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Preface

Wu Xr1aoling

Deputy Governor of the People®s Bank of China

Nonj2performing assets of commerciral banks are a universal
phenomenon with i1nternational presence. Countries all over
the world have gained common understandings and experiences
In theilr endeavor to resolve such nonj2performing assets. One
of them 1s to set up special organizations of bad asset disposi-
tion, which are granted with special legal status and policies.
Because of the drastic rise of bad loans In real estate business,
the American commercial and savings banks were facing the
crisis of largej®scale payment, endangering the American fi-
nancial structure. Separated from the American Federal De-
posit Insurance Corporation (FDIC), the wellj2known Resolu-
tion Trust Corporation was set up via a Congress legislation
for the purpose to dispose of the nonj@performing assets In the
FDICj2insured commercial and savings banks. This ja good
bank/bad bankja model was a big success, having not only
solved the largej®volume nonj2performing assets that might
have led to financial crisis, but also achieved the goal of opti-
mizing bad asset recovery through the special disposition by a
special organization. This American practice was soon adopted
In Sweden and former socialist countries In East Europe. After
the Asian financiral crisis 1n 1997, countries like Malaysia,
Tharland, Japan and Korea set up thelr respective asset man-

agement companies.



Nonj2performing assets have maintained a very high propor-
tion 1n Chinese banks due to historical causes and the current
situation. After the Asian financial crisis, the Central Com-
mittee of the Communist Party of China and the State Council
made the strategic decision to establish 4 asset management
companies. Right after China Sinda Asset Management Com-
pany declared 1ts establishment on April 20, 1999, so did
Huarong, Great Wall and Orient asset management companies
In October of the same year. They were to take over a total of
RMB1,393.9 billion nonj2performing loans separated respec-
tively from China Construction Bank (by Sinda), China Indus-
trial and Commercial Bank (by Huarong), the Agricultural
Bank of China (by Great Wall) and the Bank of China (by Ori-
ent). In the second half of 2000, all the four asset manage-
ment companies had completed the separation and acquisition
of nonj@performing assets from their respectively affiliated
statej®owned commercial banks and entered the stage of prac-
tical disposition of nonj2performing assets. Till then, asset
management companies had no longer been a proposal 1In
preparation, a concept In theory or a model Introduced from o-
verseas, but had become an important entity i1n the economic

operations In China.

China®s asset management companies came Into being without
adequate theoretical and legal basis. However, two years®™ ex-
perience show that the major problems they have encountered
In their operations result largely from such theoretical and le-
gal 1nadequacy. Some fundamental Issues need to be reconsid-

ered and are worth further study, including the major purpose



of establishing asset management companies and therr nature,
principal tasks, business scope and functions; the principles
and models of setting up such companies and thelr supervisory
mechanism; the corporate structure of asset management com-
panies, staff management and inventive mechanism; the rela-
tionship In bad asset separation and disposition between the
asset management company and their respectively affiliated
banks; the bad asset management by those companies and the
establishment of an accountability system of loans; the dispo-
sition principles and strategies, the full utilization of the ex-
tensive business approaches granted by the State, such as
transformation of assets to equity shares, assets disposition
through public listing, debt collection and asset restructuring,
so as to maximize the disposition and recovery of cash flow at
the fastest speed; and the external environment for the opera-

tion of those companies.

Asset management companies are set up to resolve financial
risks. This goal 1s achieved through the establishment of the
four such companies In China and the accomplishment of ac-
quiring nonj2performing loans. Such potential crises as pay-
ment crisis financial crisis 1n the statej2owned commercial
banks caused by nonj2performing loans have been trans-
formed to those of huge loss due the inability of the asset man-
agement companies to maximize the recovery of the loans
made. Such loss may amount to huge sums with extremely
high cost and would eventually undertaken by the State. In or-
der to minimize the burden on the State, the four asset man-

agement companies are granted, following the International



practice, with special legal status and policies, creating favor-
able conditions that enable them to collect as much nonj2per-
forming assets as possible by way of specral disposition. To
achieve this goal, further understanding 1s needed on the theo-
retical basis, practical supervision, policy iInstructions and
business operations of the asset management companies to-

gether with further prospective exploration In the areas.

As shown 1n the 1nternational practice, asset management
companies all over the world are transitional institutions
granted with special legal status to carry out special historical
undertakings and generally withdraw after the completion of
theilr missions. The Chinese asset management companies are
of the same nature. Thorough studies should be conducted on
the major determinants and problems during the existence of
asset management companies In China; the withdrawal model,
major obstacles and the exact withdrawal mechanisms of such
withdrawal of those companies. By studying and analyzing the
experience of such asset management companies overseas, the
future directions of the Chinese asset management companies
could be determined. | believe that the publication this book
will be of theoretical and practical significance to the opera-

tions of the Chinese asset management companies.

Bei1jing
Nov. 10, 2001
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