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Outline

e China’s financial system is dominated by giant banks:

» Banks' total assets-to-GDP: close to 300% in China and 80% in the US.
» Top four Chinese banks: each with total assets over $3T; JPMorgan at $2.74T.

e The magnitude of bank loans dwarfs that of the credit market:
» Total bank loans at 157T CNY, including 98T extended to non-financial firms.
» By comparison, market-based credit extended to non-financial firms: 27T.
» Shadow banking, an extension of the banks, is estimated at 59T.

e Banks capture most of the household savings and investments:

» Around 200T bank deposits, with 85T from residents.
» Wealth management product at 23T, managed by banks and their subsidiaries.
» By comparison, mutual funds are at 13T, including 8T money market funds.

e Banks also have unparalleled presence in capital markets, holding 67% of the 64T
interbank-traded bonds (China bond depository balance).
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Credit Extension in China

As of Feb. 2020:
e Total Bank Loan 2.4tk &% : 156.65 % 1L.
» JERAT#: 54.85T.
» e mid ik 97.73T.
o Total Bond Market 1& 7 % %42: 100.40 7 1Z.
» Policy Banks: 15.98T.
Central Government: 16.79T.
Local Government: 22.57T.
1z A 1% Credit: 34.61T.
* 4@k Financial: 7.45T.
* 4% 4%x Chengtou: 9.37T.
* A arIEmAZ Ak 17.84T.

e Shadow Banking # T 4k4T: 59 7 1L (estimated).
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March 2020

China's Credit Soars
Total social financing hits new record as banks open up the lending taps

/ New yuan loans Total social financing / Total social financing (old measure)

6 trillion yuan e Total Increase: 5.15T.
(previously estimated: 3.14T)

e New yuan loans: 2.85T.
\Ml : e Corp bond issuance: 1T.
’M’ L e Government bond: 636B.

' | 1 |
2000 2010 2015 2020

Source: Pec Bloomberg
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Chinese Banks, Assets to GDP (%)
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The Presence of Banks in the Chinese and US Economies

Chinese Banks, Assets to GDP (%) US Banks, Assets to GDP (%)
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The Presence of Capital Markets in the Chinese and US Economies
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Assets of Top Commercial Banks in China

Top US Banks in USD

Top Chinese Banks in CNY

JPMorgan Chase
Bank of America
Citigroup

Wells Fargo
Goldman Sachs
Morgan Stanley

SOl BW N

2.74T FETERIT
2.38T P EEIZIRIT
1.96T A E AR ERTT
1.89T P ERTT

0.93T TIBIRIT

0.88T HEMR B E RTT

27.70T
23.22T
22.61T
21.27T
9.53T
9.51T

Numbers are as of end 2018.
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Liabilities of Banks in China
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Chinese Banks, Liabilities to GDP (%)
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Capital Adequacy

Chinese Banks, Equity to Assets (%)
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Core Drivers of Assets and Liabilities, JPM vs ICBC

Loan to Assets (%) Securities to Assets (%)
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Core Drivers of Assets and Liabilities, US Banks

o US Banks, Loan to Assets (%) 2 US Banks, Securities to Assets (%)
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Core Drivers of Assets and Liabilities, Chinese vs US Banks

Loan to Assets (%) Securities to Assets (%)
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Nonperforming Loans in China

e China, Q4 2019 (latest):

» NPL: 2.41T CNY.
» NPL ratio: 1.83%.

o US NPL ratios:

> 0.86% Q3 2019 (latest).
> 4.99% Q1 2010.

NPL Ratio (%)
NPL in Trillion CNY
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Price to Book, Bank Stocks

6 — : Price to Book : : As of Apr 2020:

e ICBC: 0.73.

e CCB: 0.68.

e BOC: 0.48.
Citic: 0.39.

e Merchant: 1.40.
e Ping An: 0.91.

e JPM: 1.35.
e Goldman Sachs: 0.81.
e Morgan Stanely: 0.90.
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Shadow Banking in China

e Why? State-owned banks facing increasing competitions:
» Interest rate liberalization.
» Private-owned banks.

e How? Regulatory arbitrage by moving capital off balance sheet to avoid:
» Regulatory requirements.
> AL
» Mechanisms includes & K:fid, 45 T2 A

e From where? Funding sources:
» Savings diverted from bank deposits to wealth management products.
s AL A (BARLEE) .

@ To where? Assets on:
» Small-medium enterprises.
» A BETRAAT LA G T e h BT 46, Bme—RiTik.
> A& JEARFR
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Estimates of Shadow Banking Size by Moody's

Core shadow banking

Broad shadow banking

End- As % of As % of As % of As % of As % of
2019Q3 [I:_'Ial End-2018 lt?lal End-2017 m_IaI End-2016 u?tal End-2015 [I:_'[al
Credit Intermediation Products Iritlﬁgrﬁ as:::lsk;::g) I.I’I(IIR\DMIIB) as‘;::lsk;::s m[l?iumlg asg:{'sk:gf.g IrflﬁuMlg asgeﬂ?sk:P%g Iri‘llﬁ:rﬁ as:z?sk;P%g
Entrusted loans mni 42 124 47 14.0 57 132 5.8 109 56
Trust loans 77 28 79 30 85 35 63 28 54 28
Undiscounted bankers’ acceptances 33 12 38 15 44 18 39 1.7 59 30
Assets funded by WMPs/AMPs 234 84 244 93 265 108 301 133 214 11
Banks' off-balance sheet 16.1 58 158 6.1 152 62 17.1 75 124 6.4
Securities firms and funds 73 26 86 33 113 46 13.0 56 90 46
Loans by finance companies 33 12 32 1.2 3.1 13 3.0 13 26 13
Informal lending* 34 12 34 13 34 14 34 15 34 1.7
Otherst 6.5 23 6.3 24 58 23 46 20 38 20
TOTAL 59.2 214 61.3 235 65.6 26.7 64.5 28.5 533 27.5
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