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Introduction

The year 2012 was at a transitional point of the Twelfth Five-Year Plan for National Eco-
nomic and Social Development. Internationally, the financial market was still in turbulence: the
US economic growth was relatively steady, while the Euro zone and Japan were afflicted with
flagging economy, and emerging markets encountered widespread economic slowdown. Domesti-
cally, given the world economic downturn and shrinking domestic demands, China’s economy
slowed down and inflation dropped. China maintained its prudent monetary policy and carried
timely and appropriate adjustments and fine-tuning in light of the changes in economic develop-
ments.

Facing the complicated and severe international economic and financial environment, Chi-
nese banking sector?, under effective supervision and positive guidance of China Banking Regu-
latory Commission (CBRC) , in line with the macro-control policy, made efforts on liberalization
of interest rate and exchange rate, serving the real economy, providing inclusive financial serv-
ice, maintaining stable growth and resilience. Meanwhile, the banking sector continued to opti-
mize business structure, improve operational and management approaches, and has made further
progress in intermediary businesses, comprehensive operation, internationalization and financial

innovation.

(D If not specified otherwise, the term “Chinese banking financial institutions” and *Chinese banking sector” refer to “banking fi-
nancial institutions” as used by CBRC in statistic collection. “Banking financial institutions” are divided into subcategories: pol-
icy banks and 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 and national development banks include the Export-Import Bank
(Exim) , the Agricultural Development Bank of China (ADBC) and the China Development Bank ( CDB) ; Large commercial
banks include 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 village and town-
ship banks, loan companies, and rural fund cooperatives; In the non-banking financial institution category, the report mostly cov-

ers assel management companies.
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Implement the Macro-control Policy and Adapt to Financial Reform

In 2012, the banking sector has implemented prudent monetary policy and adjusted their
operations to adapt to the RMB exchange rate reforms and liberalization of interest rate, playing
an important role in implementation of the national monetary policy and financial reforms. Ad-
justments have been made to accommodate reserve requirement ratio reduction and dynamical ad-
justment of differential deposit reserve ratio, and the volume of loans has been moderately ex-
panded to meet reasonable financing demands. Besides, the banking sector responded rapidly to
the widening of the floating range of deposit rate, made timely adjustment to pricing strategy ac-

cording to market demands, which marked the beginning of liberalization of interest rate.

Serve the Real Economy and Provide Inclusive Service

The banking sector continued its support to real economy and expanded its client base to in-
clude more individuals and entities in various scales. The banking sector strived to provide high-
quality retail banking services and develop diversified products for various customers. Banking
institutions actively supported key areas and projects, such as national key construction projects,
environment-friendly projects, industrial upgrading, consumption and foreign trade, by scientifi-
cally guiding the direction of credit extension and optimizing credit structure. Support for the
weak links of the economy was further strengthened as well. By the end of 2012, loans for small-
and micro- sized enterprises increased by 19.7% , 4.1 percent higher than the average growth
rate of total loans. Banks improved their agriculture-supporting mechanism, providing more sup-
port to farmers, rural areas and the key areas of agriculture-related activities, expanding their
coverage of rural financial services and continuously providing satisfying rural financial services.
By the end of 2012, agriculture-related loans increased by 20. 7% year on year, significantly
higher than the average growth rate of all loans. Moreover, the banking sector adjusted the direc-
tion of credit and balanced regional developments. As of the end of 2012, the loan balance of
banking institutions for China’s central and western regions witnessed 4. 1 percentage points

higher than that of the eastern region.

Accelerate Transformation of Operational and Management Patterns

In 2012, the banking sector took measures to accelerate the transformation of both opera-
tional and management patterns. The growth rate of loans for small- and micro-sized enterprises

and individuals kept increasing, while the credit structure became more and more reasonable.

2



Introduction

Banks have promoted comprehensive banking activities and improve synergy, therefore, some of
the banks have entered into the investment return period, with both the parent banks and their
subsidiaries achieving prosperous performance. Domestic banks actively expanded their overseas
outreach for the purpose of constructing a global service network suited for the internationaliza-
tion of Chinese banks. Furthermore, in order to push forward operational management reform,
the banking institutions conducted multi-dimensional restructurings which effectively increased
operational efficiency, enhanced the granularity of internal cost accounting and internal control.
Service quality and efficiency been greatly improved through promoting customer-centered and
market-led banking process, and management approaches have been improved with more infor-

mation and intelligence technology thanks to substantial increase of IT investment.

Carry out Financial Innovation and Build Intelligent Banks

The banking sector continued to carry out innovations in the areas of products, business,
services and technology in order to broaden funding channels, improve customer experience and
reduce transaction costs. Market satisfaction was substantially increased thanks to a series of in-
novation measures: (1) Innovative service models were further promoted, such as specialized
business units (SBU) , credit factories and supply chain finance, etc. (2) “One-stop” finan-
cial service experience was provided, including asset management, Merger and Acquisition
(M&A), ete. (3) Credit securitization pilot program was furthered with standardized process
and procedures. (4) Synergy of technology and business innovation was achieved through up-
grade of self-service devices and infrastructures such as visualized operation monitoring system.
In order to provide comprehensive, intelligent, 24/7 service for the individuals and entities,
banks accelerated construction of electronic bank system, which is composed of bank card, self-
service bank, phone bank, mobile bank and internet bank. All in all, the banking sector has
made significant achievements in financial innovation and enhanced the industry’s service level

and customer satisfaction.

Asset Quality Stable, Risk Resilience Strong

In 2012, affected by the international financial crisis and European sovereign debt crisis, a
few regions suffered a decline in economic growth and some sectors register;ed increased opera-
tional risk. Guided by the CBRC, the banking sector actively strengthened risk monitoring in
key areas and sectors. Although commercial banks’ outstanding NPL rebounded last year, the
quality of assets was stable on the whole, with risks remaining controllable. By the end of 2012,
the commercial banks’ outstanding NPL stood at RMB 492. 9 billion, up RMB 64. 7 billion com-

3



- (2012-2013)

pared with the beginning of the year. The NPL ratio was 0. 95 percent, remaining almost un-
changed from the year beginning. The banking sector demonstrated strong risk resilience, main-
tained adequate capital and reserve buffer and improved the construction of key mechanisms and
systems , especially its internal risk control system. Great achievements have been made in foste-
ring a risk control culture, explicating risk management strategies, and improving comprehensive
risk management structure and procedures.

The banking sector has made notable achievements and has provided proper financial sup-
port for the real economy, thanks to the effective guidance of CBRC and the banks’ endeavor in
financial innovation. In 2013, under the guidance of “The Guiding Opinions of Providing Finan-
cial Support to Economic Restructuring and Reform” , the banking institutions will continue to
implement the macro-control policy and other supervising principles, improve their financial
service quality, and push forward the economic transformation and upgrading. Firstly, the banks
will strive to push forward the transformation and adjustment of the key sectors by upgrading ad-
vanced manufacturing industry, strategic emerging industries, modern information and technolo-
gy industry, information consumption, service industry and conventional industries, and increas-
ing investment to green and environment protection projects. Secondly, the banking sector will
further strengthen its service for small- and micro-sized enterprises and agriculture-related activi-
ties to ensure “the growth rate of loans to small and micro firms no lower than the average growth
rate of all loans and a growth volume of such loans no lower than that of the previous year” and
“the growth rate of loans of agriculture-related loans no lower than the average growth rate of all
loans and a growth volume of such loans no lower than that of the previous year” . The banks
will provide innovated financing guarantee means and more forestry ownership loans, to satisfy
the diversified demands of small- and micro-sized enterprises. Thirdly, Credit support will be
strengthened for new consumer products and consumer service sectors related to culture, educa-
tion, tourism and elderly care. The banks will also provide convenient and effective financial
support for enterprises’ “going global” strategy. Finally, the banking institutions will keep im-
proving their early warning mechanism and resolving ability, and at the same time keep a close
eye on key sectors, to ensure a safe economic environment.

The Development Report on Chinese Banking Sector 2012-2013 was published with the pur-
pose of providing a comprehensive and in-depth understanding of the achievements and opera-
tional characteristics of Chinese banking sector in 2012, and prospecting the environment and
trends in 2013. Organized by the Industry Development Research Committee (IDRC) of China
Banking Association (CBA) , Bank of Communications (BOCOM) , for the third time, headed

the writing of the report, along with IDRC and 15 other financial institutions. The frame of this

4



Introduction

year’s report is generally consistent with last two reports, offering a comprehensive, systematic
and in-depth introduction, analysis and outlook about Chinese banking sector. The report con-
sists of nine chapters, covering various topics about development environment, asset operation,
liability business, intermediary business, development transformation, risk management, busi-
ness performance, service improvement and CSR, and special issues.

People participated in compiling this report are all with banking background, 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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