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Abstract: This paper first introduces the basic concepts of macro-prudential assessment
(MPA), and briefly introduces the background of MPA policy implementation, the key
indicators of process and MPA assessment, the reward and punishment mechanism, as well
as the purpose of China's macro-prudential assessment system. On this basis, this paper
selected 15 listed banks as samples to analyze the achievement of the key indicators of MPA.
In addition, it analyzes the influence of MPA evaluation system on bank management,
introduces the broad credit standard to restrain the asset allocation mode; capital becomes the
core constraint; the development mode needs to be adjusted. In addition, the countermeasures
of strengthening the capital control, cultivating the awareness of enterprise capital saving,
strengthening the strategic management, innovating the asset allocation system, improving
the price management system, promoting reasonable pricing, innovating the development
model, doing risk prevention and other improvement measures under the MPA mechanism
are discussed.
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1. Introduction

After the outbreak of the world economic crisis, in order to further effectively prevent dissolve and
effective management of economic and financial systemic risk, the People's Bank of China succes-
sively to China's financial system supervision mechanism has made a series of major reform adjust-
ment, established the financial systemic risk monitoring and early warning mechanism as the main
core content of the new risk management system, gradually formed and further improve the MPA
system framework system and the main evaluation index, innovative financial system regulation
mechanism, using rewards and punishment mechanism to improve commercial Banks to control risk
attention, strengthen the vigilance of risk prevention, promote the stable and healthy development of
commercial Banks. Under the supervision of the MPA evaluation system, banks should seek for busi-
ness development and also prevent risks under the guidance of the assessment framework. The MPA
evaluation system not only strictly controls risks for enterprises, but also brings constraints and chal-
lenges for the development of banking institutions. Here are some basic overview of MPA [1].

The so-called macro-prudential management refers to the evaluation system that meets the devel-
opment needs of asset diversification under the new normal, takes counter-cyclical adjustment as the
core, and considers banking financial institutions' broad credit, inter-bank deposits and financial ser-
vices according to the degree of importance, which is conducive to preventing regional system finan-
cial risks.

© 2023 The Authors. This is an open access article distributed under the terms of the Creative Commons Attribution License 4.0
(https://creativecommons.org/licenses/by/4.0/).

206



Proceedings of the 2023 International Conference on Management Research and Economic Development
DOI: 10.54254/2754-1169/19/20230139

The background and process of MPA policy implementation are included in the following three
points. First, the economic environment is severe, various financial products emerge in an endless
stream, uneven, the world economy is in a downturn, financial institutions frequently go bankrupt, or
even the national bankruptcy [2]. In China, the Internet economy is rising rapidly, the capital market
IS active, the performance of the real industry and manufacturing industry is not satisfactory, and the
financial management and real estate bubble is gradually becoming more and more obvious. Second,
banks have transformed from the traditional main business of deposit and loan to a mixed business
bank, which derivative a series of fund-raising investment, asset management, asset trading and other
businesses. My colleagues also have a large number of cross-market capital flows. Without adjusting
the regulatory model, it will be difficult to control the new risks. Third, the regulatory framework lags
behind. Under the general trend of mixed operation, cross-financial products have problems such as
regulatory arbitrage, concealment, transfer and risk amplification. At the same time, the main regu-
latory agencies have system and interest game. The shadow banking, banking, securities and bancas-
surance businesses are in lack of supervision, exposing the lag and lack of the regulatory system.

Macro-prudential management is mainly to realize the transformation from narrow credit to broad
credit, from time point management to daily management, and from benchmark interest rate to mar-
ket-oriented interest rate [3]. Through MPA evaluation system to establish China's banking industry
risk difference management system and comprehensive market price risk management and control
system will continue as banking under the condition of continuous operation and development of a
core competitiveness, pay attention to and fully consider the expected loss factors and potential risk
causes, increase the banking price risk management control research breadth and research depth, ef-
fectively prevent systemic risk [4].

The indicators of MPA mainly include seven aspects: capital and leverage situation, balance sheet
situation, liquidity, pricing behavior, asset quality, cross-border financing risk, and credit policy im-
plementation. As for the reward and punishment mechanism, the MPA assessment mechanism di-
vides financial institutions into three levels: the A-level institution refers to more than 90 points in
seven aspects, which is the excellent level, and the optimal level incentive is implemented, and the
legal reserve interest rate is increased to 1.1 times to 1.3 times. The B-level organization: refers to the
institution that meets the standards but has not yet reached the highest requirements, and will not
make any adjustment to the statutory reserve interest rate. Level C institution refers to a capital and
leverage situation, pricing behavior of less than 60 points; or two in the other five items. For such
institutions, appropriate constraints will be given, and the statutory reserve ratio will be reduced to
0.7 times to 0.9 times.

2. Implementation of the MPA Indicators of Listed Banks

In this study, 15 major listed banks will be selected to analyze the implementation of their MPA
indicators. These 15 banks are all domestic systemically important banks. The three years from 2019
to 2021 were selected to analyze the implementation of MPA indicators [5].

2.1. Capital and Leverage

In terms of the MPA monetary adequacy ratio, the MPA monetary adequacy ratio (C*) is calculated
to determine the standard to measure the status of banks' monetary adequacy ratio indicators. For the
MPA C* equals to structural parameter o which equals to minimum capital adequacy ratio require-
ment of 8% plus systemically important additional capital plus reserve capital of 2.5% and plus coun-
ter-cyclical capital buffer. The structural parameter a; can be set to 1, and the systematic importance
additional capital value is 1%. For the counter-cyclical capital buffer equals to the max between ;i
multiply institutional | broad credit growth rate minus the sum of target GDP growth rate and target
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CPI and 0, which pi is between 0.4 and 0.8, and this calculation takes pi =0.4. Institutional i broad
credit growth needs to use the broad money supply M2 growth target as a reference. In Table 1, M2,
GDP growth and CPI values will refer to the data given by the National Bureau of Statistics. In Table
2, The lower limit and upper limit of broad credit growth are brought into the formula to calculate the
calculation results [6].

Table 1: M2 growth rate, GDP growth rate and CP1 2019-2021.

2019 2020 2021
M2 growth rate 8.70% 10.10% 9.00%
Broad credit growth ceiling (N-SIFIs) 28.70% 30.10% 29.00%
GDP speed increase 6.00% 2.20% 8.10%
CPI 2.90% 2.50% 0.90%

Table 2: Scope of MPA currency adequacy ratio 2019-2021.

2019 (%) 2020 (%) 2021 (%)

Structural parameters o 1 1 1 1 1 1
Minimum capital adequacy ratio 8.00 8.00 800 800 800 8.00
Systemically important additional capital 1.00 1.00 1.00 1.00 1.00 1.00
reserve capital 2.50 2.50 2.50 250 250 250
Bi 0.4 0.4 0.4 0.4 0.4 0.4
Structure i of the broad credit growth rate 870 2870 10.10 30.10 9.00 29.00
GDP 6.00 6.00 220 220 810 8.10
Target CPI 2.90 2.90 250 250 090 0.90
Counter-cyclical capital buffer 0.00 7.92 216 10.16 0.00 8.00
c* 1150 1942 1366 2166 1150 19.50
Standard bottom line C*-4% 750 1542 966 1766 7.50 15.50

Comparing the monetary adequacy ratio of the 15 listed banks from 2019 to 2021 (in Table 3).
First, set Bi equals to 0.4 and institutional I broad credit growth rate equals to M2 [7]. In 2019,15
banks were able to meet the standards and entered the highest level. By 2020, all 15 banks will meet
the standards, Shanghai Pudong Development Bank (SPD bank) , China Merchants Bank (CMB),
Agricultural Bank of China (ABC), Bank of Communications (BC), Industrial and Commercial Bank
of China (ICBC), China Everbright Bank (CBE), China Construction Bank (CCB) and Bank of China
(BOC) entered the highest ranking positions. In 2021, all 15 banks will meet the standards and enter
the highest level. Second, set Biequals to 0.4 and institutional | broad credit growth rate equals to M2
plus 20%. In 2019, CMB, ABC, ICBC, CCB, and BOC were able to reach values above C * minus
4%. In 2020, none of the 15 banks managed to reach C* minus 4%. In 2021, CMB, ABC, ICBC,
CCB, and BOC will be able to reach values above C * minus 4% [8-22].
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Table 3: Capital adequacy ratio of 15 major listed banks from 2019 to 2021.

Listed banks 2019 2020 2021
Ping An Bank 13.22% 13.29% 13.34%
SPD Bank 13.86% 14.64% 14.01%
Huaxia Bank 13.89% 13.08% 12.82%
CMB! 13.17% 13.04% 13.64%
CMB 15.54% 16.54% 17.48%
CiB 13.36% 13.47% 14.39%
ABC 16.13% 16.59% 17.13%
BC 14.83% 15.25% 15.45%
ICBC 16.77% 16.88% 18.02%
CBE 13.47% 13.90% 13.37%
CCB 17.52% 17.06% 17.85%
BOC 15.59% 16.22% 16.53%
Citic 12.44% 13.01% 13.53%
BOB 12.28% 11.49% 14.63%
Bank of Shanghai 13.84% 12.86% 12.16%

China Minsheng Bank; ?China Merchants Bank.

Through the above calculation results, it can be seen that the 15 listed banks have a good monetary
adequacy ratio (see Figure 1). There will be some fluctuations in 2020, which is partly related to the
outbreak of COVID-19 in 2020. In addition, in 2019 and 2021, CMB, ABC, ICBC, CCB and BOC
will still meet the standards while using the ceiling of broad credit growth as the parameter. It can be
seen that these five listed banks have performed well in the monetary adequacy ratio.
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Figure 1: Monetary adequacy ratio of 15 listed banks.
(Photo credit: Original)

In terms of the leverage rate, The leverage ratio in the MPA assessment index should not be less
than 4%, once less than will be 0 points. According to the data provided by the financial statements
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of the listed banks, the 15 banks all have leverage ratios (in Table 4) of more than 4%, with full marks
on this index.

Table 4: Leverage ratio of 15 listed banks from 2019 to 2021.

Listed banks 2019 2020 2021
Ping An Bank 6.44% 6.48% 6.33%
SPD Bank 6.83% 6.97% 7.04%
Huaxia Bank 7.68% 7.40% 7.12%
CMB 6.87% 6.93% 7.60%
CMB 6.79% 7.39% 8.00%
CiB 6.43% 6.58% 6.72%
ABC 7.09% 7.42% 7.83%
BC 7.43% 7.50% 7.60%
ICBC 8.31% 8.14% 8.69%
CBE 6.83% 7.03% 7.00%
CCB 8.28% 7.99% 8.13%
BOC 7.43% 7.70% 7.65%
Citic 6.71% 6.40% 6.78%
BOB 6.68% 6.57% 8.33%
Bank of Shanghai 6.92% 6.84% 6.49%

China Minsheng Bank; 2China Merchants Bank.
2.2. Assets and Liabilities

According to the MPA assessment requirements, the broad credit growth rate of N-SIFIs shall not
exceed 20 percentage points from the target M2 growth rate by 20 percentage points, otherwise the
index will be counted as 0 points. Based on the year-on-year loan growth data of the 15 listed banks
from 2019 to 2021. The growth rate of broad credit of the 15 listed banks in these three years did not
deviate from more than 20% (see Figure 2). In 2019, ICBC, CCB and BC were the closest to their
M2 growth targets. In 2020, the BC, China Minsheng Bank, CBE and ICBC saw the least deviation
from the M2 growth rate. In 2021, the broad credit growth rate closest to the M2 growth target is the
general banks and Citic.
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Figure 2: Broad credit growth of 15 listed banks 2019-2021.
(Photo credit: Original)
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Inter-bank liabilities generally refer to the assets that may generate liabilities from inter-bank lend-
ing or financing activities between inter-bank banks and other financial institutions in the same in-
dustry. MPA evaluation index system is mainly for the national systemic institutional liabilities main
evaluation index for financial institutions trade assets and liabilities accounted for the proportion of
the total assets and liabilities of financial institutions, the evaluation criteria for if not score higher
than 25 percent is higher score, in between 25 percent and 33 percent is the mid-range, if the score
more than 33 percent of the index will directly assign zero points. According to the batch of 15 new
listed bank financial statements disclosed all trade liabilities data and all total trade liabilities data,
the conclusion is as the above three (see Figure 3), 15 new listed Banks are expected to disclose in
the next three years financial statements of all trade liabilities / total debt ratio will be less than 25
percent, in the highest score gear.
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Figure 3: Inter-bank liabilities/total liabilities of 15 listed banks 2019-2021.
(Photo credit: Original)

2.3. Liquidity of Assets

According to the CBRC's requirements, the liquidity coverage rate of commercial banks should reach
100%, and the 15 listed banks have reached this rate in the past three years from 2019 to 2021 (see
Figure 4). Among them, the flow coverage rate of Ping An Bank is close to the edge of reaching the
standard in 2021, only exceeding 4 percentage points.

200.00F 100%
Figure 4 iflow coverage rate of 15 listed banks 2019-2021.

(Photo credit: Original)
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2.4. Asset Quality

The median non-performing loan ratio of the 15 listed banks in 2019 was 1.47%. The highest non-
performing loan ratio is in SPD Bank, with more than 2%. CIB, China Minsheng Bank, CBE, Ping
An Bank, China CITIC Bank and Huaxia Bank have non-performing loan ratios of more than 1.5
percent. Bank of Shanghai and China Merchants Bank had the lowest non-performing loan ratios,
both at 1.16 per cent (see Figure 5). The median non-performing loan ratio of the 15 listed banks in
2020 was 1.57%, with the highest value being 1,82% for China Minsheng Bank. CCB, ABC, BOB,
ICBC, China Citic Bank, BC, SPD Bank and Huaxia Bank also had non-performing loan ratios of
more than 1.5 percent. China Merchants Bank had the lowest non-performing loan ratio, at 1.07%
(see Figure 6). The median non-performing loan ratio of the 15 listed banks in 2021 was 1.42%, with
the highest value being 1.79% for China Minsheng Bank. SPD Bank and Huaxia Bank also had non-
performing loan ratios of more than 1.5 percent. The lowest non-performing loan ratio was 0.91%
(see Figure 7).

Through the above results, it can be seen that among the 15 listed banks, China Merchants Bank
controls the non-performing loan ratio relatively well. China Minsheng Bank, SPD Bank and Huaxia
Bank need to pay more attention to this index.
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Figure 5: Non-performing loan ratio of 15 listed banks in 2019.
(Photo credit: Original)
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Figure 6: Non-performing loan ratio of 15 listed banks in 2020.
(Photo credit: Original)
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Figure 7: Non-performing loan ratio of 15 listed banks in 2021.
(Photo credit: Original)

The MPA requires that the provision coverage rate should be no less than 120%, and more than
150% will get the highest classification level. The provision coverage rate of 15 listed banks will
exceed 120% from 2019 to 2021 (see Figure 8). In 2019, except for SPD Bank and Huaxia Bank, the
provision coverage rate of the other 13 banks all exceeded 150 percent. In 2020, except for SPD Bank,
Huaxia Bank and China Minsheng Bank, the provision coverage rate of the other 12 banks will all
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exceed 150%. In 2021, except SPD Bank and Minsheng Bank, the provision coverage of the other 13
banks will exceed 150% [23].
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Figure 8: Provision coverage of 15 listed banks 2019-2021.
(Photo credit: Original)

3.  Impact of the MPA Mechanism on the Banks

The MPA mechanism has a wide impact on the banking financial institutions, especially it will have
a more important impact on the capital allocation, operation and development mode. Under the new
architecture of the MPA, broad credit standards will include the following five aspects: one is all
kinds of credit, the second is securities financing, 3 it is investment in stocks and other financing
tools, four is buying resale financing, five is stored in non-bank institutional loans, etc., as a result, in
the commercial Banks and other financial institutions are common "big information™ asset allocation
mode will be introduced into the financial prudent assessment framework, and strictly restricted by
the broad credit standards. This will have a fundamental impact on the asset structure of commercial
banks and other financial institutions, especially the stock financing that has soared since 2015. In
addition, the MPA mechanism takes capital as the basic condition of economic macro-prudential
economy. As a relatively basic factor in the macro-prudential evaluation system, capital is also one
of the important means for the People's Bank of China to implement counter-cyclical control. The
most important change is to measure capital in the caliber of broad credit.

The enterprise capital adequacy ratio standard of commercial banks generally includes the follow-
ing two components: first, the underlying capital index of risk-weighted assets, which is calculated
in accordance with the regulations of CBRC on the capital management method of commercial banks,
and is basically the same criteria as all financial institutions and is not directly affected by MPA; the
regulations must be made in strict accordance with the scope of broad credit standards. For financial
institutions with a high growth rate of capital allocation other than conventional loans, the counter-
cyclical demand for financing funds has the opportunity to reach 2.5%, and even meet the cost re-
quirements of low-risk-weighted assets.

In the situation of increasing capital demand, the industry with large capital consumption of the
banking industry will be under great pressure, and the scarcity of capital will be more prominent,
which provides a test for the investment level of commercial banks. In addition, due to the assets of
the operating costs under the premise of yield marketization is still quite rigid, so cannot effectively
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reduce, under the broad credit management model of the asset side profits there is a lot of pressure,
so the financial department of commercial Banks, risk management institutions, such as operating
burden will rise significantly.

Moreover, the trade service on the basis of commercial banking service development has always
been the main service mode of China's banking industry, with the implementation of the macro-pru-
dential appraisal system, the development of the trade service suffered great impact, especially
through short-term trade liabilities to realize the long-term asset reasonable allocation of business
model will be subject to great constraints. At the same time, as the interest rate becomes more market-
oriented, the credit spread relationship between commercial banks and the financial market will grad-
ually emerge and form. With low capital adequacy ratio, weak capital strength, few deposit sources,
blind expansion of off-balance-sheet business, especially in non-standard industries or those with
serious non-term mismatch, they will face great survival pressure; and the negative impact on large
and medium-sized commercial banks with stable operation, high capital adequacy ratio and extensive
non-balance-sheet business will be relatively small.

4.  Response to Improve the MPA Mechanism of Banks

Banks should improve the financial forward-looking financial control, carry out dynamic and refined
financial calculation, planning and control, according to the macro situation and operation and man-
agement needs of enterprises, handle the relationship between emergency and remote, handle the
relationship between reducing risk-weighted measurement liabilities and increasing effective capital,
and put an end to extensive control. In addition, we should improve the detail degree of financial
work, constantly innovate financial means, and implement effective performance appraisal. For the
development of financing, we should first do a good job of research and judgment, follow the super-
vision policy guidance, and achieve the goal of low-cost financing [24].

The regulatory authority should give full play to the forward-looking and guiding role of assets
and liabilities, and actively promote the reform of financial management mode. The company's asset
and liability management will be completed to eliminate negative management, perform risk man-
agement and other important responsibilities. In addition, it is necessary to analyze and study the
macroeconomic forms, political forms and market environment, take comprehensive consideration,
formulate a reasonable asset and liability allocation plan, and form a dynamic market adjustment
mechanism.

Financial institutions should establish a scientific pricing system. In accordance with the trend of
interest rate liberalization, we should gradually improve the internal price mechanism of banks, com-
bine prices with distribution, adjustment, income expectation control and market and inter-bank com-
petition, and strive to form a price model based on market income sensitivity. At the same time,
differentiated prices should be implemented, based on the unified price system, based on the contri-
bution of market supply and demand, commodity characteristics and regional characteristics, and
based on the business strategy of enterprises and market supply and demand.

Banks should carry out the business purpose of the steady development of the company, minimize
short-term behavior, focus on the long-term development of the company, strive to complete the ma-
jor transformation from extensive economic development to connotative development, and maintain
the stability of the financial system on the basis of complying with the MPA regulatory regulations.
At the same time, we should adhere to the financial service entities, focus on preventing traditional
financing from the "real to the virtual”, strengthen policy support for small and medium-sized enter-
prises, "agriculture, rural areas and farmers", precise assistance, green finance, so as to improve the
virtuous cycle of financial services for the real economy.
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5. Conclusion

Macro-prudential assessment has become a major development trend of regulation in all countries in
the world today, which is of certain importance to improving the operational quality and efficiency
of micro-financial institutions as the main body and maintaining the sound operation of the macroe-
conomic financial system. Due to the increasing competition among the same industry, the original
extensive operation model and ineffective capital operation mode which rely on scale growth and
deposit and loan spreads have been difficult to maintain, nor can they meet the evaluation needs of
MPA. Therefore, we need to constantly adjust the business philosophy, seek higher returns with the
most limited funds, and strive to realize the diversification of enterprise operation and development
mode and the refinement of enterprise operation and management, so as to achieve the balanced de-
velopment of efficiency and scale.
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