
China's growing reliance on shadow 
banking is contributing to its debt prob
lem. Since 2010 the value of the unreg
ulated loans, investments, and other 
financial products of this sector has 
almost doubled, to as much as 36 tril
lion yuan ($5.86 trillion). That's equal to 
69 percent of gross domestic product, 
says Haibin Zhu, chief China economist 
at JPMorgan Chase in Hong Kong. 
"Shadow banking poses systemic risks," 
warned Moody's in a May 13 report. 

The question is how much of this 
capital carries an implicit guarantee that 
the national government must cover. 
"It is our belief that at some point the 
central government will have to take re
sponsibility for local debt," says Derek 
Ovington, head of regional banks in Asia 
at CLSA Asia-Pacific Markets. The official 
debt burden of central and local govern
ment, which does not take the locali
ties' shadow banking activities into 
account, is just below 30 percent 
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of GDP, Moody's says. In contrast, 
Ovington estimates that shadow bank
ing liabilities and consumer, corporate, 
and government debt are now more 
than 200 percent of GDP. "The longer 
the government takes to address this, 
the bigger the problem becomes." 

In the shadow sector all manner of 
players, from securities firms to pawn
shops, cater to the borrowing and 
investment needs of those who want 
to bypass loan quotas, interest rate 
caps, and other restrictions. Both banks 
and nonbank institutions have created 
wealth-management products such as 
trusts, in which affluent Chinese invest. 
A trust may lend the money at well 
above the official rate to companies 
struggling to stay afloat. 

Developers and local governments 
have tapped shadow finance to work 
around restrictions on property devel
opment, bank lending, and infrastruc
ture projects. The money can flow to 
questionable investments that may not 
quickly provide returns, says JPMorgan's 
Zhu. Local governments are sitting on 
12.8 trillion yuan in debt, according to 
Fitch Ratings. Add in loans from the 
shadow banks and the total could be 
closer to 18 trillion yuan, Fitch says. 

Although trust assets, a major part 
of shadow banking, grew 65 percent in 
the first quarter, the economy isn't ex
panding any faster. Companies and local 
governments are simply using the new 
credit to service earlier loans. "This is 
not going into the real economy," says 
Chen Xingdong, chief China economist 
at BNP Paribas in Beijing. 

Chen points out that local govern
ments have land and companies they 
could liquidate to pay liabilities. Beijing 
could inject cash into banks, if nec
essary. The central government has 
ordered banks to limit the size of their 
wealth-management products and mon
itor loans to local governments more 
closely. Despite the risks, the shadow 
banks perform a service by channeling 
capital to cash-strapped private enter
prises and local governments. That's 
why a broader clampdown on shadow 
finance seems unlikely: Beijing wants to 
tame shadow banking, not kill it. Only 
major reform can change this precari
ous situation. —Dexter Roberts 
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Text Box
Fonte: Bloomberg Businessweek, New York, p. 13-14, 20 a 25 May 2013.   




