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Preface

Since 2013, AFRR has successfully held five high level forums of
financial risk. and published five annual reports on China’ s financial risk.
Our research productions received widely attention from CBRC, CSRC,
financial research institutes and universities of finance and economies.
AFRR has become an iconic brand of School of Finance and earned high
reputation for CUEB. This year, under the leadership of Director Wang Manyi,
researchers at AFRR continued to conduet productive study and exploration on
China’ s current macro— and micro—financial risk issues. In accordance with
the past practice, we once again collected and assembled our representative
research reports and papers into a book for our readers, paving our gratitude
to the leaders at all levels, scholars, teachers and students who continuously
supported our work.

China’ s Financial Risk Report (2018) consists of 6 research reports
and 5 papers. In these reports and papers. our researchers 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 global
and domestic financial markets and put forward corresponding governance
stralegies.

Looking backward, the development course of domestic financial industry
over the past year, under the backdrop of intensifving global financial market
volatility and escalating uncertainty over China=US trade, exchange rate and

- B . - . L . - . ~
overall macroeconomic conditions. China s financial indusiry also suffered
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from the throes of domestic economie transition, laded with heavy responsibility
of resolving the {inancing predicament of private enterprises and facilitating
with the transformation and upgrade of real economy. During this process.
[inancial security become essential. So under the complex external environment
of China=US trade war and unpredictable global and domestic financial
turmoil, can China’ s banking industry fight against the storm and survive?
Dr. Wang Wanting pointed out that judging from the regulatory situation of last
vear, the leverage within financial system has continued 1o fall. commercial
banks have returned to their traditional business. and deep transformation
has begun. Based on her report, in 2018, under the guidance of strengthened
supervision, the banking sector put “actively preventing and resolving systemic
financial risk”™ in a more important position. commercial bank "’ s assel quality
has gradually improved. non—performing loans remained al a stable level.
liquidity has steadily risen, and mortgage risk has slightly lowered. In addition.
through comparing the risk characteristies between different industries and
regions, and tracking the default risk of mortgage loans. bonds and small-and-
micro enterprise debts, Dr. Wang Wanting concluded that in period 2018 to
2019, commercial bank ™ s profitability will steadily inerease. and their internal
counter—risk ability will strengthen.

Under the poliey tone of "deleveraging. striet supervision, and risk
prevention . and the dual effects of strengthening external supervision and
enhancing internal profits. preventing the impact of external systemie risk has
undoubtedly become a main line of the development of banking industry this
vear. Based on the systemic risk meirics such as A CoVaR. MES. SRISK and
network analysis, Dr. Lian Yonghui analyzed the syvstemic risk conditions of
listed Chinese banks since 2017. His report concluded: first, from time series
perspeclive, the overall systemic risk contributions of listed Chinese banks
were not high, keeping at a reasonable level according to historical records:
Second, from the perspective of bank type, systemic contribution of joint—stock

banks and state—owned large commercial banks were higher than others, while
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urban and rural commercial banks revealed characteristics of high systemic
risk exposure but low systemie risk contribution: Lasl, according to network
structure, the information spillover of China’ s listed banks revealed small
world phenomena and non—scalar characteristics, made systemic erisis unlikely
lo happen: however, once a erisis breaks out, it would affect many banks.

Since 2017, as Federal Reserve steadily raised rates. international capital
spreads became narrower, along with a divergence of economic data in the
euro zone. and capital began to flow back to the US, prompting turmoil in
alobal financial markets. Especially when it entered 2018. emerging economies
slowed down and capital flight became more frequent. Associate professor Chen
Fengxian made a key risk assessment of international capital flows facing with
China and proposed corresponding suggestions. It is noteworthy that his report
assessed the risk of “sudden stop”™ of international capital flows to China
in the next year. As it stated, in 2018 1o 2019, the amount of international
capital flowing to emerging markets (EMs) is expected to drop significantly,
the international capital “sudden stop™ risk facing with emerging economies
will rise sharply: meanwhile, China. as representative of emerging markets.
will face with a steadily stabilizing external environment, and thus a lower risk
of “sudden stop™ of international capital.

Along with the adjustment of the global stock markets, Chinese stock
market also endured wide shocks. Except for a small rise of the Growth
Enterprise Market Index in March 2018, the Shanghai Stock Index and the
Small and Medium=sized Index both revealed a volatile downward trend.
When it entered June 2018, all indices began to decline at an accelerated
speed. Considering the slower economie growth of China, the timeliness of
policy effectiveness of supply—side structural reform, and protracted trade war
between China and the US, Dr. Zhao Daping suggests invesiors 1o be cautious
to allocate equity assets, and increase monetary asset holdings instead. Given
poor performance of commodities, she also suggests investors carefully allocate

commadities. i.e. moderate position in erude oil, and low position in gold.
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Since the 21st century, the financing structure has begun to shift from
bank loans to bond issuance, and the importance of interest rate term structure
has become increasingly prominent. Because the term structure of interest rate
is to some extent related to inflation and monetary policy. it carries important
information about future macroeconomie situation. Therefore. it is of practical
significance to study the relationship between term structure of interest rate and
macroeconomic variables. and to study and forecast future economic situation
and increase the efficiency of macroeconomic control. Dr. Li Xue studied
the relationship between yield curve and other macro variables. based on the
driving forces of vield curve shifts, she focused on the impact of vield curve on
the risk bevond inflation expectations. She pointed out. on the one hand. that
both monetary policy and economic fundamentals are key factors causing the
changes of the vield curve. and the former is the dominant factor; on the other
hand, the long— and short—term structure of interest rate in China contains
risk information beyond future inflation expectations. From this point of view,
central bank needs 1o “shorten short—term and defend long—term™ . using
comprehensive long— and short—=term tools to prevent unexpected risk and
avoid large amount of shori—term funds entering the market which may further
push up the leverage ratio and aggravate financial market risks.

10 years have passed since the last global financial crisis. Over the
past decade, facing continuous financial innovation. fragile halance sheets of
banking industry in the post crisis era. the transformation of business models
and subsequent strengthening of macro prudential supervision have led to
major changes in the global financial industry. Under such circumstances. the
insurance industry has entered into a new stage of industrial transformation.
Associate professor Xu Xin pointed out that the insurance industry will go
through a situation consisting of hoth opportunities and risks in the future
period. For life insurance, under the policy guidance of returning to the original
business. the continuously inereasing duration of liabilities and gradually

introduced new business will bring about risks in the form of lower short
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term input growth, liquidity pressure and weakening solvency: for property
insurance, high cost in the auto insurance market, difficulty in business
model transformation for small and medium—sized companies. data distortion
and corporate governance became important sources of risk: for the usage of
insurance funds, the major risks included term mismatch of assets and liabilities,
difficulty in realizing assets, and eredit risk caused by increasing default rate in
bond market.

The results from above research reports and papers benefit from the
support and help of CUEB university leaders, School of Finance and other
departments: they are, of course, also inseparable from the hard work of all
members and researchers at AFRR led by Director Wang Manyi. In retrospect,
AFRR has made great achievements during the past 6 vears through constant
and diligent quest: looking forward, School of Finance of CUEB is forging
ahead laded with great responsibility of constructing Beijing’ s double—
first class disciplines. 1 expect AFRR will produce more research fruits with
both theoretical and practical significance, bearing the objective to become
first class university in the field of finance and economics, and make greater
contribution to the development of CUEB’ s financial subjects, and to the

overall finanecial risk research in academia.
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