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Preface

After successfully holding high-level forum of financial risk and
publishing China’s Financial Risk Research Report 2015, the institute dean,
Prof. Manyi Wang gathered core researchers again to study financial risk issues
in China from domestic and overseas perspectives. Now, we have collected our
leading research reports and journal papers for readers. We treat this book as a
tribute to those who inexhaustibly keep supporting us. Commanders at various
levels, scholars, teachers and students have been an invaluable source of love,
support, and inspiration.

China’s Financial Risk Report (2016) consists of 9 research reports
and 7 high level papers. The spirit of the reports and papers still sticks on the
principle of financial risk research, including not only the multi—angle views,
but also the macro—via—micro analysis. From an international perspective, since
2016, the United States, the European Union and Japan’s economic growth
have differed significantly, the orientations of monetary policy have dispersed
seriously, and the global capital flows also have been presenting some “new”
changes. Under this background, what international capital flow shocks that
China will face in the future? How does China coping with the impact of the
international capital flow? Based on the description of history and reality of the
international capital flows as a whole, Dr. Fengxian Chen assess the “sudden
stop” risk of international capital flows that China will face in the coming
year, and focuses on the issues of quantity control and policy coordination

under the negative impact of international capital flows. In the first half of
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2016, China’s stock market is adjusting and releasing its own risk gradually,
while global stock market is going to  “the era of negative earnings” and “the
moment of hesitation” . Under this background, Dr. Yingfeng, Yu studies 101
global stock indices and finds that China stock market has stronger relationship
with the global stock market, though China’s stock market performance is
less than satisfactory, China’s stock market risk is still manageable. Joining
SDR basket is a milestone for currency internationalization, which is a new
and challengeable opportunity for RMB. Historical lessons and realistic
goals prompt us to consider: does RMB internationalization under the new
SDR framework have some resemblance to internationalization of yen
after yen joined the SDR currency basket? What kind of lessons does yen
internationalization leave to RMB’s participation in global asset allocation
under the new SDR framework? Dr. Ran Zhao summarizes the reason why yen
eventually failed in its internationalization, and suggests that China should
promote RMB internationalization positively, ensure the stability of the RMB
exchange rate, open capital account prudently, and create a favorable external
environment for the real economy. From the second half of 2014 to early 2016,
international oil prices fell unilaterally, from $100 per barrel to less than $30
per barrel, declined more than 70%. During this time, China’s economy has
slowed sharply, equity market has been in turbulence, and the currency against
the U.S. dollar has been continuous depreciating. Dr. Qiangyu Wang analyzes
the changes of 4 indicators—the dollar exchange rate, the scale of foreign
exchange reserves, the benchmark stock index and the national sovereign rating
of the seven major oil producing countries. Then he discloses the relationship
between these financial indicators and oil prices, and proposes suggestions of
financial risk control in the downward cycle of oil price.

From domestic perspective, the negative impact of financial structure
imbalance on the entity level is far beyond our expectations. In order to promote
growth and employment, monetary authority carry out long—term low interest

rate, which boost the instability of the financial systems. Dr. Xue Li starts from
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the risk—taking mechanism of micro subject, measures the level of risk—taking
and the mechanism of monetary policy, and believes that the macro monetary
policy will affect the risk—taking behavior of the market players. Furthermore,
the longer the duration of easing monetary policy, the more the market players
will taking risk. Thus, the monetary authority should take full account of
the risk of micro level in policymaking, and be careful of being trapped in a

“vicious circle” of easing policy. In the first half of 2016, commodity asset
prices raised widely, breaking the market condition which has declined for 5
years. The rebound in commodity price index not only reflects the well running
of commodity markets, but also implies the recovery of Chinese economy
and market confidence. Having measured the risk of large scale financial
assets with VAR method, Dr. Daping, Zhao concludes that asset allocation of
investors in the future should appropriately increase equity assets holdings,
avoid credit default risk, allocate less fixed income assets, invest appropriately
the assets with better hedging effect such as gold and dollar, etc. At present,
China’s commercial banks are suffering an increasing risk and operational
difficulties of the “ice age” . Dr. Wanting Wang thoroughly studies the asset
quality problems of commercial banks, the characteristics of typical industries
and regions for the eruption of non—performing loan, and puts the commercial
bank obliged to take kinds of measures to solve the risks of non—performing
loan, expand the management ability of credit risk and the space of business
development. Meanwhile, intense competitive pressures push the commercial
banks to externalize kinds of risks what is so—called “innovation” , promote
the entire business model to a higher risk areas. In this way, regulators need
to be precautious in the top-level designs of banking industry and China’s
finance system, which based on the overall thinking of the development
direction of China’s financial industry. At present, the difficulty, complexity
and relevance of China’s financial reform begin to emerge, capital market
undertake a great mission of resource allocation, the financial transition of

future China relies much on capital market, which can be observed from
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conducting RMB internationalization strategy and capital account opening to
accelerating marketization of interest rate internally. Dr. Yang Yang reviews
the changes of China’s securities market in the second half of 2015, analyses
the existence of kinds of risks in the China’s securities market, and anticipates
reasonably the underlying risks in the future. Crowdfunding is one of the
products of internet financial innovation. Due to the nature of the investment
and financing of the two sides, as well as the particularity of the investment
model and the complexity of the investment process, the risks of crowdfunding
in its practice cannot be ignored, improper operation may damage the interests
of all participating parties and even affect the stability of financial order. Dr.
Jiani Wang summarizes measures and methods of declining these risks across
the countries, and proposes some policy suggestions on crowdfunding risk
aversion.

The frontier outcomes benefit extensively from the support and help of
our university ' s leadership and the Institute of Finance and relevant functional
departments; on the other hand, it attributes to hardworking of researchers of
Institute of Financial Risk and institute dean, Prof. Manyi Wang. If you can
make things better for one day, you should make them better every day and
never stop doing this! We expect the Institute of Financial Risk Research to
produce higher and more remarkable studies, and believe that the Institute
of Financial Risk will be well-grounded and receive great achievements in
constantly exploration to make a greater contribution to researches on financial

risk and the development of financial discipline!

Prof. Kanglin, Zeng
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