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China, _C_hina,
A transition economy > A transition economy
In 1990s

In 2000s

suffered vicious circle weak support facilitate virtuous cycle Benefit from

CDB CcDB
> Born shaper
Born bankrupt p
4
With bad debts, with internal and external crisis With large healthy assets
With a disordered internal governance With a improved governance

Without independence With independence
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Appendix: as a counter-cyclical lender
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Transition in fiscal system
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Figure 1 Central government revenue was crowded out by local government: -
in late 1980s and the beginning of 1990s -
Source: China’s National Bureau of Statistics and WIND data, 2017. -
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2.2 Local government: with poor capacity to finance infrastructures
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Figure 1 Central government revenue was crowded out by local government: .
in late 1980s and the beginning of 1990s -
Source: China’s National Bureau of Statistics and WIND data, 2017. -

Figure 3: The mismatch between Local Government Revenue and Expenditure -
(In percent of general government revenue and expenditure, %)«
Sources: National Bureau of Statistics of China and WIND data, 2017. -
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Transition in banking system
——policy bank business was separated from commercial banks in 1994

Commercial
banks
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Figure 3: The mismatch between Local Government Revenue and Expenditure -
(In percent of general government revenue and expenditure, %) -
Sources: National Bureau of Statistics of China and WIND data, 2017. -
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Figure 3: The mismatch between Local Government Revenue and Expenditure -
(In percent of general government revenue and expenditure, %) -
Sources: National Bureau of Statistics of China and WIND data, 2017. -
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Transition in banking system
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2.1 CDB: a born bankrupt bank 1 total NPL ratio, 42.65%, in 1997

2 NPL ratio in coal industry, 75%, 1998

Commercial
banks

1 with bad debt

2 without any subsidiaries

“sits on a mountain of bad debt”
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wo problems:
1 project based financing

2 in 1995, the Law of Guarantee was published. CICs
city investment companies
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2.3 Central government: excessive intervention to CDB

CDB'’s balance sheet

assets liabilities

* CDB’s projects * Bonds

were defined by the SPC PBoC forced CDB’s bonds onto
(State Planning Commission) other commercial banks via
which is the predecessor to NDRC administrative command
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Crisis in 1998
Central Government Capital outflow

The whole picture

P

Budget law:
ban on deficit

Assign the key projects

CDB
Local Govarnmant A machine of Commercial Banks
Local bovernment N/ aIIocating funds with H|gh NPLSs ratio:
< H v
X NPL ratio of 3
Banks were assigned to 1
buy CDB’s bonds
Poor infrastructures ( , \ NPLs
overcaaci g

Crisis in 1998 . !
Export | — SMEs: vulnerable | Commercial banks retreated
\_ ' — ) from villages and towns
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3 An amazing turnaround

NPL ratio: %
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3 An amazing turnaround
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CDB's Assets to GDP ratio: %

18 177

162

16 15.7

145
14 13.3 138
128
12.2
12
107 103
gg 103
10 9.4 '
a1 83 87
. 7.7
52
5
48
39

4 32

19
2
ﬂ I

1954 1995 1956 1957 1998 1955 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

. JWEP



l | o [ bk R Bt SR U S BUA BT IUAT

Institute of World Economics and Politics, CASS
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Capital adequacy ratio : % ROA : %
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3 An amazing turnaround
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Figure CDB's Financing to People’s Livelihood by 2015 (RMB bn)
Source: The Annual Report of CDB in 2015.
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4 CDB as a shaper to itself

. JWEP



BB S LB 5 BUR BT ST
IWEP m Institute of World Economics and Politics, CASS
Transition in fiscal system

More centralized? %

4. A shaper to itself 0
reforms 5

5.1 Ashaper tofiscal system
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re b al an C i n g = | ocal government revenue == | ocal government expenditure

Figure 3: The mismatch between Local Government Revenue and Expenditure -
(In percent of general government revenue and expenditure, %) -
Sources: National Bureau of Statistics of China and WIND data, 2017. -
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banks

52 A shaper to financial market
key player in benchmarks

Transition in banking system
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4 CDB as a shaper to itself

CDB'’s balance sheet

assets liabilities
. e independent of centra
4.2 Beindependent of central
government intervention
in selecting projects through * CDB's projects * Bonds
(1) A strong president were defined by the SPC PBoC forced CDB's bonds onto
(2) Build an approval system (State Planning Commission) other commercial banks via
(3) planning runs first which is the predecessor to NDRC administrative command
*bad debt
Stock and flow
2.1 CDB: a born bankrupt bank

1 total NPL ratio, 42.65%, in 1997 v

2 NPL ratio in coal industry, 75%, 1998 42 Be independent Of central

government intervention
in bond market

Commercial
banks

I s
4.1 A shaper to itself

The disposal of NPLs.
Build up the national network of branches.

Reform the loans approval process.
VWVEP

1 with bad debt

2 without any subsidiaries

“sits on a mountain of bad
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5 CDB as a shaper to financial system
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5.1 CDB as a shaper to fiscal system: LGFV
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Local Government

No deficit o
Limited

investment

Infrastructure
> PrOJects

Only for assigned key projects by
central government
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5 CDB as a shaper to financial system

Central Government

New budget law in 2015
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5.2 CDB as a key player
in monetary policy framework
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Monetary policy 1:
contributions to construct
primary interest rate in two ways

Banks(70%) —
Mutual Bonds ,
Funds(16%)
Others(14%) —
PSL

CDB

PBoC

Monetary policy 2:

as a tool of liquidity release
as a guide to long term interest rate
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Loans

Capital
injection

Strategic
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Public

infrastructure,
13%

Transportation,
26%

Urban renewal,
Others, 22% 15%

Engergy, 15%

Outstanding Loan Balance in 2015
Breakdown by Industry

Fiscal policyl:
Loans for infrastructure investment

CDB
development
fund

¥ 580bn in 2015

Fiscal policy2:
Capital injections to a company/project

PSL: Pledged Supplementary Lending
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Appendix: counter-cyclical lender
in fiscal policy framework
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« Monetary policy 1:
contributions to construct primary interest rate in two ways
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CDB bonds issuance accounts a key portion of the market

- An application of Shibor: floating rate bonds based on Shibor, 74% of them are issued by CDB.
- CDB’s interest rate itself as a kind of bench mark in the market
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« Monetary policy 2.1
PSL as a tool of liquidity release
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« Monetary policy 2.2
PSL interest rate as a guide to long term interest rate
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CDB'’s revival resulted from
 the reconstruction of internal governance

« Its function to develop a sound credit system and to shape
the financial market

 the correction to the excessive 1994-fiscal-reform.
Especially the rebalancing the fiscal capacity between the
local and central government

« CDB works as a connection between the central
government and local government

? The independence of a national development bank?
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Thank you!

xugy@-cass.org.cn

. JWEP



'a‘uJ o [ b 2R 22 Bt 2 5 5 BOG BT FE T

.Lw JE] Il Institute of World Economics and Politics, CASS

Born bankrupt, born shaper
a story applies not only to CDB.

More shapers lead to more changes.

Xugiy@cass.org.cn
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Figure CDB's counter-cyclical: net increase of loans

Source: the editorial board of The History of China Development Bank,
2013. And CDB’s annual report in 2013. PBoC, 2016.
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Producer
* Neglect promises and commitment
* Producer prefer to export

Local government
* Local protectionism of the gov.

Local government
* |ssuetoo much bond
 With zero interest rate
* Force the staff to buy

Public financial system Private financial system
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Local government
* Local protectionism of the gov.

Local government
* |ssuetoo much bond
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CDB Alibaba
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