New Features and New Risks'of Global
Banking | ndustry and Development of

China's Bankingindustry

/// N\
(~ 4
(
\ >

Dr. Zong Liang, DGM of the Strategic
Development Department of Bank of China

October 17, 2008
Shangri-La Hotel, Beijing



t:i, yais

Py 2had {50 a0 T
AR 1 T 1 B PR LU A
T\

—— Overdl trend

@test development of
@ global banking industry

— Pattern evolution

—— Emerging risks
—— Integration

e Current statusof China’s
banking industry

e Next step to sustain the
development trend



> Overdl trend

Rapid growth of banking industry’stotal assets
& evident increase of ratio against GDP
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v Total assets of Top 1000 banks recorded an rage growth rate of
13.2% in the new century

v As of the end of 2007, total assets of To| 00 were
USD90.3 trillion, with the ratio against ncreasing from
101% in 1990 to 166%.

v Rapid growth of total assetsint

banking ingtitutions.
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v In 2007, profits before tax of the Top 1000 banks hit USD780.8
billion.

v ROE of the Top 1000 banks averaged 18.3% from 2000 to 2007, in
contrast to ROE of 13.1% in the 1990s.

v Rapid growth of real economy is the most important reason for the
brilliant performance of the banking industry in the new century,
while decline of the cost-to-income ratio also played an essentia part.
v The sub-prime crisisin 2007 exerted a negative impact on
operations of the global banking industry.




L atest development of global banking industry
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> Pattern evolution

L ar ge capital scale of European banking industry
& therise of emerging markets

I Ll t )

<\/ \\\ -

Profitability of thebanking industry kept booming in
USand U in Japan and Germany, and

<\’ improved in China
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v' Banks in Europe, US and Japan used to dominéte the globial market
before the 21t century.

v' The banking industry of Europe has maint neo\/ktrong growth
momentum since 2000, and EU27 occupied 429 0f the primary
assets of Top 1000 banksin 2007. -

v" Banks of emerging markets rose up quickly after 2000, and banks
of BRICs exceeded that of Japan forthefirst timein terms of ratio of
primary capita intotal of Top 1000-banksin 2007.

v' Generally speaking, the'global bahking industry’s pattern has
become moreal anced sincethe 21st century.
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v Seen from profitability, the global banking industry is becoming
increasingly diversified.

v" US and UK maintained good profitability, Japan and Germany
delivered average performance, while China witnessed rapid growth
in the 21st century.

v" The sub-prime crisis put the most severe impact on the profitability
of US banking industry in 2007, reducing its ratio of profits before
tax in that of Top 1000 banks.

v" The sub-prime crisis will further boost diversification of the pattern
of global banking industry.




L atest development of global banking industry

» Emerging risks

Financial innovation developed over fast, and
capital/asset ratio of banking industry declined
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v Over rapid development of the global banking;industry in the 21st
century brought about significant hazards.

v Financial innovation posted over fast devel opment; e.g. nominal
value of OTC financia derivatives on global market was only

USD100 trillion in 2000 and grew to nearly, USD600 trillion as of
2007.

v" Banking regulation was strehgthened with the launch of new
standards under Basel Accord,but/the capital/asset ratio of global
banking industry continued to-decline.

v Financial innoyvation exposedits feature of a“double-edged sword”.
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Hugerisk exposur, b-prime crisis enhanced the

mar rriesabout prospect
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v The US sub-prime crisis brought about huge | osses to the global
banking industry.
v" As of September 2008, the asset written down in the global

banking industry was USD521.3 billion, and capitals of USD369.4
billion were injected to cope with the sub-prime crisis.

v According to IMF, the losses resulted from the sub-prime crisisin

the banking industry will further increase and is expected to exceed
USD1 trillion.

v' The future development momentum of the global banking industry
remains unclear.
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> Integration

Industrial structurefurther integrates amidst
bankruptciesand M& As
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v Theindustrial integration intensified in the eor{tex\obeconomlc
recession and financial crisis.

v' Large banks such as Citigroup and UBS sorted out their balance
sheets and span off the non-core opefations.

v The financial ingtitutions represented by'Northern Rock and
Lehman were either nationalized or acquired or went bankrupt.

v Significant changes will continue to-take place in the future global
banking industry.
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Blueprint of US
financial regulation
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v The US plans to establish a blueprint of financia regulation to
reconstruct the regulatory system.

v The regulators of main developed economies created various ways
to rescue the market, including liquidity injection, playing the role of
lender of last resort and direct takeover, etc.

v" The US government established a USD700 billion bill to rescue the
market and other countries expressed willingness to support their
actions with an aim to cope with the “ once-in-a-century” crisis.

v" The future development of the global banking industry isfull of
uncertainties.
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» Strength

Rich interest margin & steady growth of earnings

opi

tion & adequate capital
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v' China’s banking industry posted sharpin
past five years. ,

v Wideinterest margin provided a sound conditionfor sustainable
growth of the banking industry; %m\ dev opment of the

financial market boosted the incr 0 non*lhterest income.

v'In H1 2008, China’s banking'il industry. achieved rapid devel opment
against the wi despread depress on'in thg global banking industry.

v" With the rapid gro%(f; of macfo ecohomy, China’s banking
industry will conti ntie detiver sound performance in the future.

v" Development of China’s banking industry has became increasingly
prudent in the past five years.

v’ Capital adequacy ratio continued to rise, the asset quality improved,
and the provisioning coverage ratio expanded.

v" In H1 2008, the banking industry’ s NPL ratio dropped to 6.5%;

and 175 banks met the required capital adequacy ratio. The
proportion of qualified assets increased to 81.3%.

v" Sound development prevented China’s banking industry from
being severdly affected by external impacts.
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Current status of China’s banking industry
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» Weakness
Limited produ ,unbalanced income structure
Small scale & insufficient over seas expansion
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. — W v The products of China’s banking industry remains scarce.
v The asset scale of China's banking indusiry ins small. v’ The banking industry highly depends on traditional credit and
v' Ching’slargest bank in terms of : only the 19t settlement businesses, and innovation of capital market tools shall be
place among the Top 1000 banks in 2008 strengthened.
v Asareflection of the small asset &cz ce of “Going Global” v’ Fee-based businesses devel oped fast since 2007; but the proportion
needs to be accelerated and the oversea éts account for less than of non-interest income in China’s banking industry remains under
5% of total in China’s bankingi . 20% up to now, indicating a huge gap from the international large
v With full globalization of Chifid' s .economy and trade, the banking banks.
industry is expectedto.y her Overseas expansi on. v China’ s banking industry calls for in-depth transformation and
product innovation.
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» Opportunity

Extensive market & sub-primecrisis Reform and cgq’\}(@ﬁ & comprehensive operation

T IR N I T, LR Intereﬂ/ﬁte?rm&k@/zanon Open-up of capital account

P s mmamt %{@@mawy » More volatile exchange rate
l. | L n
L2 I

B - .. - ." — & réy?eld for depositors > Linkage of domestic and
i overseas markets
I L an - n
y = e — >'More reasonable fund costs > Higher regulatory
' ot s requirements
. ' 1 e D > Less distortion of banking > Increased demand for banking
" u u t \ S S A wstern products
= A
- . l\k/l\\\{

v China’s banking industry is faced with na@p?)o?tug es. — _ ——
v" As the domestic economy may sustain annual growth rate of 8-9% v Chi naW!II contl.nue to reformits flngnual Sy stem _
in the next 10 years, China’s banking marketis likely to top the world. v’ Product innovation and comprehensive operation of the banking
v With the increasingly close economic and trade connection industry has spacious room for further development.
between China and the Asia-Pacific, the mostbooming areain the v The banking industry will continue its expansion through
next 10 years, thereis plenty of room for China’s banking industry to restructuring on the domestic market and public offering.
make global presence. / , o , v’ The sub-prime crisis left China’s banking industry a precious
v" The sub-prime crisis asoprovided/China’s banking industry with |esson to avert the same mistake.
the opportunity to efter.the developed markets.
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» Threat
Economic cycles & sub-primecrisis Transfor ‘k@) economy and management
T e EE— Ov. A of China's Financial Institutions
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@S‘ ound mainly took place in Hong
Kong and Macao
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v China's economic growth slowed down a Pﬁg\y\/\*@ cyclical » HK and Macao Other countries or regions
correction of global economy.

v Economic transformation is onward in China.
v The US sub-prime crisis has not yet hit the b@ttom China's

banking industry will be affected through the demand channels of real gng Poe ﬁ?gﬂge%ma?]tgoﬂgﬁr&%ﬁﬁg gz)er?&é?gj?}ne;ﬂdairﬁae\ﬁiggw low
" Ching's benking nsituons eve hever parincsd schatuge | | T Winpansandhroes o
economic and financial crisis,andshall keep a prudent and proactive r‘T/]e%mP rﬁ: berking indusiry iSundergoing transformation in the
?tm?;ljg?;dzg attention to.the cHallenges from real estate market v’ The transformation from traditional banking businesses to new
and export-oriént od Sectors, businesses, from separate operation to integrated operation and from

domestic orientation to focus on both domestic and overseas
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@global banking industry

e Current statusof China’'s
banking industry

e Next step to sustain the
development trend

—— Open-up
—— Cooperation
—— Innovation

—— Control




Next step to sustain the development trend

» Resolutely keep to the principle of open-up

Introduce: management experience, productsand
technologies
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Go abroad: tindustrial enterprises and

ersify risks

v’ China’s banking industry calls for introduction.

v Management experience: including human resource
management, risk management, business line management and
other advanced experiences.

v' Products: products for high-end customers, products linked
to the financial market and products diversifying risks.

v Technologies: IT technology, service support, and etc.

» Give top priority to cooperation
Cooperation between banks and real economy

\/I %2\: na"s banking industry shall accelerate the pace of “going
global”.

¥/ Support more industrial enterprises to go abroad and support
financial markets to realize bilateral open-up.

v.Exploit more overseas markets and diversify operation risks
with.diversified growth pattern.

¥, Cooperate with overseas financial institutions to make better
Use of domestic funds.

Cooperation between banks and securities and
insurance companies

v" Banks shall support the growth of real ecenomy:.

v The US sub-prime crisis shows that devetopment of financial
industry must be based on rea economy’and thatitinvolves
great risk developing finance on the basis ef finance.

v Banks must adapt to the changes in the structure of real
economy and support real economy-with more products and
services.

v Banks shall keep aware of their social responsibilities and
strive to build “ green banks”.
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v It is necessary for banks to cooperate with other financial
sectors.

v" On the one hand, the demand for financial servicesis
becoming increasingly diversified, ranging from financing to
investment and to insurance; on the other hand, the securities
and insurance sector iswilling to cooperate with banks.

v" It may achieve the economy of scales and synergetic effect
combining the demands for various financial services and
providing a package of financial services.

v Comprehensive operation is an inevitable trend in the future.




Next step to sustain the development trend

» Deem innovation the driving force

Asthedriving forcefor success, innovation shall not
be denied because of the crisis
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ervner_lt, systems, products and
services

v Financial innovation is a double-edged sword.

v Innovation is always the driving force for the past, current
and future development of the banking industry. Financial
innovation built the continual financial advantages of Europe
and US economy.

v’ Financial innovation also created technical bubbles and real
estate bubbles, gave rise to evident fluctuations in the process
of economic and financial development. However, financial
ing(ovation shall not be denied because of the aforementioned
risks.

v China’s banking industry needs moreinnovation.

¥ Thereisplenty of room for innovation in terms of corporate
governance andinstitutional construction so asto further
Hprove operating efficiency.

v Thereis substantial room for innovation in terms of
financial products and service approachesin order to change
the unitary financial market structure and better support
economic development.

» Guarantee realization of goal by risk>control

Banks shall timely update their r@w@?@é‘(wt

v Risk management of banks must adapt to the devel opment of
financia innovation.
v’ Ensure that financial innovation isunderstood by banks.

v' Ensure that financial innovation is.made based on the needs
for development of real economy-and the customer demands.

v Ensure that risks of financia innovation are under control of
banks.
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Banking regulation shall be strengthened

v' Banking regulation must adapt to the development of
financial innovation.

v' Ensure that banks have adequate capitals to cover the
innovation risks.

v' Ensure that banks disclose adequate information about
innovation businesses.

v Ensure that innovative businesses of banks meet the various
regulatory standards.




» Up to H12008, BOC has made fast and sound growth

Fast Growth
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» Delivering Growth and Excellenc
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institutions in Hong Kong, “ .
and regions with 22 OO

Yaiets

EANE OF CHINA

L 20k B B i i

W L R L U L, LA

Sound Asset

MPL rali=

=i

_— e e el o g

Delivering growth and excellence, Aiming to be
leading global bank

v" To be the most internationalised bank in China
v To be the strongest global bank in Asia-Pacific Region

v To be the biggest international settlement and trade
financing bank of the world
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