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China’s post-1990s banking expansion was not simply a product of liberalisation, but the
outcome of a political compromise: local governments were granted bank licences in
exchange for accepting fiscal recentralisation. These “local state banks”, often created and
overseen by party committees, became instruments of local development: supporting
infrastructure, housing and industry while formally operating under market principles.

Local authorities provided land, deposits and policy support, embedding political incentives
into financial operations. Weak regulatory oversight (by design) allowed these banks to
engage in riskier practices, including shadow banking and aggressive deposit competition.
During the 2008-09 stimulus, they played a key role in financing local government
investment, especially through local government financing vehicles.

Over time, many of these banks became closely tied to the real estate sector and local debt,
raising concerns about systemic risk. While Beijing has introduced consolidation and
stricter regulation, the underlying political dynamics that shaped this model of local finance
remain largely unchanged.
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French:
LA PROLIFERATION DES BANQUES EN CHINE: SES ORIGINES
POLITIQUES ET LES CONSEQUENCES ECONOMIQUES

L’expansion bancaire en Chine apres les années 1990 n’a pas été le seul fruit d’une
libéralisation économique, mais également le résultat d’un compromis politique : les
gouvernements locaux ont obtenu des licences bancaires en échange de 1’acceptation de la
recentralisation budgétaire. Ces « banques d’Etat locales », souvent créées et supervisées
par les comités du Parti, sont devenues des instruments du développement local : elles
soutenaient les secteurs des infrastructures, du logement et de I’industrie tout en
fonctionnant officiellement selon des principes de marché.

Les autorités locales fournissaient des terrains, des dépdts et un appui politique, intégrant
ainsi des incitations politiques au fonctionnement financier. Une surveillance réglementaire
faible (par choix) permettait également a ces banques de s’engager dans des pratiques plus
risquées, notamment dans la finance de I’ombre et la concurrence agressive sur les dépots.
Pendant le plan de relance de 2008-2009, elles ont joué un role clé dans le financement des
investissements des gouvernements locaux, en particulier via les véhicules de financement
de ces derniers.

Avec le temps, nombre de ces banques se sont étroitement associées au secteur immobilier
et a la dette locale, suscitant des inqui¢tudes quant a I’existence d’un risque systémique.
Bien que Pékin ait lancé des opérations de consolidation et instauré une réglementation plus



stricte, les dynamiques politiques sous-jacentes ayant fagonné ce modele de finance locale
demeurent largement inchangées.

Spanish:
PROLIFERACION BANCARIA EN CHINA: SUS FUNDAMENTOS POLITICOS
Y CONSECUENCIAS ECONOMICAS

La expansion bancaria de China después de los afios noventa no fue simplemente producto
de la liberalizacion, sino el resultado de un compromiso politico: se concedieron licencias
bancarias a los gobiernos locales a cambio de aceptar la recentralizacion fiscal. Estos
“bancos estatales locales”, a menudo creados y supervisados por comités del partido, se
convirtieron en instrumentos de desarrollo local: apoyando la infraestructura, la vivienda y
la industria, aunque operaban formalmente bajo principios de mercado.

Las autoridades locales proporcionaron tierras, depdsitos y apoyo politico, incorporando
incentivos politicos en las operaciones financieras. Una supervision regulatoria débil (a
proposito) permitio que estos bancos adoptaran practicas mas riesgosas, incluido el sistema
bancario en la sombra y la competencia agresiva por depositos. Durante el estimulo de
2008-09, desempefiaron un papel clave en la financiacion de la inversion del gobierno local,
especialmente a través de vehiculos de financiacion de gobiernos locales.

Con el tiempo, muchos de estos bancos se vincularon estrechamente con el sector
inmobiliario y la deuda local, generando preocupaciones sobre el riesgo sistémico. Aunque
Pekin ha impulsado la consolidacioén y una regulacion mas estricta, las dindmicas politicas
subyacentes que dieron forma a este modelo de financiacion local permanecen en gran
medida sin cambios.



Executive Summary

The surge in China’s banking sector since the 1990s was less an outcome of market
liberalisation and more of a political trade-off: Beijing granted local governments

bank licences as a quid pro quo for their acceptance of fiscal recentralisation.

Typically established and supervised by party committees, these “local state banks”
functioned as strategic arms of local development, mobilising capital for
infrastructure, housing and industrial expansion, all while operating under the veer

of market competition.

Local governments endowed land, deposits and policy privileges on these banks,
linking officials’ advancement to banking performance, thereby fusing political

incentives with market development.

Lax and frequently circumvented regulatory oversight enabled banks to undertake
high-risk practices, from aggressive deposit competition to shadow banking and

other forms of off-balance-sheet lending.

During the 2008-09 stimulus, local banks became key conduits, channelling an
estimated RMB2.4 trillion to local government financing vehicles (LGFVs) and

further blurring the line between public finance and commercial banking.

Intertwined with the real estate sector and LGFVs, these banks have become sources

of systemic risk as illustrated by Shengjing Bank’s heavy exposure to Evergrande.

Beijing has responded with bank consolidations, regulatory tightening and debt
restructurings, but the fundamental political logic of decentralised financial control

persists.

China’s hybrid “competitive statism” model sustains short-term growth but
heightens long-term vulerabilities, as political imperatives consistently override

market discipline and regulatory prudence.



9.

China now faces a dilemma: to preserve the politically valuable but fragile system
of local state banks or undertake deeper institutional reforms that may challenge the

party-state’s grip on economic governance.
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