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Introduction
China’s responses to the shocks of the 2008 global financial crisis 
(GFC) and its endeavours to rectify market order have led to significant 
reforms and developments in the financial industry. In or around 1996, 
the banking industry faced problems related to a high ratio of non-
performing loans (NPL). Further, the stock, bond and insurance markets 
were underdeveloped and in a chaotic state. During this time, many 
authoritative international media commentators denigrated China’s 
financial sector, claiming that China’s commercial banks were technically 
insolvent and that this would stall economic growth. To promote stable 
and sustained economic development, China has striven vigorously to 
reform its financial system. In doing so, profound changes have been 
made to the financial sector.
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Today, China’s financial sector plays an increasingly important role in 
the global financial system. It has evolved from playing a little-known 
‘supporting role’ to a ‘leading role’ and is now the subject of significant 
international attention.

Part 1: China’s banking industry: 
Development history, international status 
and future directions
Banking plays a crucial role in China’s financial system. Since the 
launch of its reform and opening up policy, China’s banking industry 
has undergone historic changes, including the separation of functions, 
resolution of bad loans and joint-stock reforms. Such endeavours have 
enhanced the banking industry’s competitiveness and improved its 
international status significantly. In the global banking system, the role 
of Chinese banks has become increasingly important. However, unlike 
other large global banks, Chinese banks continue to rely on savings and 
loan business. Consequently, interest remains the major source of income 
for Chinese banks. In the future, the banking industry will continue to 
dominate China’s financial system. Universal banking represents a future 
development direction. A major theme of regulatory reform will be to 
strengthen regulations related to bank capital, behaviours and functions.

Development history
The banking industry began to develop after it broke away from 
the ‘unified  administration system’. In 1979, China established or 
re-established three national specialised banks: the Agricultural Bank 
of  China (ABC), the Bank of China (BOC) and China Construction 
Bank (CCB). In 1984, the Industrial and Commercial Bank of China 
(ICBC) was established to undertake industrial and commercial credit 
and savings business, a  function previously performed by the People’s 
Bank of China (PBC). Thus, a national professional banking system was 
formed with a clear division of responsibilities. Under this system, the 
four specialised banks (the ABC, BOC, CCB and ICBC) conducted four 
major types of businesses (rural finance, foreign exchange, construction 
projects, and industrial and commercial loans respectively).
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In the early 1980s, the Chinese Government began to liberalise market 
access restrictions to satisfy the need of funds and financial services 
for rapid economic development. Several new credit cooperatives 
and commercial banks were restored or established in major regions 
and cities. For example, in July 1986, the Bank of Communications 
(BOCOM)—China’s first joint-stock commercial bank—was established. 
Subsequently, a number of other national joint-stock commercial banks, 
including China Merchants Bank, the Shenzhen Development Bank and 
CITIC Bank (formerly CITIC Industrial Bank), were established. The 
establishment and development of joint-stock commercial banks broke 
the monopoly held by the national specialised banks under the planned 
economy system. Thus, a multitype and multilevel banking system that 
met the needs of China’s socialist market economy gradually formed.

Since 1994, China has established three policy banks—the China 
Development Bank (CDB), Export-Import Bank of China (EIBC) 
and Agricultural Development Bank of China—to separate policy-
oriented services from commercial banking services. These three banks 
are responsible for funding policies related to national key investments, 
foreign trade and rural reform respectively.

In 1995, China promulgated the Law of the People’s Republic of China 
on Commercial Banks and legally defined the four specialised national 
banks as commercial banks. The four banks took this opportunity to 
accelerate the process of becoming true commercial banks. However, 
due to some policy-related services, ineffective management, economic 
overheating and other factors, China’s banking industry suffered a sharp 
increase in NPLs. In or around 1997, the NPL ratio reached approximately 
30 per cent.

In 1999, to increase public confidence in the financial industry, reform 
state-owned banks and address the NPL issue, China established four 
financial asset management companies (AMCs): China Great Wall 
Asset Management Co. Ltd; China Cinda Asset Management Co. Ltd; 
China Huarong Asset Management Co. Ltd; and China Orient Asset 
Management Co. Ltd. These AMCs received and disposed of non-
performing assets (approximately CN¥1.4 trillion) divested from the 
four large banks. Following this, the NPL ratio of the four state-owned 
commercial banks decreased significantly.
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On the basis of this restructuring, the Chinese Government proposed 
a four-step plan to further reform the commercial banks. This comprised 
implementing joint-stock reforms, increasing the disposal of non-
performing assets, strengthening capital and creating the right conditions 
for listing. On 30 December 2003, the Chinese Government invested 
US$45  billion in the BOC and CCB through the Central Huijin 
Investment Company (Central Huijin). In June 2004, the Central 
Huijin  injected another CN¥3 billion into the BOCOM. In 2005, 
the Central Huijin and China’s Ministry of Finance jointly injected 
US$30  billion (50 per cent each) into the ICBC. Additionally, since 
2004, the ICBC, CCB, BOC and BOCOM have divested CN¥1 trillion 
in non-performing assets. After restructuring, the financial burden of the 
four banks was reduced significantly. The substantial increase in asset 
quality and capital strength created favourable conditions that allowed the 
banks to transform into joint-stock companies and be listed. In 2015, the 
CDB and EIBC received US$48 billion and US$45 billion respectively 
to improve the corporate governance mechanism, of which the capital 
adequacy ratio was the core factor.

The BOCOM was listed on the Hong Kong Stock Exchange in June 2005 
and on the Shanghai Stock Exchange (SSE) (A-share market) in 2007. 
The CCB was listed on the Hong Kong Stock Exchange in October 2005 
and on the SSE (A-share market) in September 2007. The BOC was listed 
on the Hong Kong Stock Exchange in June 2006 and on the SSE in 
July 2006. The ICBC was listed on the SSE and the Hong Kong Stock 
Exchange simultaneously in October 2006 through the ‘A + H’ model, 
the world’s largest initial public offering (IPO) at that time. The ABC was 
listed on the SSE (A-share market) and the Hong Kong Stock Exchange 
in July 2010, setting a new record for the world’s largest IPO.

China’s banking industry has moved from the edge of ‘technical insolvency’ 
to being on track for positive development. Further, the overall strength, 
profitability and competitiveness of China’s banking industry have 
improved greatly.

First, the asset scale has continued to expand. At the end of 2016, 
China’s total banking assets had reached CN¥226.26 trillion, 1,206 
times that in  1978 (CN¥187.65 billion) and 7.2 times that in 2003 
(CN¥27.7 trillion). In 2016, the assets of the domestic banking institutions 
reached CN¥208.92 trillion, 6.9 times that in 2003 (CN¥26.6 trillion) 
(see Figure 2-1).
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Figure 2-1: Total assets/liabilities of China’s banking industry (2003–2016).
Source: Wind (2017) .

Second, operational efficiency has improved significantly. In 1978, 
China’s commercial banks achieved a loss of CN¥1.66 billion; in 2016, 
they achieved a net profit of CN¥1.65 trillion. Return on assets (ROA) 
was 1.1 per cent in 2016, compared to 0.1 per cent in 2003. Return on 
equity (ROE) was 14.8 per cent in 2016, compared to 3 per cent in 2003. 
The cost-to-income ratio dropped to 27.8 per cent, significantly lower 
than that of a decade ago. In addition to realising higher profits, the listed 
banks paid out ample dividends to their shareholders. Indeed, since being 
listed, the five major banks have achieved an average dividend ratio of 
more than 30 per cent.

Third, asset quality has fundamentally improved. Non-performing assets 
have shown a ‘double decrease’; the NPL balance and NPL ratio dropped 
from nearly CN¥2 trillion and 20 per cent respectively at the end of 2003 
to CN¥1.17 trillion and less than 1.5 per cent respectively at the end of 
2013 (of this, the NPL ratio of commercial banks was only 1 per cent). 
In the past three years, due to the economic slowdown and some other 
factors, the NPL balance and NPL ratio have increased, but have 
remained stable overall, with the NPL ratio remaining low (see Table 2-1). 
By the end of 2016, the NPL balance of China’s commercial banks was 
CN¥1.51 trillion and the NPL ratio was 1.74 per cent. This is low by 
international standards.



THE JInGSHAn REPORT

56

Fourth, risk resistance capacity has substantially increased. The capital 
adequacy ratio of Chinese commercial banks increased from a paltry 
level in 2003 to 13.28 per cent in 2016. With a provision balance of 
CN¥2.67 trillion, the provision coverage ratio of commercial banks rose 
from under 30 per cent 20 years ago to 295.5 per cent in 2012. Despite 
a subtle decline in 2016 (to 176.4 per cent), it has remained at a high level.

Table 2-1: NPL of commercial banks (2012–2016)

Indicator 2010 2011 2012 2013 2014 2015 2016

nPL balance 
(trillion yuan)

4336 .0 4279 .0 4929 .0 5921 .0 8426 .0 12744 .0 15122 .0

Subprime 
(trillion yuan)

1562 .6 1725 .0 2176 .0 2537 .0 4031 .0 5923 .0 6091 .0

Doubtful 
(trillion yuan)

2120 .7 1883 .0 2122 .0 2574 .0 3403 .0 5283 .0 6640 .0

Loss 
(trillion yuan)

670 .9 670 .0 630 .0 809 .0 992 .0 1539 .0 2391 .0

nPL ratio (%) 1 .10 1 .00 0 .95 1 .00 1 .25 1 .67 1 .74

Subprime (%) 0 .40 0 .40 0 .42 0 .43 0 .60 0 .78 0 .70

Doubtful (%) 0 .50 0 .40 0 .41 0 .43 0 .50 0 .69 0 .77

Loss (%) 0 .20 0 .20 0 .12 0 .14 0 .15 0 .20 0 .28

note: nPL = non-performing loans .
Source: Wind (2017) .

International status
In recent years, China’s banking industry has consistently propelled 
reform and opening up and sustained the shocks of the GFC. As a result, 
its overall strength and international competitiveness have significantly 
increased. In just a few decades, China’s major banks have developed 
into world-class financial institutions, and have adopted international 
accounting and regulatory standards. The rise in the international status 
of these banks can be observed in the following five areas.
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Assets
In 1996, in a ranking of the world’s top 10 banks by assets, only one 
Chinese bank (the ICBC) ranked (at number 10). It had assets of 
US$373.6 billion, 74 per cent of that of Deutsche Bank (the largest bank 
at that time). Conversely, 10 years later, in 2016, all four of China’s major 
state-owned banks were included in the ranking of the world’s top 10 
banks by assets, all ranking in the top five. In 2016, the ICBC was the 
world’s largest bank with assets of US$3.42 trillion (1.9 times that of 
Deutsche Bank) (see Table 2-2).

Table 2-2: Rankings of the world’s top 10 banks by assets (1996 and 2016)

1996 2016

Rank Bank Country Assets 
(billion 
USD)

Rank Bank Country Assets 
(billion 
USD)

1 Deutsche Bank Germany 503 .4 1 ICBC China 342 .22

2 UFJ Bank Japan 501 .0 2 CCB China 282 .73

3 Sumitomo 
Bank

Japan 499 .9 3 ABC China 274 .14

4 Dai-Ichi 
Kangyo Bank

Japan 498 .6 4 Mitsubishi 
UFJ Financial 
Group

Japan 264 .85

5 Fuji Bank Japan 487 .3 5 Bank of 
China

China 259 .10

6 Sakura Bank Japan 478 .1 6 HSBC 
Holdings

UK 240 .97

7 Bank of Tokyo-
Mitsubishi

Japan 475 .0 7 JP Morgan 
Chase & Co .

US 235 .17

8 norinchukin 
Bank

Japan 429 .5 8 BnP Paribas France 216 .76

9 Crédit Agricole 
Group

France 386 .4 9 Bank of 
America

US 214 .74

10 ICBC China 373 .6 10 Crédit 
Agricole

France 184 .66

note: ICBC = Industrial and Commercial Bank of China, CCB = China Construction Bank, 
ABC = Agricultural Bank of China .
Source: The Banker (2019) .
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Capital
In 2016, according to The Banker’s6 list of the world’s top 1,000 banks, 
China had 119 banks ranked by tier 1 capital, of which 17 were ranked 
in the top 100. Of the world’s 20 largest banks, China had five, and the 
ICBC, CCB, BOC and ABC ranked in the top five. Conversely, in 1996, 
no Chinese banks were ranked in the top 20. In 1996, the BOC was 
ranked 26th (the highest of all Chinese banks) and the ICBC was ranked 
28th. In the 1985 list, no Chinese banks were listed (see Table 2-3).

Table 2-3: Presence of China’s banks in The Banker’s top 1,000 
world banks

1985 1987 1990 1995 2000 2005 2010 2016

number of banks 
in top 1,000

0 1 8 5 9 19 84 119

number of banks 
in top 25

0 0 1 1 3 2 3 5

number of banks 
in top 10

0 0 0 0 1 0 1 4

Highest ranking 0 51st 16th 23rd 10th 11th 7th 1st

note: Only the world’s top 500 banks were counted before 1987 .
Source: The Banker (1996, 2016) .

Profit
In 1996, only one Chinese bank (the BOC) was listed among the world’s 
20 most profitable banks, ranking 17th with a profit of US$1.86 billion. 
The BOC’s profit was about one-third of the HSBC’s profit (the most 
profitable bank at that time, with a profit of US$5.69 billion). Of the 
total profit of the 20 most profitable banks, the BOC’s profits accounted 
for only 3.2 per cent. By 2016, of the world’s 20 most profitable branks, 
China had nine. The ICBC became the world’s most profitable bank in 
2016, with a profit of US$35.68 billion (1.9 times that of HSBC). Of the 
total profit of the 20 most profitable banks, the profits of Chinese banks 
accounted for nearly 54 per cent (see Table 2-4).

6  The Banker releases its list of the top 1,000 banks around 1 July each year. It is one of the most 
authoritative and credible global banking rankings. The list removes national and regional restrictions 
and assesses the operating results of the majority of the world’s banks. The rankings are largely based 
on banks’ capital strength as defined by the Basel Accords. The rankings also evaluate banks’ profit 
growth and risk resistance capacity by measuring their capital adequacy situations. The tier 1 capital 
of commercial banks is an important index for measuring banks’ abilities for business development 
and risk tolerance and is also an important guarantee in realising sustainable development.
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Table 2-4: Top 10 world banks by profit (1996 and 2016)

1996 2016

Rank Bank Country Assets 
(billion 
USD)

Rank Bank Country Assets 
(billion 
USD)

1 HSBC Holdings UK 56 .9 1 ICBC China 559 .7

2 Citigroup US 56 .1 2 CCB China 459 .7

3 Banco do Brasil Brazil 45 .8 3 Bank of China China 356 .8

4 Bank of 
America Corp

US 45 .7 4 ABC China 355 .7

5 Barclays Bank UK 32 .3 5 Wells Fargo 
& Co

US 336 .4

6 nationsBank 
(see Bank of 
America)

US 29 .9 6 JP Morgan 
Chase & Co

US 308 .1

7 Chemical 
Banking Corp

US 29 .8 7 Citigroup US 248 .0

8 national 
Westminster 
Bank

UK 27 .2 8 Bank of 
America

US 221 .5

9 Lloyds TSB 
Group

UK 25 .6 9 HSBC 
Holdings

UK 188 .7

10 Deutsche Bank Germany 24 .9 10 Mitsubishi 
UFJ Financial 
Group

Japan 133 .1

note: ICBC = Industrial and Commercial Bank of China, CCB = China Construction Bank, 
ABC = Agricultural Bank of China .
Source: The Banker (2019) .

Chinese banks deemed global systemically important banks
In November 2011, the Financial Stability Board began publishing a list 
of global systemically important banks (G-SIBs). The list divides financial 
institutions across five levels based on their systemic importance, which 
correspond to 3.5 per cent, 2.5 per cent, 2 per cent, 1.5 per cent and 
1 per cent of additional capital buffering requirements respectively. Only 
one Chinese bank (the BOC) was included in the first-level G-SIBs and 
it was required to take an additional 1 per cent capital buffer. In 2014, 
the number of Chinese banks listed as first-level G-SIBs rose to three. 
In 2016, four Chinese banks were listed as G-SIBs, with the ICBC listed 
as a second-level G-SIB to meet an additional 1.5 per cent capital buffer 
requirement (see Table 2-5).
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Table 2-5: G-SIBs (2012, 2014 and 2016)

Bucket 
(Capital 
requirement)

2012 2014 2016

5 (3 .5%) – – –
4 (2 .5%) Citigroup, 

Deutsche Bank, 
HSBC, JP 
Morgan Chase

HSBC, JP Morgan Chase Citigroup, JP Morgan 
Chase

3 (2%) Barclays, BnP 
Paribas

Barclays, BnP Paribas, 
Citigroup, Deutsche Bank

Bank of America, 
BnP Paribas, 
Deutsche Bank, 
HSBC

2 (1 .5%) Bank of America, 
Bank of new 
York Mellon, 
Credit Suisse, 
Goldman Sachs, 
Mitsubishi UFJ 
Financial Group, 
Morgan Stanley, 
Royal Bank of 
Scotland, UBS

Bank of America, Credit 
Suisse, Goldman Sachs, 
Mitsubishi UFJ Financial 
Group, Morgan Stanley, 
Royal Bank of Scotland

Barclays, Credit 
Suisse, Goldman 
Sachs, ICBC, 
Mitsubishi UFJ 
Financial Group, 
Wells Fargo

1 (1 .0%) Bank of China, BBvA, 
Groupe BPCE, Groupe 
Credit Agricole, InG Bank, 
Mizuho FG, nordea, 
Santander, Société Générale, 
Standard Chartered, State 
Street, Sumitomo Mitsui FG, 
Unicredit Group, Wells Fargo 
Agricultural Bank of China, 
Bank of China, Bank of new 
York Mellon, BBvA, Groupe 
BPCE, Groupe Credit 
Agricole, InG Bank, Mizuho 
FG, nordea, Santander, 
Société Générale, Standard 
Chartered, State Street, 
Sumitomo Mitsui FG, UBS, 
Unicredit Group, Wells Fargo

Agricultural Bank 
of China, Bank of 
China, Bank of new 
York Mellon, China 
Construction Bank, 
Groupe BPCE, 
Groupe Credit 
Agricole, InG Bank, 
Mizuho FG, Morgan 
Stanley, nordea, 
Royal Bank of 
Scotland, Santander, 
Société Générale, 
Standard Chartered, 
State Street, 
Sumitomo Mitsui FG, 
UBS, Unicredit Group

note: ICBC = Industrial and Commercial Bank of China, BBvA = Banco Bilbao vizcaya 
Argentaria, ABC = Agricultural Bank of China, CCB = China Construction Bank .
Source: Financial Stability Board (2016), Institute of International Finance Research, 
BOC (2016) .
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Significant improvement of degree of internationalisation 
of Chinese banks
Following the intensification of China’s opening up, the pace of 
internationalisation of Chinese financial institutions accelerated 
significantly. By the end of 2016, the overseas assets of the five major 
banks reached CN¥10.59 trillion, 3.02 times that in 2009 (i.e. an increase 
of CN¥7.96 trillion). In 2016, the five major banks achieved an overseas 
pre-tax profit of CN¥120.3 billion, 2.37 times that in 2009 (i.e. an 
increase of CN¥84.6 billion). At present, the share of overseas assets 
and pre-tax profits in the five banks’ total assets and total pre-tax profits 
account for 11.6 per cent and 10.1 per cent respectively; these figures 
represent an average increase of six to seven percentage points from 2010 
(see Table 2-6).

Table 2-6: Overseas assets and pre-tax profits of China’s five major banks 
(100 million yuan)

Bank Item 2009 2010 2011 2012 2013 2014 2015 20161

ICBC Asset 3,857 5,888 9267 12,344 15,994 19,195 19,412 21,262
Pre-tax 
profit

69 88 102 120 166 246 220 225

ABC Asset 544 973 1,549 2,825 4,116 5,904 7,823 8,704
Pre-tax 
profit

6 12 11 28 30 42 54 36

BOC Asset 17,568 23,283 27,737 31,356 38,462 4,5591 48,308 50,690
Pre-tax 
profit

250 283 360 349 412 532 548 814

CCB Asset 2,327 2,711 4,411 5,166 7,299 9,356 11,495 16,664
Pre-tax 
profit

13 32 3 32 39 63 53 68

BOCOM Asset 2,025 2,429 3,348 3,860 5,256 6,451 6,671 8,559
Pre-tax 
profit

19 20 25 32 38 62 61 60

1 The overseas revenue and assets of the ICBC were calculated by the RMB central parity 
against the USD on 31 December 2016 (i .e . 6 .937 RMB = 1 USD) .
note: ICBC = Industrial and Commercial Bank of China, ABC = Agricultural Bank of China, 
BOC = Bank of China, CCB = China Construction Bank, BOCOM = Bank of Communications .
Source: Annual reports of the five major banks.

Chinese financial institutions are ‘going global’ and achieving fruitful 
results; however, the development of foreign banks in China has been 
relatively slow. At the end of 2016, the assets of foreign-owned banks in 
China totalled CN¥2.9286 trillion, 4.03 times that in 2004 (i.e. an increase 
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of CN¥2.34631 trillion). During the same period, the assets of Chinese 
banks increased 6.35-fold, from CN¥31.599 trillion to CN¥232.2532 
trillion. Foreign bank assets as a percentage of total bank assets fell from 1.84 
per cent in 2004 to 1.26 per cent in 2016. From a profitability perspective, 
foreign banks in China achieved a net profit of CN¥12.8 billion in 2016, 
4.38 times that in 2004 (i.e. an increase of CN¥10.42 billion). During 
the same period, China’s banking sector saw a net profit increase of 1,903 
per cent. Foreign banks’ net profits as a percentage of the banking sector’s 
total net profit fell from 2.30 per cent in 2004 to 0.62 per cent in 2016 
(see Table 2-7).

Table 2-7: Assets and profits of foreign-owned banks in China

Item 2004 2006 2008 2010 2012 2014 2016
Foreign bank 
asset (100 
million yuan)

5,822 .9 9,278 .7 13,448 17,423 23,804 27,921 29,286

Banking 
asset (100 
million yuan)

315,990 439,500 631,515 953,053 1336224 1,723,355 2,322,532

Proportion 
of foreign 
capital (%)

1 .84 2 .11 2 .13 1 .83 1 .78 1 .62 1 .26

Foreign bank 
net profit (100 
million yuan)

23 .8 57 .7 119 .2 77 .8 163 .4 197 .2 128

Banking net 
profit (100 
million yuan)

1,035 3,379 .2 5,833 .6 8,990 .9 15,115 .5 19,227 .4 20,732 .4

Proportion 
of foreign 
capital (%)

2 .30 1 .71 2 .04 0 .87 1 .08 1 .03 0 .62

Source: China Banking Regulatory Commission (2007, 2009, 2011, 2013, 2015, 2017) .

Comparison of the operation characteristics 
of Chinese and international banks
After years of development, China’s banking sector continues to consolidate 
its strengths. Its international status has improved significantly. Chinese 
banks have formed distinctive operation characteristics and development 
strategies. Compared to the global banking industry, the operations of 
Chinese banks have a number of notable characteristics.
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Percentage of deposits and loans in the assets–liabilities 
structure is comparably high
At the end of 2016, the assets and liabilities of Chinese G-SIBs totalled 
US$11.92 trillion and US$11 trillion respectively. These figures 
accounted for 24.73 per cent and 24.62 per cent of G-SIBs’ total assets 
and liabilities respectively. The structure of assets and liabilities of large 
Chinese banks indicates dominance of the traditional deposit and loan 
business. At the end of 2016, the proportion of deposits in Chinese 
G-SIBs’ liabilities was 80.75 per cent, 23.65 percentage points higher 
than the average G-SIB level (57.1 per cent). The proportion of loans in 
Chinese G-SIBs’ assets was 53.7 per cent, 14.5 percentage points higher 
than the average G-SIB level (39.2 per cent) (see Table 2-8).

Table 2-8: Assets–liabilities structure of large Chinese and 
foreign banks (2016)

Bank Assets 
(US$100 
million)

Liabilities 
(US$100 
million)

Deposits/
Liabilities (%)

Loans/
Assets (%)

ICBC 34,732 .4 31,881 .6 81 .4 54 .1
CCB 30,165 .8 27,878 .3 80 .5 56 .1
ABC 28,160 .4 26,258 .7 83 .4 49 .7
BOC 26,115 .4 23,975 .5 77 .7 55 .0
HSBC Holdings 23,749 .9 21,924 .1 58 .0 36 .6
Barclays 14,976 .0 14,095 .0 37 .1 31 .9
Royal Bank of Scotland 9,859 .4 9,249 .5 47 .2 41 .0
Standard Chartered 6,466 .9 5,980 .3 62 .2 40 .1
UniCredit 9,065 .5 8,610 .0 48 .5 52 .5
Banco Santander 14,123 .8 13,040 .6 52 .4 60 .9
UBS 9,192 .1 8,658 .2 48 .1 32 .8
Credit Suisse Group 8,060 .0 7,644 .0 45 .8 33 .8
nordea Bank AB 6,493 .4 6,151 .5 29 .2 48 .9
Mitsubishi UFJ Financial 
Group

27,248 .0 25,751 .4 63 .5 36 .6

Mizuho Financial Group 18,013 .5 17,180 .4 68 .3 40 .0
Sumitomo Mitsui 
Financial Group

17,769 .4 16,760 .2 69 .5 41 .4

JP Morgan 24,909 .7 22,367 .8 61 .5 35 .9
Bank of America 21,877 .0 19,208 .6 65 .6 41 .9
Wells Fargo 19,301 .2 17,296 .2 75 .5 51 .5
Citigroup 17,920 .8 15,659 .3 59 .4 36 .5
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Bank Assets 
(US$100 
million)

Liabilities 
(US$100 
million)

Deposits/
Liabilities (%)

Loans/
Assets (%)

Goldman Sachs 8,601 .7 7,727 .7 39 .9 13 .5
Morgan Stanley 8,149 .5 7,377 .7 46 .9 17 .3
Bank of new York Mellon 3,334 .7 2,938 .9 75 .4 19 .3
State Street Corp 2,427 .0 2,214 .8 84 .5 8 .1
InG Bank 8,913 .1 8,381 .5 65 .8 67 .3
BnP Paribas 21,905 .7 20,795 .9 38 .7 37 .3
Crédit Agricole 16,076 .1 15,401 .7 35 .4 23 .2
Société Générale 14,578 .5 13,885 .5 30 .2 31 .8
Banque Populaire 13,028 .1 12,298 .9 45 .6 55 .0
Deutsche Bank 16,775 .5 16,091 .8 36 .1 26 .0
Average 16,066 .3 14,889 .5 57 .1 39 .2

note: ICBC = Industrial and Commercial Bank of China, CCB = China Construction Bank, 
ABC = Agricultural Bank of China, BOC = Bank of China .
Source: Wind (2017) and Institute of International Finance Research, BOC (2016) .

Interest is the main revenue source and the net interest 
margin is at a medium level
On average, interest income comprised 71.8 per cent of the income 
of Chinese G-SIBs in 2016, 24 percentage points higher than the average 
G-SIB level (47.8 per cent). From 2011–2014, the net interest margin of 
Chinese G-SIBs (all of which ranked in the top 10 G-SIBs) remained at 
a comparably high level across all G-SIBs. However, since 2015, numerous 
factors (e.g. the rapid progress of domestic interest rate marketisation) have 
led to the net interest margin of Chinese G-SIBs declining significantly. 
In 2016, the net interest margin of Chinese G-SIBs was 2.1 per cent, 
equal to the G-SIB average level in the same period (see Table 2-9).

The non-interest income of Chinese G-SIBs is relatively low, only 
accounting for 28.2 per cent of the total G-SIB income in 2016, 
24 percentage points lower than the G-SIB average (52.2 per cent). One 
important reason for this is the lack of income channels. Additionally, 
average service fee and commission income account for more than 
80 per cent of the non-interest income of Chinese G-SIBs, while for the 
average G-SIB these account for less than 60 per cent of non-interest 
income. A  significant gap remains in net investment income between 
Chinese and other G-SIBs.
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Table 2-9: Net interest spread and proportion of interest income 
of G-SIBs (2016)

Bank Net interest 
margin (%)

Proportion of 
interest income (%)

Proportion of non-
interest income (%)

ICBC 2 .2 71 .8 28 .2

CCB 2 .2 74 .0 26 .0

ABC 2 .3 76 .2 23 .8

BOC 1 .8 65 .3 34 .7

Barclays 1 .5 46 .5 53 .5

HSBC Holdings 1 .7 57 .3 42 .7

Standard Chartered 1 .7 55 .5 44 .5

Royal Bank of Scotland 1 .7 65 .6 34 .4

UniCredit 1 .4 56 .6 43 .4

Banco Santander 2 .8 64 .9 35 .1

Swiss Bank Corp 0 .9 21 .5 78 .5

Credit Suisse Group 1 .0 39 .4 60 .6

nordea Bank AB 1 .0 44 .6 55 .4

Mitsubishi UFJ Financial 
Group

0 .9 43 .9 56 .1

Sumitomo Mitsui Financial 
Group

1 .1 41 .5 58 .5

Mizuho Financial Group 0 .6 33 .8 66 .2

JP Morgan 2 .3 48 .5 51 .5

Wells Fargo 2 .9 55 .8 44 .2

Bank of America 2 .2 48 .1 51 .9

Citigroup 2 .8 63 .1 36 .9

Goldman Sachs 0 .3 6 .9 93 .1

Morgan Stanley 0 .7 10 .7 89 .3

Bank of new York Mellon 1 .1 20 .6 79 .4

State Street Corp 1 .1 20 .4 79 .6

InG 1 .7 72 .5 27 .5

Crédit Agricole 1 .6 45 .6 54 .4

Société Générale 0 .9 34 .6 65 .4

Banque Populaire 0 .9 55 .2 44 .8

Deutsche Bank 1 .4 44 .8 55 .2

Average 2 .1 47 .8 52 .2

note: ICBC = Industrial and Commercial Bank of China, CCB = China Construction Bank, 
ABC = Agricultural Bank of China, BOC = Bank of China .
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Profit level is relatively high and leverage ratio remains 
at the global average
In 2016, the average ROE of Chinese G-SIBs was 14.17 per cent, the 
average equity multiplier was 12.63 and the average ROA was 1.12 per cent. 
During this period, G-SIBs had an average ROE of 5.5  per  cent, an 
average equity multiplier of 11 and an average ROA of  0.5  per cent. 
The ROE of Chinese G-SIBs was 8.67 percentage points higher than the 
G-SIB average, their ROA was 0.62 percentage points higher and their 
equity multiplier was 1.63 times higher. From this perspective, the high 
profitability of Chinese banks can be explained by strong asset profitability 
and an average overall leverage ratio (see Table 2-10).

Overall asset quality is good, but capital adequacy needs 
to be improved
At the end of 2016, Chinese G-SIBs had an average NPL ratio of 
1.75  per  cent, 0.65 percentage points lower than the G-SIB average 
(2.4 per cent) (see Table 2-10). At the end of 2016, the average capital 
adequacy ratio of Chinese G-SIBs was 14.4 per cent, higher than the 
capital requirements of 11.5–12 per cent. In the same period, G-SIBs’ 
capital adequacy ratio averaged 17.7 per cent, 3.3 percentage points higher 
than the average of Chinese G-SIBs. Reasons for the low capital adequacy 
ratio of Chinese G-SIBs include insufficient financing by other tier 1 and 
tier 2 capital instruments and a relatively high risk per unit of assets.

Table 2-10: Operating indicators of G-SIBs (2016)

Bank Net 
interest 
margin

Proportion 
of interest 

income (%)

Capital 
adequacy 

ratio

NPL 
ratio

ROA ROE Equity 
multiplier

ICBC 2 .2 71 .8 14 .3 1 .6 1 .2 14 .8 12 .3

CCB 2 .2 74 .0 15 .3 1 .5 1 .2 15 .4 12 .8

ABC 2 .3 76 .2 13 .1 2 .4 1 .0 14 .6 14 .6

BOC 1 .8 65 .3 14 .7 1 .5 1 .1 12 .1 11 .0

Barclays 1 .5 46 .5 19 .6 1 .7 0 .2 2 .9 14 .5

HSBC Holdings 1 .7 57 .3 20 .1 2 .1 0 .1 0 .7 7 .0

Standard 
Chartered

1 .7 55 .5 21 .3 3 .7 0 .0 –1 .0 n/A

Royal Bank 
of Scotland

1 .7 65 .6 22 .9 3 .1 –0 .6 –13 .6 22 .7

UniCredit 1 .4 56 .6 11 .7 12 .5 –1 .4 –26 .4 18 .86
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Bank Net 
interest 
margin

Proportion 
of interest 

income (%)

Capital 
adequacy 

ratio

NPL 
ratio

ROA ROE Equity 
multiplier

Banco 
Santander

2 .8 64 .9 14 .7 4 .1 0 .5 6 .9 13 .8

UBS 0 .9 21 .5 24 .7 0 .8 0 .3 5 .9 19 .7

Mitsubishi UFJ 
Financial Group

0 .9 43 .9 15 .9 1 .4 0 .3 6 .0 20 .0

Sumitomo Mitsui 
Financial Group

1 .1 41 .5 16 .9 1 .1 0 .4 7 .6 19 .0

Mizuho Financial 
Group

0 .6 33 .8 16 .3 1 .1 0 .3 7 .3 24 .3

JP Morgan 2 .3 48 .5 16 .4 0 .8 1 .0 10 .0 10 .0

Wells Fargo 2 .9 55 .8 16 .1 1 .0 1 .2 11 .8 9 .8

Bank of America 2 .2 48 .1 16 .3 0 .8 0 .8 6 .8 8 .5

Citigroup 2 .8 63 .1 19 .1 0 .9 0 .8 6 .6 8 .3

Goldman Sachs 0 .3 6 .9 17 .8 - 0 .8 9 .4 11 .8

Morgan Stanley 0 .7 10 .7 22 .0 - 0 .8 8 .1 10 .1

InG 1 .7 72 .5 19 .3 2 .3 0 .5 9 .5 19 .0

Crédit Agricole 1 .6 45 .6 14 .5 5 .4 0 .4 8 .3 20 .8

Société 
Générale

0 .9 34 .6 17 .9 5 .4 0 .3 5 .6 18 .7

Banque 
Populaire

0 .9 55 .2 20 .1 4 .4 0 .2 5 .9 29 .5

Deutsche Bank 1 .4 44 .8 17 .4 1 .8 –0 .1 –2 .7 27 .0

Average 2 .1 47 .8 17 .7 2 .4 0 .5 5 .5 11 .0

note: nPL = non-performing loans, ROA = return on assets, ROE = return on equity, 
ICBC = Industrial and Commercial Bank of China, CCB = China Construction Bank, 
ABC = Agricultural Bank of China, BOC = Bank of China .
Source: Wind (2017) and Institute of International Finance Research, BOC (2016) .

Continuously improving banking regulations
In recent years, China’s banking industry has undergone rapid 
development. The regulatory authorities have constantly adapted to 
changes in the financial environment and optimised regulatory policies 
to achieve positive results.
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Promoting the implementation of ‘Basel III’
In 2013, the Chinese version of Basel III was formally implemented 
in China’s banking sector. Since then, the loss-absorbing capacity of 
commercial banks has strengthened continuously. At the end of 2016, the 
level-1 core capital adequacy ratio and capital adequacy ratio of commercial 
banks were 10.75 per cent and 13.28 per cent respectively. These figures 
are much higher than the minimum requirements established in Basel III. 
In addition, the provision of China’s banking sector is relatively high 
compared to other banks. By the end of 2016, the provision coverage ratio 
of commercial banks was 176.4 per cent, 94.6 percentage points higher 
than the average of non-Chinese G-SIBs in the same period. The provision-
to-loan ratio was 3.08 per cent, 1.15 percentage points higher than the 
average of non-Chinese G-SIBs. Additionally, the introduction of two 
liquidity risk measures (the liquidity coverage ratio and net stable funding 
ratio) improved the loan-to-deposit ratio and resulted in the establishment 
of a liquidity risk management system that meets Basel III’s requirements.

Regulating interbank, asset management and 
investment business
Since 2013, the regulatory authorities have introduced a series of policies 
aimed at regulating the development of interbank, asset management and 
investment businesses. Of these, the stricter policies include the  2014 
Documents No. 127 and 140 that target interbank business,  the 
2016 ‘Regulation and Supervision of Asset Management Activities of 
the Commercial Banks (Exposure Draft)’, the September 2016 Document 
No. 42 that targets credit risk, and the ‘Notice on Inclusion of Off-balance-
sheet Financing into Calculation of General Credit’ (issued by the PBC 
in October 2016) that placed off-balance sheet financing activities in the 
scope of macroprudential assessment.

Further, since March 2017, the China Banking Regulatory Commission 
(CBRC), China Insurance Regulatory Commission (CIRC) and other 
financial regulators have issued a series of documents introducing financial 
deleveraging. The CBRC issued eight consecutive documents to crack down 
on ‘three violations’, ‘three arbitrages’ and ‘four misconducts’. The CIRC 
issued four documents, including the ‘Notice on Further Strengthening 
the Risk Prevention and Control of the Insurance Industry’. This notice 
targeted systemic loopholes in eight major fields, including insurance 
company governance, the use of insurance funds, claims-paying ability, 
product management, intermediaries and consumer rights protection.
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Normalising the development of internet finance
In July 2015, the PBC (together with 10 other ministries) issued the 
‘Guiding Opinions on Promoting the Healthy Development of Internet 
Finance’ to regulate the development of internet finance. This document 
clarified the regulatory responsibilities of the ‘central bank and three 
regulatory commissions’ in relation to internet finance and gave clear 
instructions on custody of funds, information security, the nature of 
business platforms and other related issues. In August 2016, the CBRC 
issued the ‘Interim Measures for the Regulation of Business Activities of 
P2P Information Intermediaries’. This document established the legal 
status of peer-to-peer lending and established the regulatory requirements, 
including the upper limits of business scale and investment directions.

Speeding up the settlement of non-performing loans
To address significant issues related to the quality of bank assets, the 
regulatory authorities introduced policies to hasten the settlement 
of NPLs. In 2016, the CBRC issued the ‘Notice on the Work of the 
Creditors’  Committee of Banking Financial Institutions’ to clarify 
the nature, purpose and operation mechanisms of the creditors’ committee. 
In October 2016, the State Council issued the ‘Guidance on Actively 
and Steadily Reducing the Leverage Ratio of Enterprises’ to provide 
an overall framework for reducing the leverage ratio of non-financial 
enterprises. In December 2016, the CBRC issued ‘Several Opinions on 
Properly Addressing Financial Debts in the Process of Capacity Reduction 
in the Steel and Coal-mining Industries’ to strengthen the management 
of problematic debts in overcapacity industries by supporting the 
reasonable demand for capital, increasing financial support for mergers 
and acquisitions and establishing creditors’ committees.

Regulating cross-border business
In recent years, the regulatory authorities have introduced a series of 
policies to regulate and standardise the development of international 
banking businesses. In March 2016, the CBRC issued the ‘Notice on 
Further Strengthening the Risk Management of Overseas Operation 
of Banking Financial Institutions’. This document required banking 
financial institutions to strengthen the risk management of overseas 
operations, incorporate a country’s risks into banks’ stress tests and develop 
contingency plans based on the test results. In January 2017, the CBRC 
issued the ‘Guiding Opinions on Regulating the International Business 
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of Banking Services and Strengthening Risk Prevention and Control’. 
This document required Chinese banks to regulate their overseas business 
activities, strengthen anti-money laundering and anti-terrorism financing 
practices and enhance the service capabilities that support Chinese 
enterprises’ ‘going global’ efforts.

Future development directions
A comparison of the business indicators of large and medium-sized banks 
in China and abroad show that China’s banking industry should take the 
following directions in the future.

First, the banking sector should continue to play a leading role in China’s 
financial system for the foreseeable future. In recent years, China’s 
capital market has developed rapidly and direct financing has assumed 
an increasingly important role in supporting development of the real 
economy. However, given China’s historical traditions, credit environment 
and legal system, it is unlikely that the dominant position of the country’s 
banking sector will change radically. Thus, bank credit will continue to 
be the main source of funding for the real economy, even though it may 
decline as a proportion of funding.

Second, universal banking will be the preferred option. With the 
acceleration of market-oriented reforms directed at financial factors, 
such as interest and exchange rates, Chinese banks will move from the 
traditional business model—which largely depends on deposit and loan 
business—towards universal banking. In particular, the proportion of 
deposit and loan business will continue to decline, while the proportion 
of securities investment and wholesale financing will increase. The 
proportion of non-interest income will increase among all revenue sources, 
especially investment income. The contribution of overseas markets to 
overall profitability will increase, gradually moving towards the average of 
large global banks (i.e. 40 per cent). Consumer finance will see greater 
growth, while the contribution of personal business will continue to rise.

Third, the major tasks of banking regulatory reforms should be to 
strengthen capital, behavioural and functional regulations. Presently, 
regulatory approaches cannot keep up with development of the banking 
sector. The current framework must be improved and upgraded. In the 
future, regulatory authorities should strengthen capital regulations, 
improve the quantity and quality of banks’ capital, and expand the 
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scope of risk-weighted assets and increase measurement accuracy so 
that these regulatory indicators can fully reflect the real risks. China 
should also strengthen behavioural regulations, improve the protection 
of consumer rights and interests, and strengthen on-spot inspection 
mechanisms to normalise the operations of financial institutions and 
eliminate irregularities. Additionally, China should strengthen functional 
regulations, establish and improve regulatory coordination mechanisms, 
clarify regulatory responsibilities, constantly enhance its regulatory 
capabilities and allocate regulatory resources according to the systematic 
importance of financial institutions.

Part 2: China’s capital market: Development 
history and international comparison
Since its reform and opening, China’s capital market has developed rapidly. 
The once relatively minor stock and bond markets are now flourishing 
and significant sectors and China’s market scales are now among the 
world’s largest. However, the degree of market openness is relatively low 
and numerous structural problems highlight the gap between China’s 
market and mature markets in developed countries. In the future, China 
will continue to expand the opening of the capital market, increase the 
proportion of direct financing, and promote market-oriented reform to 
achieve healthy and stable development of its capital market.

The rapid expansion of China’s capital markets 
brought about by financial reforms

Stock market
The development of China’s stock market began relatively late. 
On 14 November 1986, Shanghai Feilo Acoustics Co. Ltd issued shares 
publicly. This was the first real stock issue since China’s reform and 
opening and marked the beginning of China’s capital market reform. 
In 1987, the Shenzhen Special Economic Zone Securities Company was 
established, largely to manage securities trading and transfers and provide 
securities investment consulting services. It was China’s first securities 
company established after the reform and opening.
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Since the 1990s, the infrastructure construction of China’s securities 
market has accelerated significantly. In November 1990, China’s first 
stock exchange, the SSE, was established. The SSE conducts transactions 
via electronic auctions. All the listed securities can be publicly bid upon 
through computers. In December of the same year, the Shenzhen Stock 
Exchange (SZSE) was also launched. Since then, China’s securities market 
has experienced a period of rapid development. In 2004, the SZSE 
established the Small and Medium Enterprises (SMEs) Board. This board 
has played an important role in promoting the development of the Growth 
Enterprises Market (GEM) Board.

After 20 years of concerted effort, China’s stock market has developed 
into a large and flourishing sector. The number of listed companies has 
increased rapidly and secondary transactions have become increasingly 
active (see Table 2-11). By the end of 2016, the total number of listed 
companies in mainland China reached 3,052, 16 times that in 1993. 
Total market capitalisation reached CN¥50.8 trillion in 2016 (equivalent 
to 68.3 per cent of the gross domestic product [GDP]), 38.8 percentage 
points higher than that in 2000 and the second largest in the world. 
The  circulating market value accounted for 52.9 per cent of the total 
market value. China has also driven the construction of a multilevel 
capital market and the number of companies listed on the national 
equities exchange and quotations (NEEQ) system continues to increase. 
By the end of 2016, the total number of companies listed on the NEEQ 
system had reached 10,163. Of these, 5,034 were new companies.

Table 2-11: China’s stock market (1993–2016)

Year Number 
of listed 

companies

Number of 
investors 

(10 thousand)

Market 
value 

(100 million 
yuan)

Circulating 
market 
value 

(100 million 
yuan)

Transaction 
amount 

(100 million 
yuan)

Amount of 
domestic 

equity 
financing 

(100 million 
yuan)

1993 183 835 3,531 832 3,627 -

1995 323 1,294 3,474 938 4,036 -

2005 1381 7,189 32,446 10,638 31,664 338

2010 2063 13,391 265,422 193,110 545,633 8,954

2015 2827 21,478 531,304 417,925 2,550,538 8,295

2016 3052 11,741 508,245 393,266 1,267,262 18,910

Source: Financial Stability Analysis Group of the PBC (2016), national Bureau of Statistics 
of China (2017) and Wind (2017) .
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Bond market
China’s bond market came into being in 1981 when the government issued 
treasury bonds. In the following 10 years, the Chinese Government 
issued  a number of bonds, including financial, national construction, 
special treasury and indexed bonds. The issuing process relied on 
a combination of political mobilisation and administrative distribution. 
Corporate bonds were first issued in 1984. In 1993, the PBC began issuing 
central bank bills to adjust the balance of funds among different regions 
and financial institutions and to make comprehensive use of the fund 
transfer function. In 1994, policy-oriented financial bonds appeared with 
the establishment of three policy banks. During this time, China’s bond 
market largely consisted of treasury bonds, central bank bills, financial 
bonds and non-financial corporate bonds.

From a transaction perspective, bond transactions were largely conducted 
in the over-the-counter (OTC) market before moving to the interbank 
bond market. In 1993, the SSE launched a pilot scheme of government 
bond futures. In 1994, the SZSE also started bond transactions. 
Consequently, bond transactions gradually became concentrated in the 
two exchanges. However, in 1997, a large amount of bank capital flowed 
into the stock market from various channels. To address this issue, the PBC 
introduced a requirement that commercial banks conduct repurchase and 
spot transactions under the National Interbank Funding Centre’s trading 
system. In 2012, due to the continuous development of primary and 
secondary markets, China established a bond market system consisting 
of the exchanges and OTC markets, with the interbank market as the 
mainstay and the exchange market and bank counters as supplementary.

In the last 20 years, China’s bond market has shown rapid development 
in three respects. First, trading volumes have increased significantly and 
the market structure has changed. China’s bond issuance increased to 
CN¥185,643 trillion in 2016, 574 times that in 1990 (CN¥32.3 billion). 
Bonds in custody rose from CN¥418.4 billion at the end of 1997 to 
CN¥63.7 trillion at the end of 2016, a 151-fold increase. Before 2000, 
both the exchange and OTC markets were active. Since then, the rapid 
increase of market participants and diversified bond products increased 
the activity of the interbank bond market until it gradually became the 
main venue for transactions. Since 2001, the interbank bond market has 
generally retained more than 70 per cent of the market share. By 2015, 
it occupied a market share of 76 per cent.
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Second, bond products and trading instruments have been enriched. 
Before 2005, China’s bond products mainly comprised government 
bonds, policy financial bonds, central bank bills and corporate bonds. 
From 2005, China’s interbank market has constantly rolled out innovative 
products. Notably, it has introduced general financial bonds, commercial 
bank subprime bonds, mixed capital bonds, asset-backed bonds, short-
term financing bills and warrant bonds. Currently, the trading instruments 
in China’s securities market include spot trading, pledged repo, outright 
repo, bond lending and bond forwards, most of which were developed 
after 2004.

Table 2-12: China’s bond market (1990–2016)

Year Bond 
issuance 

(100 
million 
yuan)

Bond 
turnover 

(100 
million 
yuan)

Bond 
custody 
by the 
end of 

the year 
(100 

million 
yuan)

Government 
bonds (100 
million yuan)

Central 
bank 
bills 
(100 

million 
yuan)

Financial 
bonds 
(100 

million 
yuan)

Non-
financial 

corporate 
bonds 

(100 million 
yuan)

1990 323 - - 197 - - 126

1995 1,811 - - 1,510 - - 300

2000 4,414 - 16,746 4,657 - 1,645 83

2005 42,182 60 .1 73,402 7,042 27,882 7,159 2,047

2010 95,238 64 .0 205,108 19,778 46,608 14,122 16,811

2015 144,178 87 .6 479,000 59,408 - 102,095 67,205

2016 185,643 127 .1 637,000 91,086 - 52,421 82,242

Source: Financial Stability Analysis Group of the PBC (2016) and Wind (2017) .

Third, the proportion of government bonds has decreased, while the 
proportion of corporate bonds has exhibited an inverted U-shape trend 
(see Table 2-12). Initially, the issuance of treasury bonds accounted for 
a relatively high proportion of total bond issuance, but this was followed 
by a downwards trend. In 1990, government bonds accounted for 
60.1  per  cent of total bond issuance. In 1996, the proportion rose to 
87  per cent, but dropped to 18 per cent in 2014. In 1990, corporate 
bonds accounted for 39 per cent of total bond issuance, but from 
1997–2007, the proportion was no more than 10 per cent. Since the 
GFC in 2008, loose monetary policies, interest rate marketisation and 
the rapid development of the bond market have caused the amount of 
non-financial corporate bonds (as a proportion of the total bond issuance) 
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to increase. In 2014, this proportion reached 43 per cent, an increase of 
30 percentage points from 2008. Financial bonds initially accounted for 
a large proportion of total bond issuance (approximately 34 per cent), but 
from 2002–2010 they experienced an overall decline, falling to 14.5 per 
cent in 2010. However, in recent years, they have risen as a proportion of 
total bond issuance once again. In 2015, financial bonds accounted for 
39 per cent of total bond issuance, an increase of 24.5 percentage points 
from 2010.

The international status of China’s capital market
The market value of Chinese listed companies is among the world’s largest. 
According to the World Federation of Exchange, as of 2016, the total 
market value of Chinese listed companies had reached US$7,311.4 billion 
and China was ranked second in the world after the US (see Figure 2-2). 
Additionally, the SSE and SZSE are now respectively ranked as the fourth- 
and sixth-largest world exchanges.

Figure 2-2: Market capitalisation rankings of the world’s major stock 
exchanges at the end of 2016 (US$100 million).
Source: World Federation of Exchanges (2017) .
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The market capitalisation of China’s stock market ranks second in the 
world (see Table 2-13). In 1995, the total market capitalisation of China’s 
listed companies was US$42.1 billion. This rose to US$7.3 trillion in 
2016,  a  more than 170-fold increase. This figure represents nearly 
13.3 per cent of the global total market capitalisation. Notably, in 1995, 
China held only 0.2 per cent of the global total market capitalisation. 
At  the same time, the total market value of the US, the world’s largest 
stock market, increased 3.8-fold from US$5.3 trillion in 1993 to 
US$25.1 trillion in 2015. The US’s global share rose from 37.5 per cent in 
1993 to 40.6 per cent in 2015. The total market capitalisation of Japan’s 
listed companies increased by 68 per cent; however, its global share fell 
from 20.7 per cent in 1993 to 7.9 per cent in 2015. The United Kingdom 
(UK) also experienced a decline in market share, from 8.2 per cent in 
1993 to 5.2 per cent in 2015.

Table 2-13: Total market capitalisation of listed companies (US$100 million)

Year US Eurozone Japan China Global China’s share of 
global total market 
capitalisation (%)

1993 52,511 15,920 29,063 - 139,963 0 .0

1995 69,520 21,957 35,453 421 175,030 0 .2

2005 170,009 62,086 47,529 4,018 406,638 0 .9

2010 172,835 64,395 38,278 40,278 514,530 7 .8

2015 250,675 61,206 48,949 81,880 617,811 13 .3

2016 273,522 62,178 49,553 73,207 648,196 11 .3

Source: World Bank (2017) .

In relation to bond market size, China ranks behind only the US 
and Japan.  China’s bond market value increased 44-fold, from 
US$202.3  billion  in 2000 to US$9.1 trillion in 2016. Over this 
same period,  the US bond market value increased 1.5-fold, from 
US$14.6  trillion  in 2000 to US$35.8 trillion in 2016. Korea’s bond 
market value increased 3.9-fold during this period. Compared to these 
economies, China’s bond market has shown the most rapid development 
(see Table 2-14).
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Table 2-14: International comparison of domestic bond size  
(US$100 million)

Country 2000 2005 2010 2016 Growth (2000–
2016) (%)

China 2,023 8,992 3,0551 91,786 4,437

US 146,503 2,185,881 293,531 358,223 145

Japan 65,715 90,140 143,392 116,650 78

UK 6,955 18,899 35,380 28,675 312

France 10,376 16,129 25,403 25,630 147

Korea 3,540 7,530 11,490 17,200 386

Source: Bank for International Settlements (2000, 2005, 2010, 2016) .

Problems in the development of China’s 
capital market

The degree of foreign capital participation and the openness 
of China’s capital market are limited
China’s stock and bond markets implemented different opening policies. 
In the primary stock market, nonresidents are not yet permitted to issue 
equity securities in mainland China. Conversely, in the secondary market, 
Qualified Foreign Institutional Investor (QFII) and RMB Qualified 
Foreign Institutional Investor mechanisms for foreign institutional 
investors have been established and the Shanghai–Hong Kong Stock 
Connect and Shenzhen–Hong Kong Stock Connect have been launched. 
In the secondary bond market, the interbank market has been opened, such 
that qualified foreign investors and foreign institutions can enjoy the same 
standards as domestic institutions when entering the market. However, 
transactions conducted by the foreign funds that have entered China’s 
market through these methods are relatively small. QFII shares account 
for less than 1.5 per cent of the A-share market (see Figure 2-3). The 
Shanghai–Hong Kong Stock Connect and Shenzhen–Hong Kong Stock 
Connect account for no more than 2 per cent of the total market turnover 
(see Figure 2-4), and foreign institutions hold less than 2.5 per cent of the 
treasury bond and financial bond market (see Figure 2.5).
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Figure 2-3: The proportion of QFII shareholding in the A-share market (%).
Source: Wind (2017) .

Figure 2-4: The proportion of trade volume via the Shanghai–Hong 
Kong Stock Connect and Shenzhen–Hong Kong Stock Connect (%).
Source: Wind (2017) .

Figure 2-5: Proportion of holdings by foreign institutions in the 
government bond and financial bond market (%).
Source: Wind (2017) .
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The depth of China’s capital market has increased,  
but not sufficiently
China’s GDP ranks second globally, but its capital market depth and 
securitisation rates lag behind those of developed countries. In China, the 
ratio of market capitalisation of listed companies to GDP increased by 
20 percentage points from 2011–2016, rising to 65 per cent. China’s ratio 
was slightly higher than the ratios of Germany, Brazil and Mexico, but 
was below the global average, significantly lower than the ratios of Japan, 
South Korea and France and less than half that of the US (see Figure 2-6). 
The  ratio of China’s private sector domestic bond balance to GDP 
increased by 15 percentage points from 2011–2016, to 47 per cent. 
China’s ratio was higher than the ratios of Germany, Brazil and Mexico, 
but lower than the ratios of Japan, South Korea and France and almost 
half that of the US in 2011 (see Figure 2-7).

Figure 2-6: International comparison of the ratio of the market 
capitalisation of listed companies to GDP (%).
Source: Wind (2017) and World Bank (2017) .
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Figure 2-7: International comparison of the ratio of the domestic 
bond balance of the private sector to GDP (%).
Source: World Bank (2016) .

The breadth of China’s capital market still lags behind that 
of advanced economies
China’s stock market capitalisation is among the world’s largest; however, 
the breadth and accessibility of China’s market is far lower than those 
of advanced economies. The number of listed companies per million 
population increased from 1.16 in 2007 to 2.06 in 2015. Despite 
this, China continues to lag significantly behind other countries (see 
Figure 2-8). An international comparison reveals that, on average, there 
are more than 10 listed companies per million population in the US, 
Japan, the UK and South Korea, and around seven listed companies per 
million population in Germany and France. Conversely, in developing 
countries, such as China, Brazil and Mexico, this figure is less than three.



81

2 . CHInA’S FInAnCIAL DEvELOPMEnT

Figure 2-8: International comparison of the number of listed companies 
per million residents.
Source: World Bank (2016) .

Direct financing has developed, but its contribution to total 
social financing is relatively low
In the US and many other mature markets (as well as some emerging 
markets), direct financing (e.g. the issuance of shares or corporate 
bonds) is an important method of corporate financing. Before the GFC, 
China’s direct financing accounted for less than 15 per cent of social 
financing. However, in recent years, it has undergone rapid development 
(see Figure 2-9). In 2016, the proportion of direct financing increased to 
24 per cent, still relatively low. In terms of structure, the bond market 
made a significant contribution to social financing, but the contribution 
of the stock market has been particularly low. In 2016, in sharp contrast 
to China’s world-leading market capitalisation and turnover ratio, equity 
financing accounted for only 7 per cent of China’s social financing.
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Figure 2-9: Proportion of equity and direct financing in China’s 
social financing.
Source: World Bank (2017) and Financial Stability Analysis Group of the PBC (2017) .

The stock market is mainly composed of retail investors 
and the turnover ratio is comparably high
The Chinese stock market, which comprises of a large number of retail 
investors, lags significantly behind mature markets. In China’s stock 
market, an overwhelming majority of stock trading accounts are held by 
individual investors accounts. By the end of 2016, 99.72 per cent of stock 
trading accounts were held by ‘natural person’ investors, the majority of 
these being ‘retail investors’, while non-natural persons held 0.28 per cent 
of stock trading accounts (see Figure 2-10). Over 72 per cent of natural 
person investors hold less than CN¥100,000 of the market value, while 
retail investors hold more than 43 per cent of the free float market 
capitalisation of the A-share market (see Figure 2-11). Thus, retail investors 
have assumed a leading role in China’s stock market transactions, creating 
high turnover ratios.
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Figure 2-10: Account structure of Chinese investors in 2016 (%).
Source: Wind (2017) and China Securities Depository and Clearing Co . Ltd (2017) .

Figure 2-11: Investor structure of free float market capitalisation 
of A-share market (%).
Source: Haitong Securities (2017) .
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China’s stock market turnover ratio is much higher than that of other 
markets (see Figure 2-12). In 2016, China’s turnover ratios in the Shanghai 
Composite Index and GEM were more than 500 per cent and 900 per cent 
respectively. Given the special conditions of China’s stock market, this 
represents more than 1,000 per cent if the calculation is based on free 
float market capitalisation. The turnover ratio of the Shanghai Composite 
Index was more than twice that of the S&P 500 Index and FTSE 100 
Index, and 180 per cent higher than that of the NASDAQ Index. Further, 
the turnover ratio of the Nikkei 225 Index was only 200 per cent, and 
the turnover ratios of South Korea’s KRX100 Index and the Hong Kong 
Hang Seng Index were less than 100 per cent.

Figure 2-12: International comparison of stock market turnover ratios.
Source: Wind (2017) .

Stock market volatility is too high, while the rate of return 
is too low
The turnover ratio and volatility of China’s stock market are considerably 
higher than those in more mature markets, while the overall low rate 
of return indicates relatively low transaction efficiency.

A high turnover ratio indicates higher volatility. Similar to Brazil, China’s 
stock market volatility was as high as 27 times (see Figure 2-13). While the 
number for mature markets with high volatility, such as France, Germany 
and Japan, was only around 18 times. More mature markets, such as the 
US and UK, experienced half of the volatility of China’s market.
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Figure 2-13: International comparison of stock market volatility (%).
Source: World Bank (2016) .

Figure 2-14: International comparison of stock market returns (%).
Source: World Bank (2016) .

A market with high volatility and high risks encourages short-term 
speculation. In an effective financial market, risks can be properly priced 
and positively correlated with returns. The long-term volatility of China’s 
stock market is higher than that of other markets; however, the rates of 
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return in China’s market have been consistently lower than those of other 
markets over many years (see Figure 2-14). If the opportunities available 
in the two bull markets of 2006–2007 and 2015 had not been taken, 
the rate of return would not only have been lower than the international 
level, but would also have been lower than China’s inflation rate for the 
same period. This has made long-term investment in China’s stock market 
unattractive, but has made short-term speculation attractive.

The structure of government bond investors should 
be optimised
Despite the rapid development of China’s bond market, the major 
investors are commercial banks. Institutional investors represent key 
players in China’s bond market, including state-owned commercial 
banks, joint-stock commercial banks, urban commercial banks, insurance 
companies and AMCs. In the overall bond custody balance, commercial 
banks hold a considerably high proportion (30 per cent) of government 
bonds. At the end of 2016, China’s commercial banks held 67 per cent 
of total government bonds; of these, national commercial banks held up 
to 50 per cent (see Figure 2-15). Conversely, US commercial banks hold 
less than 4 per cent of US Treasury bonds and 15 per cent of municipal 
bonds. These percentages are far below those held by China’s commercial 
banks (see Figure 2-16).

Figure 2-15: Structure of China’s government bond holders in 2016.
Source: World Bank (2017) and ChinaBond (2017) .
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Figure 2-16: Structure of US Treasury bond holders in 2016.
Source: Securities Industry and Financial Markets Association (2017) .

Figure 2-17: Comparison of China and the US government bond 
turnover ratios (times).
Source: Authors’ original based on Wind (2017) and ChinaBond (2017) .

An investor structure dominated by commercial banks has resulted in a low 
turnover ratio of government bonds. Commercial banks hold government 
bonds to meet risk management needs and regulatory requirements. Thus, 
they often hold bonds until maturity. Additionally, insurance companies 
generally hold long-term government bonds and AMCs hold government 
bonds as part of their portfolios. However, Chinese fund and insurance 
companies hold less than 10 per cent of total government bonds. All these 
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factors have led to a sustained low turnover ratio in the bond market, 
especially in relation to government bonds. To some extent, this has 
restricted the transmission effectiveness of the monetary policy on the 
financial market. In 2016, China’s turnover ratio for government bonds 
was 1.1, far below the US’s turnover ratio of 9.3 (see Figure 2-17).

The status quo of China’s capital market regulation
China’s capital market was established in the early stage of the economic 
system transition, when elements of a market economy were introduced 
while strong administration was maintained. The regulatory system 
has continued to develop and improve, but, overall, the regulatory 
mechanisms are not yet perfect and struggle to meet the demands of 
economic development and reform.

The fragmented regulatory system restricts the sustainable 
development of the credit bond market
Credit bond regulation in China is conducted by multiple agencies. 
The  National Development and Reform Commission approves the 
issuance of corporate bonds, the China Securities Regulatory Commission 
approves the issuance of bonds by listed companies and the National 
Association of Financial Market Institutional Investors (under the PBC’s 
leadership) registers and approves medium-term notes and short-term 
financing bills. This fragmented system places significant constraints on the 
bond market. The market lacks a unified development plan. Additionally, 
the application scope and effectiveness in relation to the execution of laws 
and regulations are limited. For example, while the Securities Law applies 
to bond transactions on the exchanges, it does not apply to the interbank 
market. Conversely, the interbank market is limited by its self-disciplinary 
nature and lack of law enforcement authority. Thus, different standards 
are applied to illegal conduct in the two markets. Finally, the lack of 
unified regulatory standards and accountability mechanisms creates 
regulatory arbitrage opportunities in relation to the issuance of different 
types of bonds.

Two separate bond markets
In general, China’s bond market is divided into the interbank and 
exchange market. In recent years, several attempts have been made to build 
connections between the two markets, but limited interconnectivity has 
been achieved. The separation has had a negative effect on bond pricing. 



89

2 . CHInA’S FInAnCIAL DEvELOPMEnT

Significant differences exist between the two markets in relation to fund 
supply and market liquidity. Notably, funding costs in the exchange 
market are higher than those in the interbank market. Consequently, the 
bond prices on the exchange market are significantly lower than those 
on the interbank market. Thus, different prices often exist for the same 
bond. Additionally, the separation has increased operation costs. Issuers 
and investors must follow the different regulatory standards of the 
individual markets, are subject to the regulations of multiple agencies and 
must manage procedures in two registration systems—all of these increase 
the transaction costs. Finally, fragmentation of the transaction, clearing, 
settlement and custody systems affects the efficient and smooth operation 
of the bond market.

The stock issuing system results in insufficient market-
based share pricing
China’s A-share market approval system for stock issuance has resulted 
in abnormal stock pricing behaviours. In the 2015 stock market turmoil, 
even after the entire market had declined, IPO was still subject to much 
speculation. From 26 June to 2 July 2015, 25 new shares were issued, all 
of which saw an increase of more than 40 per cent in their market prices 
in their first days of listing, and 20 enjoyed an increase of more than 
100 per cent in their first five days of listing. The approval system—with 
its strong administrative characteristics—limits the number of companies 
able to be listed and the supply of new shares on the market, prolongs 
the listing cycles and increases listing costs. These strict controls result 
in generally high stock prices and the high prices and yields of newly 
issued stocks.

The delisting mechanism has not been fully implemented
In recent years, delisting mechanisms have been continuously improved; 
however, in practice, the rules have not been implemented strictly. 
For example, some companies bypass the delisting requirements by 
manipulating their accounting methods. Consequently, the delisting 
mechanisms do not fulfil their intended functions. Further, poor-quality 
enterprises are able to remain in the market, the ‘survival of the fittest’ rule 
does not apply in relation to listed companies, and investors’ interests are 
not properly protected. In the absence of an effective delisting mechanism, 
the capital market lacks a ‘purifier’ and fails to fulfil its role in eliminating 
inferior companies.
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Future development directions of China’s 
capital market
Under China’s ‘13th Five-Year Plan for Economic and Social Development’, 
development of the capital market includes increasing the proportion of 
direct financing, promoting equity financing through multiple channels, 
developing and standardising the bond market, building multilevel 
financial markets and introducing diversified financial products.

Increasing the proportion of direct financing, particularly 
equity financing
China used to rely very heavily on credit-led indirect financing. 
Consequently, economic growth generated incremental debts and 
caused risks to become excessively concentrated in the banking system. 
To address this issue, China must now vigorously develop capital markets 
(such as the stock market), broaden the channels of direct financing for 
enterprises and optimise social financing structures. Additionally, a path of 
market-oriented reform must be adopted, and unnecessary administrative 
interventions must be reduced to stimulate market power and vitality and 
cultivate commercial credit. Respect for market rules should be enhanced 
and the investor structure improved to increase stability. Market discipline 
and risk-sharing mechanisms must be strengthened to further improve 
the transparency of market operations.

Promoting equity financing through multiple channels
The construction of a multilevel capital market should be accelerated. 
Simultaneously, the financing functions of the main board, SME 
Board and GEM Board should be strengthened, reform of the NEEQ 
system deepened, the regional equity market development standardised 
and connections within the equity market promoted. Institutional 
arrangements in relation to market makers, targeted issuance, and 
mergers and acquisitions should be established and optimised. Financing 
instruments and transaction types should be enriched and their ability 
to serve various types of enterprises, including SMEs, improved. China 
should also actively guide the healthy development of private equity 
investment and venture capital funds and support the equity financing of 
innovative and growth-type enterprises.
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Developing and standardising the bond market
The development of various fields must first be coordinated. Growing the 
bond market size will not only increase the proportion of direct financing, 
but may also increase the leverage ratio. Thus, balance is needed between 
the development of direct financing and controlling leverage to promote 
the stable and healthy development of the bond market. Innovative 
instruments are also necessary. Credit bonds will play an important role in 
improving underdeveloped areas and optimising supply. SME integrated 
bonds, private equity bonds and other financing instruments should be 
developed to broaden corporate financing channels. The proportion of 
short-term credit bonds should be controlled to avoid moving funds out of 
the real economy for profit-making from pure financial activities. Finally, 
institutions should be improved. The custody and settlement infrastructure 
of the bond market should be properly integrated with specific functions 
and its responsibilities clearly defined. Further, authorities should drive 
the unified and coordinated development of the interbank and exchange 
markets in a steady manner.

Building multilevel financial markets and introducing 
diversified financial products
The levels of financial markets and the variety of products should be 
enriched and an innovation-driven strategy adopted. Innovative financial 
market mechanisms, organisation, products and service models should 
be promoted and financial market depth and breadth expanded. Effort 
is required to build a financial market system with a rich variety of 
products, one that operates efficiently, embodies complete functions, is of 
considerable scale and adapts to a socialist market economy. Simultaneously, 
risk prevention must be undertaken in the process of financial innovation. 
The relationship among innovation, development and risk control needs 
to be well managed; innovations that seek to circumvent regulations or 
fail to serve economic development should be avoided.
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Part 3: China’s insurance industry: 
Rapid development and improvement 
of international status
China’s insurance industry has one of the longest histories of opening 
up to the outside world and is one of the fastest growing industries in 
China’s financial sector. Since 1980—due to extensive reforms, opening 
up and rapid economic development—the insurance industry has become 
much larger and stronger and has achieved extraordinary progress. 
This vigorous development has played an important role in protecting 
residents’ properties and lives, enriching their investments, expanding 
their financing channels and optimising the allocation of their financial 
resources. The industry’s international status has also improved. China’s 
premium income is highly ranked globally, and its insurance depth and 
density continue to grow, as does the international influence of China’s 
insurance regulations.

China’s insurance industry: A leap from ‘quantitative 
change’ to ‘qualitative change’
Since the resumption of insurance businesses in 1980, China’s insurance 
industry has made great advances, along with rapid economic and social 
development. It has made a number of achievements.

First, the asset scale of the insurance industry has continued to expand, 
and insurance density and depth have improved significantly. At the 
end of 2016, the total assets of China’s insurance industry reached 
CN¥15.12  trillion, approximately 23 times that in 2002 (see Figure 
2-18). In 2016, premium income reached CN¥3,096 trillion, 10 times 
that in 2002. In terms of premium income, China has become the world’s 
third-largest insurance market. In 2015, the national insurance density 
was CN¥1,770 per person, 7.4 times that in 2002. In 1980, the national 
insurance density was only CN¥0.47 per person. In 2015, insurance 
depth increased by 3.59 per cent, an increase of 1.07 percentage points 
over that in 2002 (see Figure 2-19). In 1980, the insurance depth was 
0.1 per cent.
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Figure 2-18: Total assets of China’s insurance industry and growth trend 
(2000–2016).
Source: Financial Stability Analysis Group of the PBC (2016) .

Figure 2-19: China’s insurance density and depth (2000–2015).
Source: Compiled based on data from Almanac of China’s Finance and Banking (2015) .
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Second, market participants continue to diversify. By the end of 2016, 
China had a total of 203 life insurance companies. Notably, only one 
existed immediately following the resumption of insurance businesses 
in 1980. Of these 203, 12 were insurance groups, 79 were property 
insurance companies, 77 were life insurance companies, 22 were insurance 
AMCs, nine were reinsurance companies and four were other types. Over 
almost 40 years of development, China’s insurance industry has formed 
a market structure based on fair competition and joint development. The 
industry encompasses various types of organisations and multiple types 
of ownership, including state-owned enterprises, joint-stock companies, 
policy companies (e.g. China Export and Credit Insurance Corporation), 
professional companies (in health, pensions, agriculture and automobile 
insurance) and foreign-funded insurance companies.

Third, indemnity and payments by insurance companies have grown 
rapidly.  In 2016, total indemnity and payments by Chinese insurance 
companies totalled CN¥1,051.289 billion, 10.5 times that in 2004 
(see  Figure 2-20). Loan guarantee insurance has helped SMEs and 
individuals obtain CN¥101.56 billion of credit in 2015. Further, 
short-term export  credit insurance has provided nearly US$390 billion 
(US$416.7 billion in 2016) in risk protection to 63,000 export enterprises 
(82,200 in 2016). The insurance industry also continues to play out 
its advantage in long-term investments. In 2015, insurance companies 
(with registered assets totalling CN¥1.3 trillion) initiated 499 plans to 
support programs related to debt and equity financing and investment 
projects. These plans have provided vital funding support to key national 
projects, including the rebuilding of ‘shantytowns’ and urbanisation.

Figure 2-20: Total insurance claim payments in China and growth trends 
(2004–2016).
Source: Financial Stability Analysis Group of the PBC (2016) .
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Fourth, returns on investments and operational efficiency have improved 
significantly (see Table 2-15). In 2015, the allocation of insurance funds 
changed considerably. The ratios of bank deposits and bond investments 
decreased by 5.3 per cent and 3.8 per cent respectively, while the proportion 
of securities and other investments (mainly alternative investments) 
increased by 4.1 per cent and 5 per cent respectively. In 2015, the total 
yield on insurance fund utilisation reached CN¥780.4 billion, an increase 
of 45.6 per cent per year. The average yield was 7.56 per cent, the highest 
since the 2008 GFC. The increase of this yield was mainly driven by 
investments in stocks.

Fifth, the reform of the insurance industry led to comprehensive 
breakthroughs. In recent years, entry and exit mechanisms have continued 
to improve. Comprehensive, professional, regional and group insurance 
institutions have been developing side by side. Between 2011 and 2015, 
eight insurance institutions were listed in China or abroad. Innovative 
forms of insurance companies, such as self-insurance, interactive 
insurance and online insurance firms, have emerged. A modern, unified, 
open, coordinated and vibrant market system has emerged. The market is 
playing a more decisive role in resource allocation. Notably, comprehensive 
market-oriented reforms have been introduced in relation to life insurance 
premium pricing, the management of clauses and the premium pricing 
of commercial auto insurance. Insurance fund utilisation reforms have 
also been extended, as the allocation of insurance funds has become 
more diversified.

China’s insurance industry began from nothing, but the sector has 
continued to expand and a market system has now been established. 
More importantly, behind the quantitative growth, the function, status 
and nature of China’s insurance industry have undergone—and continue 
to undergo—profound changes.

International status of China’s insurance industry
When China began to implement its reform and opening up policy, 
only one insurance company existed, the People’s Insurance Company 
of China. The insurance industry was small, almost negligible, and had 
a very low degree of marketisation. After almost 40 years of vigorous 
development, the international status of China’s insurance industry has 
improved significantly. The income China derives from premiums is one 
of the largest in the world, and China’s insurance depth and density have 
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also significantly improved. An international comparison reveals that 
the US, Japan and the UK represent the mature insurance markets and 
have led the world in terms of premium income. China, India, Brazil and 
Russia are typical emerging insurance markets.

Improvement in the international status of China’s insurance industry 
is observable in the following areas.

First, China’s premium income has grown rapidly. In 1995, China’s 
premium income was only US$7.4 billion, a sum 12 per cent of that 
of the US’s premium income of US$624 billion. By 2015, the sum had 
increased to US$38.65 million, making China the third ranked in the 
world and one of the fastest growing economies in terms of premium 
income. In 2015, China’s premium income was 29.3 per cent that of the 
US. This represents an increase of 17 percentage points since 1995. China’s 
share in global premium income also rose to 8.49 per cent in 2015.

Second, insurance density has increased significantly. In 1995, China’s 
insurance density was only US$6.1 per capita while the US’s insurance 
density was US$2,343 per capita (see Table 2-17). By 2015, China’s 
insurance density had reached US$280.7 per capita, a figure 6.8 per cent 
of that of the US and 45 per cent of the world average.

Third, China’s insurance depth has improved greatly. In 1995, China’s 
insurance depth was only 1 per cent, the lowest among many countries 
(see Table 2-16). By 2015, it had increased to 3.57 per cent. This figure 
was still significantly lower than that of Japan, the UK, the US and other 
developed countries (see Table 2-17); however, it also represents a great 
improvement to China’s 1995 insurance depth.

Fourth, the regulatory system continues to improve. An insurance system 
with Chinese characteristics has been established. Regulation of corporate 
governance has adopted a new quantitative assessment approach, leading 
the trend of international regulation. A second-generation regulatory 
system of insurance companies’ claims-paying ability has been established 
and has had significant effects on the development of the global insurance 
market and regulatory rules. Multilateral and bilateral international 
cooperation has also advanced. Notably, China was elected as the presiding 
chair of the Asian Forum of Insurance Regulators. China also led the 
passing of the ‘Colombo Declaration’ and has gained a much stronger 
voice in informing international insurance regulations.
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Table 2-16: Comparison of GDP, premium income and insurance density 
and depth across selected countries (1995)

Region/Country GDP (100 
million USD)

Premium 
income 

(US$100 
million)

Insurance density 
(per capita 

premiums, USD)

Insurance depth 
(premiums/

GDP, %)

China (mainland) 7,345 74 6 .1 1 .00

US 76,641 6,240 2,343 .3 8 .14

Japan 54,491 6,373 5,080 .2 11 .69

Germany 25,916 1,551 1,898 .3 5 .98

France 16,099 1,316 2,210 .8 8 .18

The netherlands 4,465 353 2,281 .8 7 .90

South Korea 5,593 600 1,330 .3 10 .73

Mexico 3,438 37 39 .3 1 .08

India 3,666 60 6 .3 1 .64

note: China’s data excludes data of Hong Kong, Macau and Taiwan .
Source: Insurance density and depth calculated based on GDP and population data from 
the World Bank and premium income data from Swiss Reinsurance Company Sigma (1998) .

Table 2-17: Comparison of GDP, premium income and insurance density 
and depth across major economies (2015)

Region/
Country

GDP 
(US$100 
million)

Premium 
income 

(US$100 
million)

Rank Insurance density 
(per capita 

premiums, USD)

Insurance depth 
(premiums/

GDP, %)

Global 730,497 4,553,785 - 621 .2 6 .23

US 180,899 1,316,271 1 4,095 .8 7 .28

China 
(mainland)

108,114 386,500 3 280 .7 3 .57

Japan 41,561 449,707 2 3,553 .8 10 .82

Germany 33,543 213,263 6 2,562 .5 6 .24

UK 28,491 320,176 4 4,358 .5 9 .97

France 24,228 230,545 5 3,392 .0 9 .29

India 20,868 71,776 12 54 .7 3 .44

Italy 18,147 165,037 7 2,580 .5 8 .68

Brazil 17,723 69,091 14 332 .1 3 .90

Korea 13,452 153,620 8 3,034 .2 11 .42

Russia 12,364 16,801 31 117 .1 1 .41

note: China’s data excludes data of Hong Kong, Macau and Taiwan .
Source: Swiss Reinsurance Company Sigma (2016) .
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Problems with the development of China’s 
insurance industry

The development mode is still extensive and the insurance 
industry is large, but not strong
After nearly 40 years of development, China can be described as an 
insurance giant, but still not an insurance power. Mainland China’s 
premium income ranks third in the world (following the US and Japan). 
However, the measure of a country’s insurance industry development 
is not its scale, but its depth (premium income divided by GDP) and 
density (premium income divided by total population). In 2015, China 
ranked 40th and 63rd in terms of these two indicators respectively, both 
below the world average.

A large gap still exists between China’s insurance industry and those of 
developed countries. First, China’s insurance coverage remains limited. 
Many properties in China are not insured. For example, more than 70 per 
cent of Chinese property insurance covers automobiles. Office buildings 
and other valuable types of property are less likely to be insured. Similarly, 
liability insurance is also uncommon. On average, residents in developed 
countries have more than one life insurance policy per person. In China, 
life insurance coverage per capita is 0.2. Second, catastrophes are not 
adequately insured against. Chinese people rarely see the necessity of 
insurance. Consequently, in the event of earthquakes, floods and other 
catastrophes, they receive very small amounts of compensation. Third, 
a wide variety of insurance products exists, but these products are largely 
homogenous. Fourth, the pricing of insurance products is generally too 
high. However, in recent years, the CIRC has sought to drive the market-
oriented pricing of premiums and, consequently, prices have become 
more reasonable.

The foundation and environment of China’s insurance industry 
development have undergone profound changes. However, the industry 
has retained an extensive development mode. Overall, competition in the 
industry still focuses on business scale and market share. Most companies 
emphasise expanding scales and establishing more branches, but ignore 
internal management issues and product and service innovation. Some 
companies blindly pursue expansion and market share and do not 
consider the cost effectiveness or legality of their behaviours. This extensive 
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development mode cannot meet the demands of China’s increasingly 
young and well-educated consumer groups. It could even harm the 
interests of consumers and lose their trust.

The ‘13th Five-Year Plan for Insurance Industry Development of the 
People’s Republic of China’ issued in 2016 stated that effort needs to 
be made ‘to develop China from an insurance giant to an insurance 
power’. Specifically, the objectives were for China’s national insurance 
premium income to reach CN¥4.5 trillion with an insurance depth of 
5 per cent, an insurance density of CN¥3,500 per person and total assets 
of around CN¥25 trillion by 2020. These objectives were to be achieved 
by unremitting efforts, but they only represent short-term targets. Long-
term effort will be required if China is to become an insurance power.

The risk prevention function of insurance is still weak
Non-life insurance can only hedge against risks, but life insurance can also 
be an investment instrument. Normally, life insurance products should 
have a clear risk hedging feature. However, this feature has been weakened 
in some products that largely serve as investment instruments. The 
premium income of China’s life insurance companies was CN¥2,169.281 
billion in 2016. This represents an annual increase of 36.78 per cent. 
Clients’ investment funds and the incremental funds of their independent 
accounts that are not included in insurance contracts reached 
CN¥1,279.913 billion. This represents an annual increase of 53.86 per 
cent, much higher than the growth of the premium income of China’s life 
insurance companies. The data indicate that the investment functions of 
life insurance products were magnified, but the risk protection function 
was weakened. Some life insurance products were essentially investment 
instruments, but had very few risk protection functions.

Compared with other financial products, the advantages of life insurance 
products lie in their risk protection function and long-term features. This 
protection function is not offered by other financial products and the long-
term nature can smooth the effect of economic cycles for secure returns. 
When a life insurance product loses its insurance function and changes 
into a pure investment instrument (so that, in essence, it is no longer an 
insurance product), it is prone to liquidity risk and likely to cause turmoil 
in the market. Insurance is essentially a loss-sharing mechanism and must 
perform a risk prevention function.
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In 2016, the CIRC issued the ‘Notice on the Issues Concerning the 
Standardization of Short- and Medium-Term Life Insurance Products’, 
‘Notice on Further Improving the Actuarial System of Life Insurance’ and 
‘Notice on Strengthening the Regulation of Life Insurance Products’. All 
of these sought to limit the scale of short- and medium-term insurance 
products, strengthen the protection function of insurance products and 
guide the industry to fulfil its risk protection responsibilities.

The interests of the insured are not sufficiently protected
There are two ways to maximise an insurance company’s profitability. The 
first is to increase the underwriting profit. To this end, it is necessary to 
expand underwriting, charge higher premiums and reduce the loss ratio. 
The second is to increase investment profits. To this end, it is necessary to 
expand the scale of assets and raise the return on investments. Induced by 
profits, insurance companies may expand underwriting, increase premium 
rates, delay indemnity or invest in high-risk projects. Such actions can be 
deceptive and misleading. Legally, insurance companies and insurance 
consumers enter contractual relations with equal status. However, in 
reality, insurance consumers are in a weaker position. Insurance companies 
decide in advance on the clauses and premium rates that insurance 
consumers must accept. Insurance companies possess expertise, while 
insurance consumers generally know very little about insurance. Insurance 
companies have solid foundations and professional legal teams, while 
consumers can generally only afford limited legal assistance once involved 
in disputes with insurance companies. The CIRC should follow the law 
and operate according to the principles of openness and impartiality 
when implementing regulations, supervising the insurance industry and 
maintaining market order. Insurance regulations are intended to protect 
the lawful rights and interests of the applicants, insured and beneficiaries.

Progress has been made in opening the market, but 
openness is still at a low level
The openness stipulated under the insurance industry’s market access 
policy  is relatively high among financial industries and allows the 
establishment of wholly foreign-owned insurance companies, foreign 
insurance company branches and joint-venture insurance companies. 
However, the actual degree of openness is low. There is only one foreign-
owned insurance company in China (AIA Group). Foreign investors are 
allowed to own a maximum of 50 per cent of joint-venture insurance 
companies. At the end of 2016, foreign insurance companies from 
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16 countries and regions had established 57 companies in China, 31 per 
cent of the total number of insurance companies in China. Of these, 22 
were property insurance companies (27 per cent of the total property 
insurance companies in China), 28 were life insurance companies 
(36 per cent of the total life insurance companies in China), six were 
reinsurance companies and one was an asset management company. 
Simultaneously, the number of province-level branches of joint-venture 
insurance companies reached 304. As of July 2017, the total assets of 
foreign insurance companies reached CN¥1,002.25 billion. This figure 
was only CN¥3 billion when China first entered the World Trade 
Organization (WTO) in 2001. The market share held by foreign insurance 
companies has increased in recent years, but remains low. The proportion 
of premium income of foreign insurance companies has increased from 
below 1 per cent when China entered the WTO in 2001, to 5.19 per cent 
by the end of 2016. The proportion of assets held by foreign insurance 
companies has increased from 4.4 per cent in 2006 to 6.1 per cent in July 
2017 (see Figure 2-21).

Figure 2-21: Share of insurance assets held by foreign insurance 
companies in China (%).
Source: Wind (2017) and CIRC (2017) .
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Regulation of China’s insurance industry
Currently, laws relating to the insurance industry are inadequate, and 
companies have weak internal controls. Further, both information 
and  infrastructure are lacking. In light of these problems, China has 
adopted a regulatory approach that emphasises the regulation of both 
market behaviours and the claims-paying ability of insurance companies.

Regulation of insurance institutions
To regulate insurance institutions, reviews of applicant companies’ 
qualifications are undertaken and the market behaviours of insurance 
companies are monitored. Currently, China is enforcing a strict approval 
system to manage market access. Requirements for capital adequacy and 
management qualifications are strictly adhered to when issuing licences. 
However, as current mechanisms rely on off-site supervision, it is difficult 
to ensure the integrity of insurance institutions. Consequently, the 
ongoing supervision of market behaviours is weak.

Regulation of insurance policies and premium rates
Under a strict regulatory model, all policy terms must be examined and 
approved. Currently, the internal control systems of insurance companies 
are imperfect and the ability of insurance companies to design policies is 
limited, as is the public’s knowledge of insurance products. If regulations 
were relaxed, insurance companies could compete on premium rates, 
distort premium pricing and introduce risks to the market. Thus, it is 
necessary to implement an approval system in relation to insurance policy 
terms and premium rates. Specifically, the CIRC should formulate the 
basic clauses and premium rates for major types of insurance, while non-
basic clauses and the premium rates for non-major types of insurance 
should be set by insurance companies and registered with the CIRC.

Regulation of insurance companies’ claim-paying ability
Claim-paying ability refers to the ability of an insurer to fulfil its 
contractual agreement with an insured person or body and provide 
economic compensation. It is the key ability of an insurance company. 
Thus, it has also been subject to regulation in China. As part of 
a  developing trend in international regulations, an increasing number 
of countries have adopted (or are close to adopting) a regulatory model 
centred on insurance companies’ claim-paying ability. Currently, China 
uses a minimum claim-paying ability rule. Whether the CIRC intervenes 
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is determined by the variance between the actual claim-paying ability of 
the insurance company and the established standard. Compliance with 
this regulation is considered in relation to a number of major financial 
indicators (e.g.  capital adequacy, contribution of a security deposit, 
contribution to an insurance security fund, contingency reserves and the 
use of funds). All these indicators affect an insurance company’s claim-
paying ability, which is not a static factor, but one in constant flux.

Regulation of the use of insurance funds
In response to financial innovation and increases in market competition, 
the  insurance industry now undertakes both underwriting and  the 
investment of insurance funds in their operations. Previously, 
the  insurance industry relied on underwriting alone. However, the 
investment of insurance funds has become an important pillar of insurance 
companies’ business. Insurance fund investments are regulated in relation 
to their source and use. Further, quotas are imposed on the amounts that 
can be invested to ensure the stability and security of investment income, 
strengthen insurance companies’ claim-paying abilities and protect the 
interests of the insured.

The active use of insurance funds in China began from nothing. Currently, 
regulations in this area are still lacking and investment returns are low. It is 
difficult for insurance companies to cover losses from their underwriting 
businesses with their investment incomes. The regulations largely seek to 
limit the areas in which funds can be invested and the proportion of funds 
that can be invested (see Table 2-18).

Table 2-18: Restrictions on the investment of insurance funds in stocks 
and real estate (%)

Country Government 
bond

Corporate 
bond

Stock Loan Real 
estate

Overseas 
investment

US n/A n/A 20 20 25 10

UK n/A n/A n/A n/A n/A n/A

Japan n/A n/A 30 n/A 20 30

China n/A 30 10 0 5 15

Source: Financial Stability Analysis Group of the PBC (2016) .
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Future development directions of China’s 
insurance industry
According to the ‘13th Five-Year Plan for Insurance Industry Development 
of the People’s Republic of China’, in the next few years, the basic principles 
of reform and development will be to liberalise thinking, introduce more 
initiatives, focus work on key areas, improve reform effectiveness, give 
full play to institutional advantages, promote structural adjustments and 
transform the industry’s development mode. To achieve these, China 
should affect the following:

1. Perfect the modern insurance market system. Reform of the market 
access mechanism must be pursued. An upgrade of the market 
participant structure, business structure and regional layout should 
also be promoted. Additionally, the insurance market system should 
be able to support the real economy and be compatible with financial 
innovations.

2. Further insurance company reforms. Development of a modern 
insurance enterprise system should be accelerated. Investments in 
insurance companies by qualified state-owned capital, private capital 
and foreign capital should be supported, and the diversification of 
capital and equity should be encouraged. Additionally, the mixed 
ownership reform of insurance companies should be promoted.

3. Accelerate development of the reinsurance market. Steps should 
be taken to improve the reinsurance market system, moderately 
increase market participants, develop regional centres for reinsurance 
businesses and increase China’s voice and pricing power in the global 
reinsurance market.

4. Steadily advance development of the intermediary agencies. 
A multilevel, multicomponent and multiform insurance intermediary 
service system should be established. Intermediary agencies with 
unique professional strengths—agencies that are internationally 
competitive—should be fostered. Small and micro, community, brick-
and-mortar insurance agencies should also be established. Diversified 
insurance sales and the development of an independent individual 
agent system should also be encouraged.
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5. Comprehensively drive the market-oriented pricing of insurance 
premiums. A comprehensive reform of the clause and premium rate 
management system for commercial vehicle insurance should be 
promoted. This should establish a pricing mechanism with a pure 
industry risk premium as its basis, and in which additional premium 
rates and adjustment factors are decided by companies.
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