made fruitful results through
constant exploration. Looking forward, we expect the academy will generate
more research products with both theoretical and practical significance. We
hope AFRR will make greater contributions to the development of CUEB’s

financial subjects, as well as the field of financial risk research.

Kanglin Zeng
Sep 20, 2017
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