Impact and Inspiration of Financial Crisis on China’s Banking Industry
Distinguished Guests, Ladies and Gentlemen, Good morning!
It’s my pleasure to present myself in The 3rd China-India Financial Development Summit Forum. First of all, please allow me to express our heartfelt thanks to the host on behalf of Bank of Communications and wish the forum a complete success. 
As big developing countries, China and India are both facing numerous same or similar problems and challenges. Strengthening communications of banking industry between two countries, especially opening up a deep discussion about the impact of this financial crisis on banking industry, can not only enjoy mutual experience and lessons of financial development, but also boost both countries to better cope with financial crisis and enhance financial development level. Now, under the forum theme of “Challenges and opportunities faced by China-India banking industry”, I’d like to express some opinions upon impact and inspiration of financial crisis on China’s banking industry. 
The financial crisis stemmed from America has greatly afflicted the global economy and financial development, which are filled with pessimistic and negative emotion for a period of time. China and India, as the gigantic economic entity in the world, certainly can not avoid being affected by the global financial crisis. Of course, we must calmly analyze the impact of the crisis, summarize the experience, learn the lessons, take it easy to respond and meanwhile catch the opportunity of further development. It represents a useful effort on Chinese and Indian banking industry to analyze and realize the internal rule of the financial crisis and impact and inspiration on economic society 
  I. The financial crisis has a certain historic inevitability. 
The development of everything combines progress and setback. That is to say, the general trend of development is moving forward, but the road of development is full of twists and turns. I think, development in tune with economic law can boost the development of society, while development against economic law will definitely bring about severe disaster to the whole society, so will development of the human society and development of China’s and even global financial industry. In retrospect, from debt crisis in Latin America in 1980s, Asian financial crisis in 1990s, network stock bubble in 21st century, to present financial tsunami triggered by subprime mortgage crisis, the crises always burst out with prosperity of economic cycle and meanwhile trigger economic recession. Declining in a period of great prosperity and moving in cycles is the historic law. 
It is generally assumed that current financial crisis resulted from America’s “consumption by overdraft”, “absence of regulation”, “false monetary policy of Federal Reserve” and malpractice existing in international financial system, etc. However, we might as well dig deep and find out regular root by seeing through the appearance. We found that in the past several years, financial innovation, especially the development of assets securitization market, enabled commercial finance institution to spread risks and meanwhile expand business through various tools and products. Some finance institution shifts its model from “initiating and holding” to “initiating and distributing”, then to “redistributing”, and regards “initiating” as its own core competitiveness. The shift in business model can greatly boost financial innovation in a certain period and speed the increase of credit supply. However, the business model is at the cost of sacrificing transparency while spreading it own so-called risks. The reason is that it is difficult for transacting parties to identify who is the final risk undertaker. And the more crucial is that defects exist in the issuing party itself. 
In my opinion, the current crisis originating from America’s real estate market is an extensive, profound, unprecedented, global and systematic financial crisis. “Global” means it wasn’t restricted in America from the very beginning and it spread in each corner of global financial market in very short period, although it was stemmed from America. “Systematic” means, after the outbreak of the crisis, severe problems have emerged in all the main financial fields, finance institution went bankrupt and real economy suffered successively or simultaneously. I think, the basic reason why the crisis is spreading so rapidly and becoming so detrimental is that the internal driving factors of economic and financial development are wrong itself. But due to its strong concealment, the factors are very difficult to be identified during accumulative process; therefore, they can not be effectively digested and controlled, which continuously accumulates the energy leading to crisis, finally global and systematic severe impact comes into being. 
The emergence of the crisis was due to overexpansion of human greed and desire. It enabled financial development to violate objective law of economic development and surpass the limits of the entity economic strength. Finally, risks accumulated so much that substantive changes happened. Afterwards, the crisis was spreading rapidly in the world, it was because various contradiction and factors were connecting and affecting mutually under the economic globalization, and risk impact has doubled and redoubled. Therefore, in essence, the emergence of the crisis has a certain historic inevitability. 
II. Correctly understanding and grasping principles is guide line of safe and stable bank operation
Safe and stable operation of business bank is required to conform to the objective laws of economic development and operating management. Understanding and grasping principles can avoid taking stopgap measures based on superficial understanding towards things and can help us understand the essence of things by seeing through the appearance. Only upon real understanding and grasping of the internal development principles can banking industry acquire long-term, sustainable and healthy development.  
i. Correctly understand and grasp the principle of macro-prudential regulation 
In this crisis stemmed from America, loosening and even lack of regulation pushed America’s financial liberalization development to the extreme. The balance between regulatory bodies and enterprise self-discipline has a serious deviation; finally, the outcome beyond retrieval is caused. On the contrary, in China, impact of the crisis on banking industry is very limited, which has something to do with the openness extent of China’s capital account and the involvement extent in international market of banking industry. And the most important, it is owing to persistent prudent regulatory policy of China’s regulatory body to financial industry, and decisive and powerful measures taken at the very beginning of the crisis outbreak. According to international lessons and China’s experience, countries around the world have generally realized macro-prudential regulation principle; it is also the main direction of international regulatory frame reform. It can be predicted that regulatory bodies in all countries are sure to make regulatory system conforming to objective law more and strictly implement the same so as to guarantee safe, stable and healthy economic and financial development. 
ⅱ. Correctly understand and grasp the basic guidelines for practitioners of banking industry
Facing high profits, Wall Street investment banking shelved code of ethics, whose greed finally triggered the financial tsunami and thoroughly ended the “Wall Street Investment Banking Model”. It makes us realize the importance of sticking to practitioners’ guidelines of banking industry. In my opinion, the basic guidelines for practitioners of banking industry concern the following four aspects: firstly, to comply with objective laws. As market participants, financial practitioners should understand and grasp the objective laws of development of things, and strictly keep to the laws. Secondly, to emphasize on good faith. Financial industry should do business under principles of good faith and integrity. Thirdly, to fulfill responsibility. Responsibility is extremely heavy. Financial industry should realize the importance of responsibility and integrate business interests with social responsibility. Fourthly, to abide by the discipline strictly. It must be realized that market discipline is the foundation for long term stable development of financial industry and should be abided by strictly. Meanwhile, the following situations must be stopped: “everything can be done as long as the regulation is ambiguous” and clearly-identified regulations are violated. If the above situations occur, financial practitioners might, driven by interests, walk in blank area or fringe of regulation, resulting in accumulated risks and finally being punished by objective laws.
ⅲ. Correctly understand and grasp principles of financial innovation
The financial crisis resulted from excessive financial innovation. In order to seek high profits, some financial institutions developed so-called innovative financial derivatives. But the excessively high leverage outruns the level that financial institutions can bear, leading innovation going off legal and moral constrains. Although knowing the tremendous risks, those financial institutions still irresponsibly pass on to others after simple pooling, so huge bubbles were created continually, which finally cast serious impact on economy, finance and even social development.
But we still believe that financial innovation is the original drive force for survival and development of banking industry. Financial innovation enables banks to provide more diversified financial products and service for clients, to generate more value for shareholders. The development of finance is, in itself, the history of financial innovation, and will still develop spirally under the path of “innovation – crisis - regulation - further innovation”.
But innovation in itself is two-edged. Innovation which complies with the laws of development of things facilitates the development of financial industry, while innovation which violates the objective laws is doomed to bring disasters to the development of financial industry, human being’s economy and society. Even the former is not perfect or certain and might lead to bad outcome. The critical point is whether we can identify and control. Therefore, we must be clear-headed that the dual character of financial innovation requires innovation to be connected with objective facts, based on controllable risks, and comply with laws of social development. We should not reject innovation because of the risks, nor should we leave risks alone and undertake excessive innovation when the risks are uncontrollable.
iv. Correctly understand and grasp the human-centered business philosophy

1995 saw the collapse of the 233-year old Barings Bank due to illegal dealings of one of its employees, Nick Leeson. This lesson remains fresh in our memory. And then, history repeated itself in last January. A dealer named Kerviel working for Societe Generale conducted illegal index futures dealings and caused enormous loss up to 4.9 billion Euro, which immediately plunged the bank into predicament and worsened the global financial market already hard hit by the sub-prime crisis. These painful lessons warn us that while laying emphasis on institution building, we should also attach due importance to developing the employees’ professional integrity and dedication. If the institutions are built but not put into effect, then, however perfectly made, they are useless.

Essence and phenomenon are a pair of basic categories that disclose the internal relation between the elements comprising a thing, as well the relation between its superficial features and the external connections. From the collapse of Barings Bank  to the huge loss of Societe Generale, by penetrating the appearance of these breaches of laws, we realize the essential and critical role of “men” in banking operations. We should think much of the education and management of people, as well as the supervision over them, and stick to the human-centered business philosophy, so as to carry out every institution and regulation effectively. In this case, even when the institutions and regulations are not perfect, the self-consciousness of the employees can ensure their behavior meet the standards of prudent operation. 

III. Take Initiatives and Seize New Growth Opportunities

In face of the worst global financial crisis in the century incurred by sub-prime crisis, people’s confidence in economic and financial development is hard hit, and more and more efforts are focused on defending and resisting risks. However, materialistic dialectics tell us that everything has two sides. We must notice that though crisis entails risks and losses, it also generates vitality. And, this vitality is more reflected in how the crisis transforms people’s mindset, reforms and updates their cognition. In my view, this crisis criticizes and helps to eradicate the ideology that goes against economic laws. It makes people realize how important it is to firmly set down and stick to correct ideology in developing the financial industry.

As we may have seen, in order to resist the overwhelming impact of the financial crisis, many countries have one after another launched and enforced many policies intended to stimulate the economy. The idea is to bring people’s initiatives into full play and convert negative factors to beneficial conditions and positive factors. Hence, in face of the crisis, the developing countries, represented by China and India, should seize the moment and work harder to push forward the steady development of the financial industry.

i. Actively and steadily launch financial innovation.
Financial innovation is the fundamental power and a drainless source of economic and financial development. The development of the financial industry itself is a history of financial innovation. To developing countries in which the financial market is comparatively speaking underdeveloped and the financial institutions are less competitive as a whole, the key problem is that we don’t have in-depth knowledge of innovation, our means of innovation and scope of innovation are both limited. Therefore, in no case should we refuse to eat for fear of choking. We shouldn’t say no to financial innovation. Instead, we should learn from the experiences and lessons drawn from the financial innovation attempts by the western countries, and steadily push forward financial innovation. First of all, we should keep to the principle of robust operation, never have blind faith in mathematic models or try innovations recklessly. Secondly, we should further optimize the incentive and restraint mechanism of the financial institutions and guard against excessive innovation driven by short-term interests. Thirdly, we should put innovation into practice progressively in line with the innovative capacity of the financial institutions, firstly do trial, then fan out, and then make improvement.

ii. Correctly understand and use advanced risk management techniques.

Before the crisis took place, the investment bankers on Wall Street were excessively faithful to and optimistic about the modern risk measurement and control techniques they have commanded, and assumed these techniques could help them effectively counteract risk transfer caused by Asset Backed Securitization and its impact on systematic risk. As a matter of fact, these so-called modern risk management techniques haven’t been tested by a complete economic cycle. The outbreak of the crisis shattered people’s faith in these models and formula, and forced us to re-address the challenge of risk management with a clear mind and to correctly comprehend and prudently apply risk management. In face of the competitive international financial market, the banking sectors of both China and India should not only acquire and adapt to the developing modern risk management techniques, but also try to make innovations and take the lead, so as to secure our position in the international market.

iii. Comprehensively manage and strictly put into place the requirements of prudent regulation

Under the circumstance of increasing gross risk, more and more complex risk structure, the increasing possibility of cross-sector, cross-institution risk, all countries across the world have identified the trend of macro-prudential regulation  and plan to build a more powerful and world-wide consistent regulatory framework, in order to hoist the future development of the financial industry. We believe the regulatory agencies of China and India will develop or introduce advanced regulatory techniques, innovate regulatory approaches and methods, so as to adapt to the more and more complex financial environment, enhance the completeness and effectiveness of regulation and supervision and ensure healthy functioning of the financial system. Against this backdrop, commercial banks need to adapt to such a basically restrictive regulatory environment, actively and stably run business and strictly put into practice the regulatory requirements. 

In the post-crisis era, the core competitive strength of commercial banks depends not only on their marketing and service capabilities, but also on their risk resistance capabilities. We should put together our train of thoughts, go through the complicated appearance to reach the essence, and from a strategic perspective, comprehend, grasp and observe the fundamental laws on safe and steady banking operation. Only by sharpening our insight and control ability, can we discover and apply these laws properly. On by observing the laws, can we capture the opportunities hidden in the crisis at the right moment, convert crisis to opportunity and eventually realize long-term sustainable development of the financial industry.

That’s all. Thank you!
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