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Risks increase as third-quarter earnings show banks pushing deeper into 

gray markets 
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BEIJING—Bad loans and new risks are piling up at China’s banks, as some of its biggest 

lenders combat weak profits by increasing investments in shadow-banking products that 

analysts say could worsen their financial position should market conditions deteriorate.  

Earnings data released this week extend a streak of slow growth at banks for a third 

consecutive quarter as borrowers struggle to repay loans. The results underscore how China’s 

economic deceleration has amplified financial troubles for lenders, just as its boom four years 

ago fueled growth rates that neared 30%. 

Among China’s big four banks, Industrial & Commercial Bank of China Ltd., the nation’s 

largest lender by assets, said Friday that its net profit in the third quarter rose 0.5% to 72.9 

billion yuan ($11.5 billion), far below the 8% growth a year earlier.  

Bank of China Ltd., the country’s fourth-largest lender, said Thursday its third-quarter profit 

fell 1.5% from a year earlier, the first contraction since 2009. A year ago, its third-quarter 

profits rose 5% from the year before. 
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Six interest-rate cuts by the central bank since November, designed to juice the flagging 

economy, are weighing on lending gains at Chinese banks, which are already facing their 

slowest profit and deposit growth in a decade. Beijing last week freed a long-standing cap on 

bank deposit rates, but analysts say the move won’t immediately affect bank balance sheets. 
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“The short-term impact is limited, as loan demand is weak for now and banks would not rush 

for funding by raising deposit rates immediately,” Macquarie Securities economist Larry Hu 

said. 

Commercial banks are competing with higher-yielding investments from China’s shadow-

banking industry, a broad term for a range of loosely regulated lenders including trust 

companies, credit guarantors and securities firms. Big national banks outside the big four in 

particular have been pushing more aggressively to invest in these gray markets, analysts say. 

The third-quarter earnings suggest that those banks continue to hold large positions in 

“investment receivables,” a category of assets that can include corporate debt, corporate 

loans, trust products and wealth-management products. 

China Merchants Bank Co. , the country’s sixth-largest lender, said its investment receivables 

rose 58% in the first nine months from the end of 2014. It said this was due to an “increase in 

investment in trust beneficiary rights,” a shadow-banking product. 

Investment receivables at China Citic Bank Corp. rose about 32% in the same period. China’s 

seventh-largest lender attributed the rise to an increase in “directional asset management 

plans,” which are similar to trust products. 

Analysts say that such investments don’t show up on loan books and that their underlying 

assets cannot easily be discerned, making it difficult to assess their quality or make 

provisions against their default.  

“A big chunk is typically investment products packaged by trust companies as well as other 

banks, but we can’t really see what are the underlying assets,” said Christine Kuo, senior vice 

president at Moody’s Investors Service.  
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Citic and Merchants have slightly cut back on such assets in the third quarter from the 

second, but the levels are still 15 times higher than around two years ago for Citic, and 20 

times higher for Merchants. Neither bank responded Friday to phone calls and emails seeking 

comment. 

While such receivables don’t automatically translate to bad loans, they risk jeopardizing 

liquidity among China’s top 10 banks outside the big four, which already face higher funding 

costs than China’s big four. Shadow-banking products are generally difficult to liquidate 

under turbulent market conditions. 

Souring loans continue to gather on the books of major lenders. 

Agricultural Bank of China posted a nonperforming loan ratio, a measurement of bad credit 

as a percentage of total loans, of 2.02% at the end of September, rising from 1.83% three 

months earlier. 

“We believe pressure on loan provisions will remain should asset quality continue to 

deteriorate,” investment bank UBS Group AG said in a report. 

At ICBC, bad loans totaled 171.4 billion, or 1.44% of total loans at the end of September, 

edging up from 1.4% at the end of June. 

Such levels are squeaky-clean by global standards, but few believe they are a true reflection 

of deteriorating asset quality among lenders. Analysts point to shares of major listed banks, 

which are mostly trading below book value, as an indication of problems under the hood. 

 


