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Abstract

The article examines the dynamics of non-performing (NPL) and potentially problematic
loans in China's banking system in the context of maintaining financial stability. The growth of
problematic assets in recent years has been driven by a combination of macroeconomic and
institutional factors, including the slowdown of economic growth, the consequences of the
COVID-19 pandemic, structural imbalances in the corporate sector, and the increasing debt
burden of regional state-owned enterprises. These trends pose systemic risks and require the
implementation of effective restructuring and securitization mechanisms. The purpose of the
study is to analyze the current dynamics of NPLs and potentially problematic loans in the Chinese
banking sector and to assess the effectiveness of restructuring and securitization measures as key
tools for sustaining financial stability. To achieve this goal, the research applies methods of
macroeconomic and comparative analysis as well as a systemic approach to evaluating the impact
of asset management policies on the resilience of the banking system. Based on statistical data
from the China Banking and Insurance Regulatory Commission (CBIRC), the People's Bank of
China (PBOC), and the International Monetary Fund (IMF), the study identifies that debt
restructuring measures and the development of the asset-backed securities (ABS) market help
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mitigate the negative effects of rising NPLs on banks' capital and lending activity. It is shown that
asset securitization and the establishment of asset management companies (AMCSs) contribute to
reducing systemic risks, improving liquidity, and restoring confidence in the banking sector. The
results of the study have practical significance for improving supervisory mechanisms and risk
management practices in the banking industry, as well as for developing recommendations to
ensure the stability of China's financial sector under conditions of macroeconomic uncertainty.
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Introduction

China’s modern banking system is one of the largest and most dynamically developing in the world.
Its stability directly affects not only the country’s domestic economy but also the condition of global
financial markets [China Banking and Insurance Regulatory Commission, 2024]. However, despite
large-scale state support and regulatory owversight, in recent years the Chinese banking sector has
experienced a steady increase in the share of non-performing (NPL) and potentially problematic loans
[International Monetary Fund, 2023]. This trend reflects the accumulation of structural risks associated
with overheating of the credit market, the slowdown of economic growth, and the lingering effects of
the COVID-19 pandemic, which placed additional pressure on both the corporate and public sectors
[China Huarong Asset Management Co., Ltd., 2024].

According to the China Banking and Insurance Regulatory Commission (CBIRC), the NPL ratio
of the Chinese commercial banks fluctuated between 1.6% and 1.9% during 2018-2024, while the
actual volume of potentially problematic assets is significantly higher than official estimates [People's
Bank of China, 2024]. This discrepancy stems from the peculiarities of national reporting, partial
concealment of losses in bank balance sheets, and the dependence of regional financial institutions on
state support [Basel Committee on Banking Supervision, 2017].

The growing amount of problematic loans threatens not only the liquidity and profitability of
individual banks but also the owverall stability of the financial system. In an environment where
traditional rehabilitation methods — such as debt write-offs or direct fiscal injections —have proven only
partially effective, the role of market-based instruments such as debt restructuring and asset
securitization becomes increasingly significant [Li, Zhang, 2022]. These mechanisms enable the
redistribution of risks, attract off-budget capital, and help restore investor confidence [Liu, 2021].

Moreover, the relevance of the topic extends beyond China’s domestic context. As one of the
world’s largest creditors to developing economies, China exerts a tangible influence on cross-border
capital flows [World Bank, 2024]. Consequently, the condition of its banking system and the quality
of its assets directly affect international financial stability [Xu, 2020].
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Therefore, the analysis of non-performing and potentially problematic loan dynamics, along with
the evaluation of the effectiveness of restructuring and securitization tools, represents a relevant and
practically significant research direction for developing measures to ensure the financial resilience of
China and countries with similar banking structures [OECD, 2023].

Main part

The purpose of this study is to analyze the dynamics of non-performing and potentially problematic
loans in China’s banking system and to assess the effectiveness of restructuring and securitization tools
in maintaining the stability of the financial sector.

To achieve this purpose, the following objectives were set:

-To analyze the trends in the share of non-performing and potentially problematic loans in China’s
banking system during 2018-2024;

-To identify key macroeconomic and institutional factors contributing to the growth of non-
performing loans;

-To examine the measures implemented by the Chinese regulators and commercial banks for debt
restructuring and management of distressed assets;

-To evaluate the role and effectiveness of asset securitization mechanisms in mitigating systemic
risks and supporting bank liquidity;

-To determine the impact of restructuring and securitization on the overall financial resilience of
China’s banking system and identify possible areas for improvement.

Achieving these objectives allows for a comprehensive understanding of non-performing loans as
acritical challenge tothe modern financial sector and provides a basis for developing recommendatio ns
aimed at strengthening the stability of banks under conditions of economic uncertainty.

The methodological framework of this study is based on a combination of systemic, statistical, and
comparative approaches aimed at a comprehensive analysis of the dynamics of non-performing and
potentially problematic loans in China’s banking system.

The research employs macroeconomic analysis, economic and statistical modeling, comparative
analysis, and a structural approach to financial risk assessment. The analysis relies on official data
provided by the People’s Bank of China (PBOC), the China Banking and Insurance Regulatory
Commission (CBIRC), as well as international sources such as the International Monetary Fund (IMF)
and the Bank for International Settlements (BIS) [China Banking and Insurance Regulatory
Commission, 2024].

The following indicators were used to assess the scale of non-performing loans:

-The non-performing loan ratio (NPL ratio) in total loan portfolios;

-The volume of potentially problematic assets (Special Mention Loans, SML);

-The loan loss provision coverage ratio;

-The capital adequacy ratio (CAR).

In addition, a dynamic analysis was applied to trace changes in NPL and SML ratios over 2018—
2024, and a structural analysis was used to assess the impact of restructuring and securitization on key
financial indicators of banks.

The comparative method was employed to contrast China’s practices with international approaches
to distressed asset resolution, particularly those adopted by South Korea and Japan during the Asian
financial crisis [International Monetary Fund, 2023].

Thus, the chosen methodology ensures a comprehensive and objective assessment of the condition
of China’s banking loan portfolio and the effectiveness of stabilization instruments.
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The analysis revealed that over the past six years, China’s banking system has demonstrated a
steady increase in the volume of non-performing and potentially problematic loans, despite a relatively
stable official NPL ratio. According to CBIRC, the NPL ratio of the Chinese commercial banks stood
at 1.74% in 2018, peaked at 1.92% in 2020, and stabilized at 1.63% in 2023, reflecting the authorities’
active debt restructuring and write-off policies. However, Special Mention Loans (SML) continue to
expand, and combined NPL+SML levels are estimated at around 6—7% of total loans [2 International
Monetary Fund, 2023].

The key indicators used in the analysis include the Non-Performing Loan ratio (NPL), Special
Mention Loans (SML), and Capital Adequacy Ratio (CAR), which are presented in Table 1.

Table 1 — Dynamics of NPL/ SML/ CAR in China’s Banking System (2018-2024)

Year NPL (%) SML (%) NPL+SML (%) CAR (%)
2018 174 72 59 142
2019 186 44 6.3 145
2020 192 438 6,7 143
2021 18 45 6.3 144
2022 169 43 6 146
2023 163 41 57 146
2024 161 ] 56 147

Source: Source: China Banking and Insurance Regulatory Commission (CBIRC), People’s Bank of China (PBOC),
International Monetary Fund (IMF), author’s calculations.

As shown in Table 1, the share of non-performing loans (NPL) in China’s banking system has
remained relatively stable over the analyzed period, while the share of special mention loans (SML)
shows a gradual decline since 2020. This indicates that the policy measures implemented by Chinese
regulators have contributed to mitigating the overall level of credit risk.

The overall dynamics of NPL and SML are further illustrated in Figure 1, which clearly shows a
gradual reduction in problematic loan ratios from 2020 to 2024.

O P N W b U1 O N

2018 2019 2020 2021 2022 2023 2024

e NPL (%) SML (%) Total Problematic Assets (NPL+SML) (%)

Source: Based on datafrom CBIRC, PBOC, IMF AnnualReports (2018-2024) and author’s calculations.
Figure 1 — Dynamics of Non-Performing and Potentially
Problematic Loans in China’s Banking System (2018-2024)

The downward trend in both NPL and SML ratios after 2020 reflects the effectiveness of debt
restructuring and asset securitization measures. The stabilization of the capital adequacy ratio (CAR)
above the Basel 111 threshold confirms the overall resilience of China’s banking sector.
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The structure of problematic assets is dominated by loans issued to state-owned and municipal
enterprises, as well as construction and infrastructure companies. The high proportion of SML loans
indicates the accumulation of hidden risks within bank balance sheets, which may lead to further
deterioration in asset quality amid slower economic growth and declining returns in the real estate
sector.

Debt restructuring has become a primary tool for mitigating pressure on bank balance sheets. It
includes loan term extensions, debt-to-equity swaps, and the establishment of Asset Management
Companies (AMCs). The largest AMCs — China Huarong, China Cinda, China Orient, and China
Great Wall — have collectively absorbed over 1.5 trillion yuan in distressed assets [China Huarong
Asset Management Co., Ltd., 2024].

The asset securitization market (ABS) has also played a key role in risk redistribution and liquidity
restoration. Between 2016 and 2023, the total issuance of asset-backed securities increased more than
fourfold — from 1.2 trillion to 5.3 trillion yuan [4]. In 2022, the PBOC and CBIRC jointly introduced
a simplified ABS issuance framework for second-tier commercial banks, enhancing participation by
small and medium-sized institutions.

These measures produced measurable results:

-The loan loss provision coverage ratio rose from 176% in 2018 to 205% in 2023,

-The capital adequacy ratio (CAR) stabilized at 14.6%, exceeding Basel Il requirements;

-Lending to the real economy maintained a stable upward trajectory despite liquidity fluctuations.

From a theoretical perspective, the findings confirm the importance of combining market-based
and institutional mechanisms in maintaining banking system stability. Restructuring and securitization
tools not only mitigate financial risks but also contribute to the development of adaptive asset
management models in transitional economies.

The practical significance of the results lies in the applicability of China’s experience to countries
with similar structural challenges — particularly those with high corporate debt levels and state-
dependent banking sectors. Developing national securitization markets and creating specialized AMCs
can serve as effective instruments for enhancing financial resilience in other Asian and Eastern
European economies.

Conclusion

The conducted analysis of non-performing and potentially problematic loans in China’s banking
system demonstrates that the country’s regulatory framework and restructuring mechanisms have
effectively mitigated systemic risks in the post-crisis period. The combination of debt restructuring,
asset management company operations, and the development of the asset securitization market (ABS)
has stabilized the level of problematic assets and strengthened the capital position of commercial banks.

From atheoretical standpoint, the study highlights the importance of integrating market-based and
institutional tools for maintaining financial stability in economies undergoing structural transformation.
The experience of China confirms that the coordinated use of restructuring and securitization
mechanisms not only restores bank balance sheet quality but also contributes to sustainable credit
growth.

From a practical perspective, the results of this research can be applied in countries facing similar
challenges — particularly those with high levels of corporate indebtedness and dominant state
participation in the banking sector. Implementing effective debt restructuring policies, expanding
securitization instruments, and developing specialized asset management companies can serve as key
strategies for enhancing banking sector resilience and ensuring long-term financial stability.
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AHHOTAIUSA

B cratbe paccmarpuBaercs auHamuka Hepaboratonmx (NPL) u moreHInanbHO MpOOIEMHBIX
KpenuToB B OaHKOBCKoW cucteMe Kutas B koHTekcTe oOecrieueHUs] GMHAHCOBOW CTaOMIIBHOCTH.
Poct o00beMOB TpOOJNEMHBIX AaKTUBOB B IOCIEAHHME TOAbI OOYCIIOBJIIEH COYETaHHEM
MaKpO3KOHOMHYECKUX U WHCTUTYIIMOHAIBHBIX (AKTOPOB — 3aMeJIEHHEM SKOHOMUYECKOTO POCTa,
nocneacTBusmu nangemun COVID-19, cTpykrypHbIMU qucOanaHcaMy B KOPIIOPATUBHOM CEKTOpPE
U YCUJICHUEM JIOJITOBOM HAarpy3KH PerdoHaIbHBIX TOCYIaPCTBEHHBIX MPEANPUSATHI. DTH TeHICH NN
CO3JIAIOT yrpo3y CHCTEMHBIM pHUCKaM U TpeOyIOT MNpUMEHEHHS 3(PPEeKTUBHBIX HHCTPYMEHTOB
PECTPYKTYpU3allud M CEKbIOPUTHU3ALUM aKTHBOB. Llenb mccienoBaHus 3aKII0YacTCs B aHAIM3E
tekymeii auHamMukd NPL ¥ MOTeHIMambHO MPOOJIEMHBIX KPEAMTOB B KATAMCKOM OaHKOBCKOM
CEKTOpE, a TAkKe B OLIEHKE Y(PPEeKTUBHOCTH MEP MO UX PECTPYKTYPH3AINU U CEKbIOPUTU3ALNN KaK
KIIOUYEBBIX HHCTPYMEHTOB TMOJJepkaHus (UHAHCOBOW ycTroumBocTH. JlJig JMOCTHIKEHUS
MOCTaBJICHHOM IIeJTM B pab0Te MCIIOIB3YIOTCS METOJBI MAaKPOIKOHOMHYECKOTO W CPaBHHUTEIHEHOTO
aHalin3a, a TAaKkKe CHCTEMHBIH MOJXOA K OIEHKE BJIMSIHMS MOJUTHKU YIIPABICHHUS aKTUBAMU Ha
YCTOMYMBOCTh OAHKOBCKOW cHCTeMbl. Ha OCHOBE aHaimn3a CTaTUCTUYECKUX MaHHBIX KuTalickoi
KOMHCCUU TIO PEerylMpoBaHHI0 OaHKOBCKoW W ctpaxoBoil aestensHoctd (CBIRC), Hapoanoro
6anka Kutas (PBOC) u Mexnynapoanoro BamtotHoro ¢pouga (IMF) ompeneneHo, 4To Mephl 10
PECTPYKTYpH3allU 33J0JDKEHHOCTH W Pa3BUTHIO PBIHKA CEKbIOPUTHU3AIMU TTO3BOJISIIOT CMSTYHATH
HeraTuBHOe Bo3zeiicTBue pocta NPL Ha kanuTan 0aHKOB M MX KpEeAUTHYIO akTUBHOCTB. [TokazaHo,
YTO CEKBIOPUTH3AIMSl AaKTUBOB W CO3/aHUE CICIUAIBHBIX KOMIIAHUW 110  YIPaBICHHUIO
npobsemabiMu fonramMu (AMCS) crmocoOCTBYIOT CHHM)KEHHIO CHCTEMHBIX PHUCKOB, MOBBINICHHUIO
JUKBUJIHOCTH U BOCCTAHOBJICHHUIO JTOBEpHS K OaHKOBCKOW cucTeMe. Pe3ynbTaThl MccieloBaHUs
UMEIOT NMPAKTUYECKOEe 3HAYEHHE ISl COBEPIICHCTBOBAHMS MEXaHM3MOB HAJ30pa W YIPaBJICHUS
puckamMu B OaHKOBCKOM cdepe, a Tawke JUId pa3pabOTKH pPEeKOMEHAALUHA 10 00ecreueHuro
ycTOMYMBOCTH  (UHAHCOBOTO  cektopa KwuTas B YCIOBHSIX ~ MAaKpOIKOHOMHUYECKOM
HEOTIPE/ICTIEHHOCTH.
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