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Interest rate liberalization gained momentum from China’s
plan of deposit insurance scheme

On Sunday night, the State Council, the Chinese cabinet, circulated a draft of deposit insurance rules for
public consultation, suggesting that the long-awaited deposit insurance scheme will come to the fore soon.
The deposit insurance scheme will cover all the deposit-taking institutions and insure up to RMB 500,000
for every depositor (corporate or individual) per bank, which, as the People’s Bank of China claimed, will
provide full insurance coverage of more than 99.6% of depositors nationwide. In the meantime, the
authorities will establish a new regulator for the upcoming deposit insurance scheme. The regulator is
expected to run a deposit insurance fund collected from insured banks and implement banks’ resolution if
needed. However, some technical messages are still missing in the draft. For example, it doesn’t say how
much the new regulator will charge banks for the deposit insurance fund. Moreover, it doesn’t specify
when this deposit insurance scheme will set in motion although some domestic news media units reported
that it could start as early as the second quarter of 2015.

This move came on the heels of the rise in deposit rate ceiling (10% to 20% above the benchmark) on
November 21 accompanied by an unanticipated interest rate cut. It conveyed a strong message that the
financial liberalization process, despite the recent economic slowdown, still moves forward steadfastly as
the authorities vowed. Indeed, the establishment of national deposit insurance not only is a prerequisite for
full liberalization of interest rates but also opens way for private capital to enter into the banking market,
both of which happen to be the focuses of China’s long-term structural reforms.

Nevertheless, its short-term impacts on banks could be manifold and uneven. It is very likely that banks’
contribution to the deposit insurance fund cannot be fully passed through to the depositors, which might
dampen banks’ profitability. Moreover, the deposit insurance scheme de facto abolishes the government’s
current implicit guarantees for all deposits, which could further strengthen large banks’ relative advantages
over small banks in terms of their safety and creditworthiness. Relatedly, the abolition of implicit guarantee
could arouse people’s awareness of the risks in wealth management products, which have formed an
important part of China’s shadow banking activities but mainly were distributed by banks. On the positive
side, it could help to curb the fast rise of China’s shadow banking activities.

Looking ahead, we believe that China’s authorities will continue to push for structural reforms of financial
sector as they spelt out in the blueprint of the third Plenum last November. Particularly on interest rate
liberalization, there is a good chance for the authorities to fully liberalize deposit rates by early 2016. Prior
to that the authorities could introduce CDs of non-financial corporations and individuals to the interbank
market and raise the ceilings of deposit rates next year.
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



