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The Rise of Shadow Banking in China

China's banking system has suffered significant losses over the past two years, which has raised concerns about the health of

China's financial industry. Such losses are perhaps not all that surprising. Commercial banks have been increasing their risk-taking

activities in the form of shadow lending. See, for example, here, here, and here for some discussion of the evolution of China's

shadow banking system.

The increase in risk taking by banks has occurred despite a rapid decline in money growth since 2009 and the People's Bank of

China's efforts to limit credit expansions to real estate and other industries that appear to be over capacity.

One area of expanded activity has been investment in asset-backed "securities" by China's large non-state banks. This investment

has created potentially significant risks to the balance sheets of these institutions (see the charts below). Using the micro-

transaction-based data on shadow entrusted loans, Chen, Ren, and Zha (2016) have provided theoretical and empirical insights into

this important issue (see also this Vox article that summarizes the paper).

Recent regulatory reforms in China have taken a positive step to try to limit such risk-taking behavior, although the success of these

efforts remains to be seen. An even more challenging task lies ahead for designing a comprehensive and sustainable

macroprudential framework to support the healthy functioning of China's traditional and shadow banking industries.

(enlarge)

https://www.atlantafed.org/
https://www.atlantafed.org/
https://www.atlantafed.org/blogs/macroblog
https://www.atlantafed.org/blogs/macroblog
http://www.brookings.edu/~/media/research/files/papers/2015/04/01-shadow-banking-china-primer/shadow_banking_china_elliott_kroeber_yu.pdf
http://www.brookings.edu/~/media/research/files/papers/2015/04/01-shadow-banking-china-primer/shadow_banking_china_elliott_kroeber_yu.pdf
http://www8.gsb.columbia.edu/chazen/globalinsights/sites/globalinsights/files/Shadow%20Banking%20in%20China_Chazen%20Institute.pdf
http://www8.gsb.columbia.edu/chazen/globalinsights/sites/globalinsights/files/Shadow%20Banking%20in%20China_Chazen%20Institute.pdf
http://thediplomat.com/2015/11/the-rise-and-fall-of-shadow-banking-in-china/
http://thediplomat.com/2015/11/the-rise-and-fall-of-shadow-banking-in-china/
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0ahUKEwiowdeHifvLAhXLQSYKHUueDq4QFggiMAE&url=https%3A%2F%2Fwww.frbatlanta.org%2F~%2Fmedia%2FDocuments%2Fresearch%2Fseminars%2F2016%2Fzha-011316.pdf&usg=AFQjCNHD7PQVgCYvzJQBEoJMYiKB4Kh8PA&sig2=0X0enEVO4XDnfmkwcUG04w&cad=rja
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0ahUKEwiowdeHifvLAhXLQSYKHUueDq4QFggiMAE&url=https%3A%2F%2Fwww.frbatlanta.org%2F~%2Fmedia%2FDocuments%2Fresearch%2Fseminars%2F2016%2Fzha-011316.pdf&usg=AFQjCNHD7PQVgCYvzJQBEoJMYiKB4Kh8PA&sig2=0X0enEVO4XDnfmkwcUG04w&cad=rja
http://www.voxeu.org/article/causes-and-consequences-china-s-shadow-banking
http://www.voxeu.org/article/causes-and-consequences-china-s-shadow-banking
http://www.bloomberg.com/news/articles/2016-02-24/china-shadow-banking-dodges-crackdown-as-funds-take-trusts-role
http://www.bloomberg.com/news/articles/2016-02-24/china-shadow-banking-dodges-crackdown-as-funds-take-trusts-role
https://www.atlantafed.org/-/media/Images/blogs/macroblog/2016/04/11/6a00d8341c834f53ef01b7c8317cbb970b.ashx
https://www.atlantafed.org/-/media/Images/blogs/macroblog/2016/04/11/6a00d8341c834f53ef01b7c8317cbb970b.ashx
https://www.atlantafed.org/-/media/Images/blogs/macroblog/2016/04/11/6a00d8341c834f53ef01b7c8317cbb970b.ashx
https://www.atlantafed.org/-/media/Images/blogs/macroblog/2016/04/11/6a00d8341c834f53ef01b7c8317cbb970b.ashx
https://www.atlantafed.org/-/media/Images/blogs/macroblog/2016/04/11/6a00d8341c834f53ef01b7c8317cbb970b.ashx
https://www.atlantafed.org/-/media/Images/blogs/macroblog/2016/04/11/6a00d8341c834f53ef01b7c8317cbb970b.ashx


By Tao Zha, executive director, Center for Quantitative Economic Research, in the Atlanta Fed's research department

April 11, 2016  in  Asia, Banking, Regulation  |  Permalink

https://www.frbatlanta.org/research/economists/zha-tao.aspx?d=1&s=blogmb
https://www.frbatlanta.org/research/economists/zha-tao.aspx?d=1&s=blogmb
https://www.atlantafed.org/blogs/macroblog/?tagid=1f1432b9-38ff-4d8d-bc15-a96ba694534d
https://www.atlantafed.org/blogs/macroblog/?tagid=1f1432b9-38ff-4d8d-bc15-a96ba694534d
https://www.atlantafed.org/blogs/macroblog/?tagid=dc41c9c5-7152-4bcc-a525-6aa23a58b5cd
https://www.atlantafed.org/blogs/macroblog/?tagid=dc41c9c5-7152-4bcc-a525-6aa23a58b5cd
https://www.atlantafed.org/blogs/macroblog/?tagid=ae26c687-a7fd-48f9-9533-dbdf347fa26e
https://www.atlantafed.org/blogs/macroblog/?tagid=ae26c687-a7fd-48f9-9533-dbdf347fa26e
https://www.atlantafed.org/blogs/macroblog/2016/04/11/the-rise-of-shadow-banking-in-china
https://www.atlantafed.org/blogs/macroblog/2016/04/11/the-rise-of-shadow-banking-in-china

