HONG KONG MONETARY AUTHORITY
HHEmEHER

China Economic Issues

Number 2/07, May 2007

China’s Urban Commercial Banks: Recent Development
and Profitability Analysis

Zhang Xiaoyan *

Urban commercial banks have a small share of China’s banking market, but they
are numerous and play a unique role in serving the needs of local economies and
small and medium enterprises. For historical reasons, urban commercial banks
generally have poor operating performance. In recent years, the China Banking
Regulatory Commission has strengthened its supervision of urban commercial
banks and increased disclosure requirements, and the local governments made
capital injections and asset swaps. Performance of these banks is gradually
improving.

This paper uses a fixed effects model to analyse the factors affecting the
profitability of urban commercial banks. Based on data of 25 urban commercial
banks for 2001 - 2005, it is found that securities investment income has the largest
influence on profitability and the banks did not channel deposits to loans
efficiently. Macroeconomic conditions did not have a significant impact on
profitability, indicating that it is the bank-specific factors such as cost control and
revenue structure that matter more.

Hence, the key to increasing the profitability of urban commercial banks is to
improve their management capability, control expenditure and enhance revenue
structure. In particular, it is crucial that the banks improve their selection and
risk control capability in their lending business. This is important for the
healthy development of urban commercial banks.

* Ms Zhang Xiaoyan is a PhD candidate of the Graduate School of the People’s Bank of China. This
paper was written when she was a visiting scholar at the HKMA during November 2006 - February
2007. The author is responsible for the views expressed in this article and any errors.
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