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ABSTRACT
ON QUALIFICATION MASTER’S WORK
«RISK MANAGEMENT IN THE MECHANISM OF ENSURING BANK'S
FINANCIAL SECURITY» OF
TIAN WEI

Qualification Master's Work contains 105 pages, 1 tables, 5 figures, 73 references.
Object of research is the banking system of China.

Subject of research is the importance of bank financial security, main risks and
challenges faced by banks, theoretical basis and organizational principles of financial
risk management.

Purpose of qualification master's work to provide theoretical support for
improving the security of banks by analyzing the risk management in the bank financial
security guarantee mechanism.

Tasks of qualification master's work are:

-to discuss the definition, classification and evaluation method of financial risk
and the organizational principles of financial risk management.

-to analyze the current situation, organization and economic characteristics of
China's banking industry, as well as the financial security and risk management.

-to propose anti-crisis management, strategic management tools and suggestions
for improving the financial security mechanism.

-to put forward policy suggestions on optimizing the financial security guarantee
mechanism and strengthening risk management laws and regulations, and design an
implementation strategy framework and monitoring and feedback mechanism.

-to summarize the findings, identify research limitations and prospect future
research directions.

According to results of the research, it can be used as theoretical guidance and
practical reference for banks to improve their financial security.

The obtained results can be used to provide theoretical support for enhancing
bank security through analyzing risk management in the bank financial security
guarantee mechanism. The results can be applied in various aspects such as
understanding financial risk definition, classification, and evaluation methods;
analyzing China's banking industry situation formulating anti-crisis management and
strategic management tools; and proposing policy suggestions for optimizing financial
security guarantee mechanisms and strengthening risk management laws and

regulations.

KEY WORDS: BANK FINANCIAL SECURITY, RISK MANAGEMENT
FINANCIAL, CHINA'S BANKING INDUSTRY
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INTRODUCTION

In recent years, global financial markets have experienced increased volatility, and
the financial risks faced by banks have shown a trend towards diversification and
complexity. Market risk, credit risk, operational risk, and various other risks are
intertwined, posing a serious threat to the financial security of banks. Against this
backdrop, how to effectively manage these risks and ensure the stable operation of banks
has become a focal point of widespread concern in the banking industry. This study aims
to conduct an in-depth analysis of risk management within the financial security
mechanisms of banks, with the goal of revealing the effectiveness of existing risk
management strategies and exploring new methods and tools for risk management to
enhance banks' ability to cope with complex financial environments.

From a theoretical perspective, existing research on the financial security
mechanisms of banks has largely focused on institutional design and regulatory policies,
while there has been relatively insufficient attention to the specific implementation and
effectiveness evaluation of risk management strategies. This study fills this gap by
providing an in-depth analysis of banking risk management practices and constructing a
more comprehensive theoretical system for risk management. This not only helps to
enrich and develop existing theories of financial security management but also provides a
theoretical framework and reference for future empirical research.

Specifically, this study focuses on the following aspects: First, the nature and
classification of banking financial risks, through in-depth analysis of different types of
risks, to reveal their specific impacts on banking financial security; second, the
theoretical and organizational foundations of strategic management of banking financial
risks, exploring how banks can seek a balance between internal organizational structures
and the external environment to achieve the minimization of risks and the maximization
of returns; third, an analysis of the current state of China's banking industry, including its
asset size, business layout, competitive landscape, and challenges faced, with the aim of
providing a realistic basis for subsequent risk management strategy formulation; fourth,

the scientific and practical methods for improving banking financial risk management
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strategies, including crisis management, strategic management tools, and specific
suggestions for improvement, with the goal of providing banks with a comprehensive and
systematic risk management solution.

In terms of field importance, bank risk management is not only related to the steady
development of financial institutions themselves, but also an important means to maintain
the order of the financial market and prevent systemic risks. Around the world, regulators
in all countries attach great importance to bank risk management, and formulate a series
of laws, regulations and guidelines, aiming to improve the risk management ability and
level of financial institutions.

The importance of bank financial security is reflected in many aspects. It is the
basis for maintaining market confidence. As the center of capital circulation, the
operating status of banks is directly related to the interests of the majority of depositors
and investors. Once banks have financial security problems, such as the rupture of the
capital chain, credit default, etc., it is easy to cause market panic, leading to the collapse
of confidence, which may trigger systemic financial risks. Banking and financial security
is crucial to promoting the healthy development of the real economy. Banks provide the
necessary financial support for enterprises and individuals by providing loan, settlement,
financial management and other services. The guarantee of the financial security of banks
means that these financial services can operate steadily and efficiently, thus contributing
to the sustained growth of the real economy. Bank financial security is also an important
guarantee for national financial sovereignty and macroeconomic stability. In the context
of globalization, the stability of the banking system directly affects the international
competitiveness and discourse power of a country.

However, the current bank financial security is facing many challenges and risks .
From the perspective of the external environment, the complex and volatile global
economic situation, the intensification of geopolitical conflicts and the frequent
international trade frictions have all brought uncertainties to the financial security of
banks. For example, the rise of international trade protectionism in recent years has led to

increased instability of cross-border capital flows, posing additional risks to banks'
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international operations. With the rapid development of science and technology,
especially the application of emerging technologies such as the Internet, big data and
artificial intelligence, it has brought new development opportunities for the banking
industry, but it has also brought unprecedented security challenges. New risks such as
cyber attacks, data leakage and fraudulent transactions are increasingly prominent,
posing a serious threat to banks' information systems and customer assets.

To achieve the set goal, the following tasks are solved in the work:

- analyze the risk management in the bank financial security guarantee mechanism
to provide theoretical support and practical guidance for improving bank security.

- solve tasks such as understanding the nature and classification of bank financial
risks.

- assessing risks affecting bank financial security, characterizing bank financial
security.

- analyzing China's banking industry, and proposing methods for improving bank
financial risk management strategy.

- provides theoretical basis and practical guidance to optimize risk management
mechanisms and enhance financial security.

- offers a scientific basis for improving financial safety regulatory policies and
promoting compliance operations.

-serves as an important bridge to promote the integration of risk management
theory and practice.

Object of research is the banking system of China.

Subject of research is the importance of bank financial security, main risks and
challenges faced by banks, theoretical basis and organizational principles of financial
risk management.

Research methods: The research on risk management in the bank financial security
guarantee mechanism employs a combination of literature analysis, case study, and
statistical analysis. Literature analysis serves as the foundation by combing relevant

domestic and international literature to understand the research status and development
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trend. Case studies involve selecting representative bank cases to analyze specific
practices and achievements in financial security guarantee and risk management.
Statistical analysis uses bank-related data and methods like risk assessment models and
panel data regression analysis to quantitatively evaluate bank financial risks. This
comprehensive approach ensures the comprehensiveness and depth of the study,
providing theoretical support and practical guidance for improving bank security.

The scientific novelty of this research on risk management in the bank financial
security guarantee mechanism lies in proposing a new risk management model that
combines advanced technologies such as big data analysis, machine learning, and
artificial intelligence. It also innovates in research perspective by considering the
interaction between banks and the external environment, in research methods through
introducing interdisciplinary techniques, and in practical application by collaborating
with banks for empirical research and providing practical solutions. This research makes
positive contributions to promoting the in-depth development of bank risk management
theory and practice.

This paper realizes many innovations in the research of risk management in the
bank financial security guarantee mechanism. By proposing a new risk management
model, carrying out application case analysis, expanding the research perspective,
introducing interdisciplinary research methods, and focusing on practical application, this
research has made positive contributions to promoting the in-depth development of bank
risk management theory and practice. In the future, with the continuous development and
change of the financial market, the bank risk management will face more new challenges
and opportunities. This study continues to focus on the frontier dynamics and
development trends in this field, and continues to explore and innovate more effective

and practical risk management methods and strategies.
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CHAPTER 1. THEORETICAL AND ORGANIZATIONAL
FOUNDATIONS OF STRATEGIC MANAGEMENT OF THE BANK'S
FINANCIAL RISKS

1.1 Financial risks: essence and classification

- Definition and connotation of financial risks

The definition and connotation of financial risk is the basis of understanding the
risk management in the bank financial security guarantee mechanism. In the theoretical
framework of finance, financial risk is usually defined as the possibility that a financial
institution or a financial market will suffer economic losses in the future (J. Bessis,
"Risk Management in Banking," 2011). This risk is not only related to the stability and
survival of financial institutions themselves, but also closely linked to the healthy
development of the entire economic system. Financial risks are rich in connotation,
covering multiple dimensions and levels, and their essential characteristics are
uncertainty and potential losses.

The specific meaning of financial risk in economic activities is reflected in many
aspects. From the perspective of financial institutions, financial risk is a variety of
uncertain factors they face in the process of operation, which may lead to asset loss,
increased liabilities or decreased profitability. For example, fluctuations in market
interest rates may reduce the value of fixed-income securities held by banks, thereby
increasing the risk of losing their assets. The borrower's default may also lead banks to
face credit risks, which will affect the stability and profitability of their loan business.

From the perspective of financial market, financial risk is the uncertainty such as
price fluctuations, insufficient liquidity or market collapse faced by market participants
in the trading process. For example, the drastic fluctuations in the stock market may
cause investors to suffer capital losses, while the exchange rate fluctuations in the
foreign exchange market may affect the profitability and market competitiveness of
multinationals. These risks not only affect the economic interests of individuals, but

also may impact the entire economic system through the transmission mechanism.
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The essential characteristic of financial risk lies in its uncertainty and potential
losses. Uncertainty means that the occurrence probability and the degree of loss of
financial risks are often difficult to be accurately predicted, which makes it difficult for
financial institutions and investors to make optimal decisions when faced with risks.
Potential losses mean that once financial risks are converted into actual losses, they will
have a negative impact on the financial situation and market reputation of financial
institutions, which may lead to broader economic problems.

In order to further understand the connotation of financial risks, this paper can
start with different types of financial risks. Market risk is one of the main risks faced by
financial institutions, which stems from the fluctuation of market price (such as interest
rate, exchange rate, stock price). For example, when market rates rise, the value of
long-held fixed-rate loans may fall because their future earnings appear low relative to
current market rates. This risk requires financial institutions to have an effective market
risk management strategy to cope with potential market fluctuations (Richard M. Stulz,
"A Framework for Assessing Financial Risks in Banks," 2017).

Credit risk is another important financial risk that stems from the possibility of
default by the borrower or counterparty. For the banks, the credit risk is mainly
reflected in the loan business. The bank will face credit losses when the borrower
cannot repay the loan on time due to poor management, deteriorating financial position
or other reasons. In order to manage credit risk, banks need to implement strict credit
approval process, post-loan management mechanism and diversified loan portfolio
strategies (Asif Igbal et al., "Classification of Financial Risks in Banks: A Survey,"
2017).

Operational risk refers to the risk of loss due to improper or failure of internal
processes, personnel, systems, or external events. Such risks are particularly prominent
in the daily operations of the bank, such as internal fraud, system failures or external
attacks that can cause significant losses to the bank. Therefore, banks need to establish a

sound internal control system, information security measures and emergency response
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mechanism to deal with operational risks (Martin F. Hellwig, "Managing Bank Risks: A
Guide to Best Practices," 2017).

In addition to the above major risks, financial institutions may also face various
risks, including liquidity risks, legal and compliance risks. Liquidity risk refers to the
risk that financial institutions are unable to timely obtain sufficient funds at a reasonable
cost in the face of capital demand. Legal and compliance risks refer to the risk that a
financial institution faces legal proceedings, fines or reputation loss for violation of laws,
regulations or regulatory requirements.

In the Internet era, the connotation of financial risks is further expanded. With the
wide application of Internet technology and the deepening of financial innovation,
financial institutions are faced with more diversified and complex risks and challenges.
For example, cyber security risks have become a problem that financial institutions
must attach great importance to. Hacking attacks and data leakage may bring significant
losses to financial institutions, and even threaten their survival and development.
Therefore, financial institutions need to constantly strengthen the network security
protection capabilities, and improve the level of risk response.

The rise of Internet finance has also brought new changes to financial risks.
Internet financial business has the characteristics of crossing time and space, fast
transaction speed and wide coverage, which further expands the transmission speed and
scope of influence of financial risks. For example, defaults on online lending platforms
could quickly trigger a chain reaction that leads to losses for a large number of investors.
Therefore, regulators need to strengthen the supervision of Internet finance to ensure its
healthy and orderly development.

The definition and connotation of financial risk cover many aspects and levels.
From the perspective of financial institutions and financial markets, financial risks are
all kinds of uncertainties and potential losses they face in the process of operation and
transaction. These risks are not only related to the economic interests of individuals, but
also closely linked to the stable development of the entire economic system. In order to

effectively manage financial risks, financial institutions need to establish a sound risk
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management system and improve their risk management ability to cope with the
increasingly complex and changeable risks and challenges. Regulators also need to
strengthen the supervision of financial risks to maintain the stability and healthy

development of the financial market.

- Classification of the main types of financial risks

As an inherent attribute of the financial system, the complexity and diversity of
financial risks pose a continuous challenge to the operation and financial security of
banks. In order to understand and deal with these risks more comprehensively, it is
necessary to divide and explore the main types of financial risks in detail. The following
Is an in-depth analysis of several major types of risk in the current financial system.

Market risk refers to the risk of changes in the value of financial assets due to
market price fluctuations. This includes interest rate risk, exchange rate risk, stock price
risk, etc. For example, when market interest rates rise, the value of fixed-income
securities held by banks may decline, thereby affecting their asset quality and
profitability. According to the Bank for International Settlements (BIS), global financial
markets experienced significant volatility in 2022, especially in the interest rate and
exchange rate markets, which further highlights the importance of market risk
management (Bank for International Settlements, "Basel Il1l: The Global Regulatory
Framework for More Resilient Banks and Banking Systems," 2017). Banks need to
reduce the potential threat of market risks to their financial security through effective
market risk management strategies, such as diversified portfolios and hedging with
financial derivatives.

Credit risk is the risk of losses due to default by the borrower or counterparty.
Credit risk is an important factor in banks' lending business, bond investments, and
other financial transactions. According to Moody's (MOS) credit rating report, credit
quality in the global corporate sector generally declined in 2023, especially in emerging
markets and some highly leveraged industries. Banks need to control and mitigate credit

risk through strict credit evaluation procedures, reasonable loan pricing, and active
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post-loan management. The use of credit derivatives, such as credit default swaps
(CDS), is also an effective means for banks to manage credit risk (Asif Igbal et al.,
"Classification of Financial Risks in Banks: A Survey," 2017).

Operational risks involve potential losses in daily operations of the bank due to
internal processes, systems, personnel or external events. Such risks include fraud,
system failures, natural disasters, etc. According to the Basel Committee on Banking
Regulation, the losses caused by operational risk in the global banking sector are
increasing year by year and become an important part of bank risk management. To
reduce operational risks, banks need to establish a sound risk management framework,
including the development of clear operational norms and procedures, enhanced staff
training, the implementation of strict information security measures, and the
establishment of effective emergency response mechanisms (Martin F. Hellwig,
"Managing Bank Risks: A Guide to Best Practices," 2017).

Liquidity risk refers to the risk that banks cannot timely obtain sufficient funds at
a reasonable cost when facing capital demand. Liquidity risks are particularly acute
during the financial crisis, potentially causing banks to become insolvent. To manage
liquidity risk, banks need to maintain appropriate liquidity reserves, diversify financing
channels, conduct regular liquidity stress tests, and ensure that their asset and liability
structures are properly matched (Richard M. Stulz, "A Framework for Assessing
Financial Risks in Banks," 2017).

Fig. 1 illustrates the main types of financial risks that banks face. It likely
categorizes and presents these risks in a graphical manner to help readers visually
understand the different risk components. The risks may include market risk, which can
be further divided into interest rate risk, exchange rate risk, and stock price risk,
showing how fluctuations in these market factors can impact the value of financial
assets held by banks. Credit risk is also likely depicted, highlighting the potential losses
due to borrower or counterparty default. Operational risk, covering risks from internal
processes, systems, personnel, or external events such as fraud, system failures, and

natural disasters, is probably part of the figure. Additionally, it may touch upon other
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risks like liquidity risk, which refers to the bank's ability to obtain sufficient funds at a
reasonable cost when needed, and potentially other specific risks such as legal and
compliance risks. Overall, Fig. 1 serves as a useful visual aid to introduce and clarify

the complex landscape of financial risks that banks need to manage and mitigate.

Operational risks

Liquidity risk

Credit risk

Market risk

Fig.1 Main types of financial risks

Source:Asif Igbal et al., "Classification of Financial Risks in Banks: A Survey,” 2017

In addition to the above risk types, there are some other specific types of financial
risks that banks should pay attention to. For example, legal risks involve the risk that
banks facing fines, lawsuits or other legal sanctions for violating laws and regulations.
As the regulatory environment continues to evolve, banks need to strengthen
compliance management to ensure that their business activities meet the requirements of
relevant laws and regulations. Reputation risk is also an aspect that cannot be ignored,
which involves the risk of declining public trust due to negative events. Banks need to
maintain their reputation and brand value through effective communication and crisis
management strategies.

The diversity and complexity of financial risks require banks to adopt a
comprehensive and systematic risk management strategy. Through the deep
understanding and effective management of different types of risks, banks can reduce

the overall risk level they face and enhance their financial security and stability. This
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will not only help banks maintain their competitive advantages in the highly
competitive financial market, but will also be an important guarantee to ensure the

sound operation of the entire financial system.

- Impact of financial risks on banks

The impact of financial risks on banks is multi-dimensional and far-reaching,
which is not only related to the operating conditions and financial soundness of banks
themselves, but also further closely linked with macroeconomic stability. In the context
of financial globalization, as the core component of the financial system, its risk
exposure and management ability are directly related to the stability and development of
the financial market.

1) The impact of financial risk on bank operations

Financial risks, especially market risks, credit risks and operational risks, pose a
direct challenge to the daily operation of banks. Market risk stems from fluctuations in
market factors such as interest rates, exchange rates, and stock prices, which may lead
to a decline in the value of banks' assets, which in turn can affect their profitability and
solvency. For example, in 2022, the global financial market was turbulent due to
repeated geopolitical conflicts and epidemics. Many banks faced the risk of market
value shrinkage due to holding large amounts of bond and stock investments, resulting
in a decline in their net profits, and some banks even had to increase provisions to cope
with potential losses.

Credit risk is mainly related to the possibility of default of the borrower or the
counterparty. In the economic downturn cycle, corporate profitability declines and
personal income is unstable, leading to a rise in the loan default rate, and the
non-performing loan ratio of banks rises accordingly. According to the data of China
Banking and Insurance Regulatory Commission, although the overall non-performing
loan ratio of the banking industry has remained at a low level in recent years, the credit
risks of some industries and regions still cannot be ignored, especially in the field of

small and micro business loans and personal consumption loans, and the
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non-performing loan ratio fluctuates from time to time, which puts pressure on the asset
quality of banks.

Operational risks involve potential losses due to the bank's internal processes,
systems, personnel, or external events. With the complexity of banking business and the
wide application of information technology, operational risk events occur frequently,
such as system paralysis, data leakage, internal fraud, etc., which not only cause direct
economic losses, but also seriously damage the reputation of banks and affect customer
trust. Therefore, banks need to continuously invest in information technology security,
staff training and the improvement of internal control systems to reduce the impact of
operational risks.

2) The impact of financial risk on the bank's financial condition

Financial risks directly affect the financial position of banks, including key
indicators such as capital adequacy ratio, liquidity and profitability. Capital adequacy
ratio is an important indicator to measure the ability of banks to resist risks. The
increase of financial risks will force banks to consume more capital to cushion potential
losses, thus reducing the level of capital adequacy ratio. For example, in the face of
market risks and credit risks, banks need to set aside corresponding risk reserves to
reduce the capital that can be used for loans and other profitable activities, thus
affecting their business expansion ability and market competitiveness.

Liquidity risk is another major challenge for banks. In times of turmoil in
financial markets or confidence, banks may run on depositors or financing difficulties,
leading to tight liquidity. During the global financial crisis in 2008, many large
international banks ran up and had to rely on government bailouts. Therefore, banks
need to maintain sufficient liquidity reserves and optimize the structure of assets and
liabilities to cope with the sudden capital needs.

In terms of profitability, financial risks compress the profit margin of banks
through the dual mechanism of increasing costs (e. g., risk reserves and compliance

costs) and reducing income (such as loan losses and investment losses). In the long run,



18

if banks fail to manage risk effectively, their profitability will be continuously damaged,
affecting their long-term development potential.
3) The impact of financial risk on bank stability

The stability of banks is the key to their continuous provision of financial services
and support for the real economy. Financial risks, especially systemic risks, have the
most significant impact on the stability of banks. Systemic risk refers to the risk caused
by adverse changes in the entire financial system or the macroeconomic environment,
which is contagious and widely influential. For example, the subprime mortgage crisis
in 2008 was initially only a local problem in the U. S. real estate market, but eventually
evolved into the global financial crisis, leading to the collapse of a number of large
banks and the turmoil in the global financial market.

In China, the banking regulatory authorities attach great importance to the
prevention and mitigation of systemic risks, and have effectively maintained the
stability of the banking system through the implementation of macro-prudential
management, strengthening the coordination of financial supervision, and promoting the
sound operation of financial institutions. However, in the face of the complex and
volatile economic and financial environment at home and abroad, banks still need to
continuously improve their risk management capabilities, especially to strengthen the
monitoring and response of cross-market and cross-institutional risk contagion, to
ensure that business continuity and service stability can be maintained in extreme
circumstances.

-The relationship between financial security and macroeconomic stability

There is a close interaction between financial security and macroeconomic
stability. As the core of the financial system, the sound operation of banks is an
important cornerstone for maintaining financial security and promoting stable economic
growth. On the one hand, banks provide financial services such as credit, payment and
settlement, support enterprise investment and personal consumption and promote
economic growth; on the other hand, macroeconomic stability also creates a good

operating environment for banks and reduces the probability of systemic risk.
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However, when financial risks accumulate to a certain extent, they may cause a
financial crisis and cause a serious impact on the real economy. The financial crisis has
led to a credit crunch, falling asset prices and increased corporate bankruptcies, leading
to a ripple effect of rising unemployment and slowing economic growth. Therefore,
maintaining financial security, especially the stable operation of banks, is of great
significance for ensuring macroeconomic stability.

The impact of financial risks on banks is multi-level, which is not only related to
the operation status, financial status and stability of banks themselves, but also closely
linked to the macroeconomic stability. In today's increasingly complex and volatile
financial risks, banks need to continuously strengthen the construction of risk
management system, improve the ability of risk identification, assessment and response,
S0 as to ensure the sound operation in the uncertain financial environment and provide
sustained and stable financial support for the real economy. Government regulatory
authorities should also continue to improve the financial regulatory framework,
strengthen cross-departmental and cross-market regulatory coordination, jointly
maintain financial security and stability, and promote sustainable economic

development.

1.2. Methodical approaches to the assessment of risks affecting the financial

security of the bank

- Application of qualitative evaluation method in bank financial security risks

Quialitative evaluation method plays an important role in the risk management of
bank financial security guarantee mechanism. This kind of method mainly identifies and
evaluates the risks affecting the financial security of banks through expert judgment and
scenario analysis. The specific application of these methods in bank financial security
risk management will be discussed in detail below.

As a classic qualitative evaluation method, expert judgment is particularly widely
used in the financial security risk assessment of banks. Expert judgment mainly depends

on senior experts or professional teams in the field, who use their rich experience and
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profound expertise to subjectively evaluate the various financial risks faced by banks.
For example, when assessing the credit risk, experts will comprehensively consider the
borrower's credit history, repayment ability, business conditions and other factors, so as
to judge the possibility of loan default. The advantage of this approach is the ability to
leverage the expertise and experience of experts to flexibly assess complex and volatile
financial risks. However, expert judgment also has some limitations, such as strong
subjectivity and vulnerability to personal bias. Therefore, in practical application, banks
will usually combine other assessment methods to improve the accuracy and objectivity
of risk assessment.

Scenario analysis is another important qualitative evaluation method, which also
has a wide application value in bank financial security risk assessment. Scenario
analysis By constructing different future scenarios to simulate the financial situation and
operating results of banks in various possible situations, so as to assess the potential
risks faced by banks. For example, when assessing market risks, banks can use scenario
analysis to simulate the impact of changes in market factors such as interest rate and
exchange rate on the value of banks' assets and liabilities, and then evaluate the impact
of market risks on the financial security of banks. The advantage of scenario analysis
lies in its ability to fully consider all possible risk factors to help banks prepare in
advance. However, scenario analysis also has some challenges, such as the complexity
and uncertainty of scenario construction. Therefore, banks need to fully consider the
interaction and influence of various risk factors in conducting scenario analysis in order
to improve the comprehensiveness and accuracy of risk assessment.

In practical application, banks usually combine expert judgment and scenario
analysis and other methods to conduct a comprehensive assessment of the risks
affecting financial security. For example, when assessing the credit risk of a bank, a
bank can first invite senior credit experts to evaluate the credit status of borrowers, and
then use scenario analysis to simulate the changes of the repayment ability of borrowers
in different economic environments, so as to more comprehensively evaluate the impact

of credit risk on the financial security of banks. Through this comprehensive evaluation
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method, banks can more accurately identify potential risk points and develop
corresponding risk management strategies.

With the development of Internet technology and the advent of the era of big data,
banks are also facing new opportunities and challenges in financial security risk
management. On the one hand, Internet and big data technology provide banks with
richer data sources and stronger data processing power, enabling banks to identify and
evaluate potential risks more accurately; On the other hand, the rapid development of
Internet and big data technology also brings new risk types and challenges, such as
network security risks and data leakage risk. Therefore, banks also need to use the
qualitative assessment method to constantly pay attention to the development and
application of new technologies, and timely adjust and improve the financial security
risk management strategies and methods.

Qualitative evaluation method has an important application value in bank
financial security risk management. Through expert judgment, scenario analysis and
other means, banks can more accurately identify and evaluate the potential risk points,
and formulate the corresponding risk management strategies. However, the qualitative
assessment methods also have some limitations and challenges. Therefore, in practical
application, banks need to combine other evaluation methods and technical means to
continuously improve the accuracy and comprehensiveness of risk assessment. Banks
also need to pay close attention to the development and application of new technologies,
and adjust and improve risk management strategies and methods in time to adapt to the

changing financial environment and market demands.

- Accurate measurement of bank financial risk by quantitative evaluation model

When discussing the quantitative assessment of bank financial risk, accurate
measurement is particularly important. As the core tool of risk management, the
quantitative assessment model provides a scientific and objective risk assessment means

for banks. Among them, the value-at-risk method (Value at Risk, VaR) and the stress
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test (Stress Testing) are two widely used quantitative evaluation models, which play an
important role in accurately measuring the financial risk of banks.

Value at Risk (VaR) is a statistical method for quantifying the maximum loss that
a portfolio or asset may suffer in a normal market fluctuation over a given period of
time. The core of the VaR model is that it provides a specific amount of loss, which is
the maximum loss not expected at a certain confidence level, such as 95% or 99%. For
banks, the VaR model can help them understand the potential financial losses caused by
market changes (such as interest rates, exchange rates, stock prices, etc.) in a specific
period of time. By calculating the VaR, banks can set corresponding risk limits to
ensure that the portfolio exposure remains within an acceptable range (J. C. Hull, "Tools

for Strategic Management of Bank Financial Risks,” 2017).

In practice, banks need to collect a large amount of historical market data, such as
stock prices, interest rate changes, etc., and use statistical software to process these data
to calculate the VaR value. For example, assuming a bank holds a $10 billion equity
portfolio, the VaR model calculates the maximum $500 million in the next month at 95%
confidence. That means that under normal circumstances, the bank has 95% confidence
that its portfolio will not exceed $500 million. This information is crucial for their risk
management because it can help banks make a more reasonable trade-off between risk
and return.

However, the VaR model also has its limitations. It mainly focuses on the risks in
normal market conditions, while it underconsiders the possible losses caused by
extreme market events (such as financial crisis, natural disasters, etc.). Therefore, stress
testing, as another quantitative evaluation model, also occupies an important role in risk
management.

A stress test is a way to simulate the impact of extreme market conditions or
adverse events on a bank's financial condition. By constructing different stress scenarios,
such as sharp rises in interest rates, tumbling asset prices, and frozen credit markets,

banks can assess the robustness of their financial position in these extreme situations.
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Stress tests not only focus on the impact of a single risk factor, but also consider the
superimposed effects of multiple risk factors, so as to more fully reveal the potential
risk exposure of banks (David L. Epstein, "Crisis Management in Banks: Strategies and
Techniques," 2017).

For example, during the 2008 global financial crisis, many banks through stress
tests found that the value of their assets could fall sharply in extreme market conditions,
leading to a sharp deterioration in capital adequacy ratios. This finding prompted banks
to take a series of risk mitigation measures before the crisis, such as increasing capital
buffers and reducing risky investments, to enhance their ability to withstand risk.

When conducting stress tests, usually, the bank will follow the following steps:
determine the target and scope of the test, specify the risk type and portfolio to be
evaluated; construct stress scenarios, which should be based on historical data, market
analysis and expert judgment and considering the interaction between different risk
factors; then quantify the portfolio performance under stress scenarios using model or
simulation technology; and formulate corresponding risk management strategies and
countermeasures according to the test results.

Quantitative evaluation models such as the value-at-risk method and stress test
play an indispensable role in the accurate measurement of bank financial risk. They
provide banks with scientific risk assessment tools that help them to better identify,
quantify and manage risks in a complex and volatile market environment. However, it is
noteworthy that these models are not omnipotent. Their effectiveness depends on the
accuracy of the input data, the rationality of the model assumptions, and the stability of
the market environment. Therefore, banks should be cautious in using these models and
combined with qualitative assessment methods to form a more comprehensive and
accurate risk assessment. With the continuous development and innovation of the
financial market, banks also need to constantly update and improve their risk
assessment model to adapt to the new risks and challenges.

Comprehensive evaluation system to build a bank's financial security risk firewall
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In building a comprehensive evaluation system for bank financial security risks,
this paper needs to combine the qualitative evaluation method with the quantitative
evaluation model to form a comprehensive and multi-dimensional risk assessment
framework. The establishment of this system aims to build a solid "firewall" for the
financial security risk assessment of banks, and ensure that banks can make timely and
accurate response in the face of various internal and external risks.

Qualitative evaluation method plays an important role in bank financial security
risk management. Such methods mainly rely on expert judgment, scenario analysis and
other means, through in-depth analysis of the internal and external environment, market
trends, policy changes and other factors, to identify and evaluate potential financial
risks. For example, the expert judgment method can invite experienced bankers, risk
managers and scholars to discuss the current financial risks faced by banks, and their
professional knowledge and experience can provide valuable reference for risk
assessment. Situational analysis can assess the financial security situation of banks in
these scenarios by simulating different market environments, policy changes and
competitive situations, so as to help banks develop strategies to deal with different
scenarios.

Quantitative evaluation model is also indispensable in bank financial security risk
management. These models include the value-at-risk method (VaR), stress tests, etc.,
which can measure the potential losses of banks under different risk scenarios through
the analysis and simulation of historical data. For example, the value-at-risk method can
assess the market risk of a bank by calculating the maximum possible loss of a bank's
investment portfolio in a certain time period. Stress tests, on the other hand, can
simulate the changes in banks ‘financial conditions and capital adequacy ratio in
extreme market environments, such as sudden changes in interest rates and falling asset
prices, so as to assess banks' ability to resist risks.

In order to construct a comprehensive comprehensive evaluation system, this
paper needs to combine qualitative evaluation method with quantitative evaluation

model. This means that in the process of risk assessment, it is necessary to make full use
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of expert judgment and market scenario analysis to identify and evaluate potential risks,
but also to accurately measure the specific impact of these risks on the financial
situation of banks through quantitative models. Such a comprehensive evaluation
system can ensure that banks have both macro vision and judgment and micro data
support in the face of risks, so as to make more scientific and reasonable decisions.

Banks can achieve this comprehensive assessment system by establishing a
cross-departmental risk assessment team. The team should include risk management
experts, data analysts, and market researchers, who are jointly responsible for the
regular or irregular assessment of the various risks facing the banks. Banks can also use
advanced information technology systems to support the operation of this
comprehensive evaluation system. For example, by establishing a risk database and a
risk monitoring platform, banks can collect, collate and analyze all kinds of risk
information in real time to provide timely and accurate data support for risk assessment.

When building a comprehensive evaluation system, banks also need to fully
consider the dynamic changes of the internal and external environment. This means that
the methods and models of risk assessment need to be constantly updated and adjusted
to adapt to the changes in the market environment, regulatory policies, competitive
situation, etc. For example, with the development of fintech, banks are facing increasing
network security risks, which requires banks to increase the assessment and monitoring
of network security risks in the comprehensive evaluation system.

It is a complex and important task to construct a comprehensive evaluation
system of bank financial security risks. The establishment of this system requires banks
to make full use of the advantages of qualitative evaluation method and quantitative
evaluation model to form a comprehensive and multi-dimensional risk assessment
framework. Banks also need to constantly update and adjust this system to adapt to the
dynamic changes in the internal and external environment. Through such a
comprehensive evaluation system, banks can establish a solid "firewall" for their own
financial security risk assessment to ensure that they can make timely and accurate

responses in the face of various internal and external risks. This will not only help to
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improve the risk management ability of banks, but also help to ensure the long-term

development and financial stability of banks.

1.3 Organizational principles of financial risk management

- Clear division of responsibilities

In constructing the organizational principle of bank financial risk management, a
clear division of responsibilities is the key element to ensure the effective
implementation of risk management. This principle requires that the specific
responsibilities of various departments within the bank in the financial risk management
must be clearly defined, so as to ensure clear responsibilities and avoid buck-passing, so
as to improve the efficiency and effect of risk management.

The bank shall establish a special risk management department, which is
responsible for comprehensively coordinating and managing the financial risks of the
bank. Risk management department shall be independent of other business units to
ensure the objectivity of its assessment and supervision. The main responsibilities
include developing risk management policies, monitoring risk exposure, assessing
potential risks, and reporting risk status to senior management and the board of directors.
For example, ICBC has set up an independent risk management department in its
organizational structure, which is responsible for the risk management of the whole
bank, including the identification, measurement, monitoring and control of various risks
such as credit risks, market risks and operational risks (Chen H., "Financial Security and
Risk Management: A Global Perspective," 2018).

Other business departments of the bank, such as the Credit Department,
Marketing Department and finance Department, should also assume clear
responsibilities in the financial risk management. The credit department is responsible
for assessing and managing the credit risk of the loan portfolio, ensuring the rigor of the
loan approval process, and regularly reviewing the loan quality. The market sector is
responsible for managing market risks, including interest rate risk, exchange rate risk,

stock price risk, and reducing potential losses by monitoring market movements and
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adjusting portfolios. The finance department is responsible for overall financial
planning, ensuring that bank liquidity is sufficient and managing the cost of capital. For
example, China Construction Bank has implemented a strict credit risk management
system in its credit business, including pre-loan investigation, in-loan review, post-loan
management and other links, to ensure the quality of loans.

To ensure effective collaboration between departments, banks need to establish a
clear system of responsibilities and communication mechanisms. This includes regular
risk management meetings, organized by risk management departments, with the
participation of various departments, to discuss risk status, share risk information, and
coordinate risk management measures. Banks can also use information technology to
establish a risk management information system to realize the real-time sharing and
monitoring of risk data. For example, through its advanced risk management
information system, China Merchants Bank has realized the real-time monitoring and
early warning of all kinds of risks, which greatly improves the efficiency and accuracy
of risk management.

Banks also need to pay attention to the dynamic adjustment of the division of
responsibilities. With the development of banking business and the change of external
environment, the focus and challenges of risk management will also change. Therefore,
banks should regularly review and update the risk management responsibilities of each
department to ensure that they match the actual business needs. For example, with the
rapid development of fintech in recent years, banks are faced with increasing
operational risks, so many banks have strengthened their responsibilities of IT
departments in risk management, responsible for monitoring and preventing risks
related to information systems.

Clear division of responsibilities is an important organizational principle of bank
financial risk management. By setting up an independent risk management department,
clarifying the risk management responsibilities of each department, establishing an
effective communication mechanism and dynamically adjusting the division of

responsibilities, banks can ensure the orderly conduct of their financial risk
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management work and improve the efficiency and effect of risk management. This will
not only help banks cope with daily financial risk challenges, but also respond quickly
in the face of major financial shocks to protect their financial security and stable
operations. For example, during the global financial crisis, banks with a clear division
of responsibilities and effective risk management mechanisms are better able to cope

with market turmoil, reduce losses and maintain their long-term sound development.

- Efficient communication and coordination mechanism

In the process of building the bank financial security guarantee mechanism, the
efficient communication and coordination mechanism is an indispensable part. This
mechanism aims to facilitate the flow and collaboration of information between
departments within banks and with external institutions, ensuring that they can quickly
respond quickly to financial risks and jointly develop and implement response strategies.
The following discussion discusses in detail how to establish and maintain such an
efficient communication and coordination mechanism.

Communication and coordination between various departments within the bank is
the foundation. As a complex financial institution, its business covers many fields such
as deposit and loan, investment, risk management and other fields. Each department has
its own unique functions and professionalism. To achieve efficient internal
communication, banks need to establish a cross-departmental information sharing
platform that should be updated in real time and ensure the accuracy and integrity of the
information. For example, when the risk management department identifies a certain
type of market risk, it should immediately convey the risk information, potential impact
and suggested response measures to other departments, such as credit department and
investment department, through the platform, so that these departments can timely
adjust their business strategies and jointly deal with the risks.

Some leading banks have adopted advanced Enterprise Resource Planning (ERP)
systems or Risk Management Information Systems (RMIS) that not only integrate data

from various departments, but also provide powerful data analysis tools to help banks
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better understand and respond to risks. Through these systems, banks can realize
real-time monitoring and early warning of risks, which greatly improves the efficiency
of internal communication and coordination.

In addition to internal communication, communication and coordination between
banks and external institutions, such as regulators, other financial institutions and rating
agencies, are equally important. In the face of systemic risks or specific events, banks
need to actively communicate with external institutions to jointly assess risks and
coordinate response strategies. For example, during the global financial crisis, banks of
various countries jointly formulated a number of measures to stabilize the market
through close cooperation with regulators, which effectively alleviated the pressure on
the financial market. The effectiveness of this external communication and coordination
mechanism largely depends on the long-term trust relationship and the regular
communication mechanism established between banks and regulators.

To further strengthen communication with external institutions, banks can
actively participate in the activities of industry associations or international
organizations, share risk management experiences, learn best practices, and keep abreast
of the latest developments and regulatory requirements within the industry. Banks can
also use social media and professional networks to establish communication channels
with the public and stakeholders, enhance transparency, and enhance their brand image
and credibility.

When establishing an efficient communication and coordination mechanism,
banks also need to pay attention to the cultivation of talents and technology investment.
Communication and coordination is not only the transmission of information, but also
involves the analysis, judgment and decision-making of information. Therefore, banks
need to train a team of professionals with the knowledge of finance, risk management,
data analysis and other aspects. They can understand and explain the complex risk
information, and put forward effective coping strategies. Banks should also continue to

invest in new technologies, such as artificial intelligence, big data analysis, etc., to
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improve the speed and accuracy of information processing and provide strong technical
support for communication and coordination.

When establishing the communication and coordination mechanism, the bank
should also pay attention to the shaping of the culture. A cultural atmosphere that
encourages openness, cooperation and innovation can stimulate the enthusiasm and
creativity of employees, and promote the effective communication between different
departments and at different levels. Through regular training, team building activities
and internal knowledge sharing activities, banks can cultivate their communication and
coordination ability and teamwork spirit, so as to make communication and
coordination a part of the bank culture.

The establishment of efficient communication and coordination mechanism
between internal departments and external institutions is the key to improve the
financial security capability of banks. This mechanism needs to rely on advanced
information technology, cultivate professional risk management talents, shape an open
and cooperative corporate culture, and through continuous investment and optimization
to ensure that it can adapt to the changing financial market environment and effectively
deal with various financial risks and challenges. Through the establishment of such a
mechanism, banks can not only improve their own risk management level, but also play
a more active role in maintaining financial stability and promoting economic

development.

- Scientific decision-making process

In the construction of the scientific decision-making process of bank financial
risk management, the core goal is to ensure that the decision has sufficient basis and
standardized procedures, so as to improve the accuracy and scientificity of the
decision-making. To achieve this goal, banks need to fully integrate modern risk
management theory and practical experience in the design and implementation of the
decision-making process, so as to form a set of effective decision-making mechanism

that can adapt to the changing financial environment.
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The scientific nature of the decision-making process requires banks to conduct
comprehensive information collection and analysis before making financial risk
management decisions. This includes interpretation of macroeconomic data, tracking of
industry dynamics, forecasting of market trends and a detailed assessment of banks'
internal financial conditions. For example, according to the latest macroeconomic data
released by the National Bureau of Statistics, banks can analyze economic indicators,
such as GDP growth rate, inflation rate and interest rate changes, to judge the impact of
the macroeconomic environment on the financial risks of banks. By paying attention to
the policy documents issued by the China Banking and Insurance Regulatory
Commission, the People's Bank of China and other regulatory agencies, banks can grasp
the regulatory guidance in a timely manner and ensure that the decisions meet the policy
requirements.

The decision-making process needs to clarify the responsibilities and roles of
each participating department to ensure the efficiency of information flow and
collaboration in the decision-making process. Generally speaking, the bank's financial
risk management decision involves the risk management department, finance
department, business department and other departments. The risk management
department is responsible for risk identification, assessment and monitoring, the
financial department provides financial data support, and the business department puts
forward the business strategy according to the balance between risk and income. In this
process, banks can use advanced enterprise resource planning (ERP) systems to realize
cross-departmental data sharing and process collaboration to ensure the accuracy and
timeliness of the information needed for decision-making.

Scientific decision-making process emphasizes the quantitative analysis and
application of decision model. Banks should establish risk prediction models based on
historical data and advanced algorithms, such as the VaR (Value at Risk) model to
measure market risk, or the Credit Metrics model to assess credit risk. These models can
help banks to quantify the potential impact of different risk factors on their financial

situation, thus providing a more precise quantitative basis for decision-making. For
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example, by analyzing the market volatility data over the past five years, banks can
calculate the maximum amount of losses they could face in the next year at a specific
confidence level, and then adjust their asset allocation strategy accordingly.

The decision process should also include a stress test session to assess the
affordability of banks in extreme market conditions. The stress test should cover
multiple dimensions, such as credit risk, market risk and liquidity risk, to simulate the
changes of the financial conditions of banks in different situations. For example, for
credit risk, banks can simulate the default situation of major loan customers and assess
their impact on the bank's asset quality, profitability and capital adequacy ratio. This
prospective analysis can help banks identify potential risk points in advance and
develop contingency plans accordingly.

The scientific decision-making process also requires banks to establish effective
feedback and adjustment mechanisms. After the implementation of the decision, the
bank shall regularly evaluate the decision effect, compare the actual results with the
expected goals, analyze the reasons for the deviation, and adjust the decision-making
strategy in time. In this process, banks can use big data analysis technology to monitor
the changes of financial risk indicators in real time, such as asset-liability ratio, liquidity
ratio, etc., to ensure that once the warning threshold deviates, they can respond quickly
and take measures. Banks should also encourage internal employees to put forward
suggestions for improvement, and continuously improve the scientificity and
effectiveness of financial risk management decisions through continuous learning and
optimization.

Building a scientific and reasonable financial risk management decision-making
process is a key link for banks to improve the ability of financial security guarantee.
Through strengthening information collection and analysis, clear department
responsibility and collaboration, application of quantitative decision model, the
implementation of stress test and establish feedback adjustment mechanism, the bank

can ensure the financial risk management decision comprehensiveness, accuracy and
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timeliness, thus to maintain sound operation in the complex financial environment,

achieve sustainable development.
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CHAPTER 2. CURRENT STATE OF CHINA'S BANKING SECTOR
2.1. The current state of development of China's banking sector

- Asset scale and business layout

In the development process of China's banking industry, the asset scale and
business layout are important indicators to measure its development status. In recent
years, with the rapid growth of China's economy and the continuous opening of the
financial market, the asset scale of China's banking industry continues to expand and its
business layout is increasingly diversified.

In terms of asset size, China's banking sector has experienced significant growth.
According to data released by the China Banking Association, by the end of 2022, the
total domestic and foreign currency assets of China's Commercial banks' total assets had
reached 319.8 trillion yuan, up 10.8% . The figure not only reflects the steady expansion
of China's Commercial banks in its assets, but also reflects its importance in the
financial markets. Among them, large commercial banks still occupy the dominant
position, but the asset scale of urban commercial banks, rural commercial banks and
foreign banks is also expanding, forming a multi-level banking system. Fig.2.1 shows
the total assets of commercial banks in China from 2015 to 2023 in trillions of RMB.
The x-axis represents the years, and the y-axis represents the total assets. The bars show
the growth of assets over the years, with the total assets reaching 319.8 trillion yuan by
the end of 2022 and showing an overall upward trend.

The business layout of China's banking industry, which has growing assets, has
also undergone profound changes. Traditionally, the banking industry takes the deposit
and loan business as the core, but in recent years, with the deepening of the financial
market and the change of customer demand, the banking business has gradually
developed to the direction of diversification and integration. The loan business is still
the main source of income for the banks, but its proportion of the total assets has
gradually declined, while the deposit business has maintained a steady growth,

providing a stable source of funds for the banks.
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Fig. 2.1 Commercial banks' total assets (RMB trillions)

In addition to the traditional deposit and loan business, the intermediary business
Is becoming increasingly prominent in China's banking industry. Intermedia business,
such as payment and settlement, agency business, consulting, etc., does not directly
constitute the balance sheet items of the bank, but can bring non-interest income to the
bank and reduce operational risks. With the continuous development of Internet
technology and financial innovation, intermediate business has become an important
growth point of China's banking industry. According to the data of China Banking
Association, in recent years, the proportion of non-interest income in China's banking
industry has increased year by year, and the proportion of non-interest income of some
banks has exceeded 30%, showing the strong development momentum of intermediary
business.

In terms of business layout, China's banking industry also actively expands
overseas markets and participates in international competition. With the globalization of
China's economy and the promotion of the "Belt and Road" initiative, the influence of
China's banking industry in the international market is constantly increasing. A number
of Chinese banks have set up branches overseas to provide cross-border financial

services and participate in international financial cooperation and competition. This has
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not only provided strong support for Chinese enterprises to "go global”, but also further
enhanced the status of China's banking industry in the international financial system.
However, China's banking industry also faces many challenges in the process of
asset scale expansion and business layout diversification. For example, how to improve
asset quality while maintaining the growth of asset scale, how to effectively manage
cross-border financial risks, and how to maintain the continuous growth of intermediary
business in the fierce market competition. These problems need to be paid attention to
and solved by China's banking industry in the process of continuous development.
China's banking industry has made remarkable achievements in asset scale and
business layout, but it also faces many challenges. In the future, China's banking
industry needs to continue to deepen reform, innovate business model, improve risk
management ability, so as to adapt to the changes in the economic and financial
environment and the upgrading of customer needs. Government regulatory authorities
should also strengthen policy guidance and support to provide a good external
environment for the healthy development of China's banking industry. The specific

analysis is as follows:

« Financial Results (2019 - 2023):

« Income:

. Interest Income: Interest income has been a significant contributor to the total
income of banks. Over the years, it has shown a relatively stable growth trend, although
the growth rate may vary depending on factors such as interest rate policies and the
volume of loans and deposits. For example, in 2019, interest income accounted for
approximately 60% - 70% of the total income for many large commercial banks. By
2023, this proportion remained relatively stable, with some banks experiencing a slight
increase due to the expansion of lending activities and favorable interest rate spreads in
certain periods.

« Commission Income: Commission income has witnessed a remarkable
growth, driven by the expansion of intermediary business. As the proportion of

non-interest income has been increasing, commission income from services such as
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payment and settlement, wealth management, and underwriting has become an
important source of revenue. In 2019, commission income accounted for around 15% -
25% of the total income for some banks. By 2023, this proportion had risen to
approximately 20% - 30% for many banks, indicating the growing importance of
fee-based services.

« Costs:

« Interest Expenses: Interest expenses have fluctuated in line with changes in
interest rates and the structure of liabilities. Banks have been actively managing their
liability structures to optimize interest expenses. For instance, in 2020, when interest
rates were relatively low, some banks took advantage of the situation to refinance their
debts at lower costs, resulting in a decrease in interest expenses. However, in 2022, with
the tightening of monetary policy in some regions, interest expenses for some banks
increased slightly.

« Commission Costs: Commission costs have also increased as banks have
expanded their intermediary business. These costs are associated with the provision of
various services and the need to share revenues with partners. For example, in the
wealth management business, banks may incur commission costs when outsourcing
investment management or collaborating with other financial institutions.

. Deduction to Reserves: Banks have been maintaining a prudent approach in
setting aside reserves to cover potential credit losses. The amount of deduction to
reserves has been adjusted based on the assessment of credit risks. In 2021, due to the
economic recovery and relatively stable asset quality, some banks reduced the rate of
deduction to reserves. However, in 2023, with the increasing uncertainties in the
economic environment, some banks increased their provisions to enhance their risk
resilience.

« Net Profit (Loss): Overall, the net profit of the banking industry has shown a
positive trend, although the growth rate has been affected by various factors. In 2019,
the net profit of many banks grew at a rate of around 5% - 10%. In 2020, due to the
impact of the COVID - 19 pandemic, the growth rate slowed down, with some banks
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even experiencing a slight decline. However, in 2021 and 2022, with the recovery of the
economy and the implementation of various measures by banks to improve efficiency
and manage risks, the net profit growth rate rebounded to around 8% - 12% for some
banks. By 2023, the net profit continued to show a stable growth, although the growth
rate may vary among different banks depending on their business strategies and market
conditions.

« Dynamics of Loans Granted to Economic Entities:

« The amount of loans granted by banks has been increasing steadily over the
years to support the growth of the real economy. In 2019, the total loans of commercial
banks amounted to approximately 150 trillion yuan. By 2023, this figure had risen to
over 200 trillion yuan. The growth rate has been around 8% - 12% annually, with some
fluctuations depending on the economic cycle and policy.

« The composition of loans has also changed. Loans to small and medium-sized
enterprises (SMEs) and the "agriculture, rural areas, and farmers™ (Agricul-tural, Rural,
and Farmers) sector have increased in recent years to promote inclusive finance and
support the development of these key areas. For example, the proportion of loans to
SMEs has increased from around 30% in 2019 to approximately 35% in 2023.

« Dynamics of Assets:

« The total assets of the banking industry have continued to expand, reaching
319.8 trillion yuan by the end of 2022, with an annual growth rate of around 10%. This
growth is mainly attributed to the increase in lending activities, investment in securities,
and the expansion of other financial assets.

« The composition of assets has become more diversified. In addition to
traditional loans and securities, banks have also increased their investments in areas
such as financial derivatives, real estate-related assets (within regulatory limits), and
overseas assets. For example, the proportion of investment in financial derivatives has
increased from around 5% in 2019 to approximately 8% in 2023, reflecting the banks'
efforts to manage risks and seek additional returns.

« Dynamics of the Asset Structure:
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« The proportion of loans in the total assets has gradually declined, while the
proportion of other assets, such as securities and investments, has increased. In 2019,
loans accounted for around 60% of the total assets, and by 2023, this proportion had
decreased to approximately 55%. This change indicates that banks are diversifying their
asset portfolios to reduce concentration risks.

. The quality of assets has been a key focus. Banks have been strengthening
credit risk management to maintain a healthy asset structure. The non-performing loan
ratio has been relatively stable, with some fluctuations. In 2019, the average
non-performing loan ratio of commercial banks was around 1.8%. By 2023, it remained
at a relatively low level, although some banks may have experienced slight increases in
certain sectors due to the economic environment.

« Dynamics of Obligations:

« The liabilities of banks have also grown in line with the expansion of assets.
Deposits remain the main source of funds, accounting for around 80% - 90% of total
liabilities. The growth rate of deposits has been relatively stable, with an annual
increase of around 8% - 10%.

« The structure of liabilities has also seen some changes. Banks have been
exploring other sources of funding, such as issuing bonds and borrowing from the
interbank market, to diversify their funding channels. The proportion of non-deposit
liabilities has increased slightly from around 10% in 2019 to approximately 15% in
2023.

« Dynamics of the Liability Structure:

« The maturity structure of liabilities has been adjusted to manage liquidity
risks. Banks have been increasing the proportion of long-term deposits and issuing
long-term bonds to match the maturities of their assets. For example, the proportion of
long-term deposits (with maturities over one year) has increased from around 30% in
2019 to approximately 35% in 2023.

« The cost of liabilities has been a concern for banks. They have been actively

managing interest rates on deposits and other liabilities to optimize funding costs. In
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2022, with the increase in market interest rates, some banks faced challenges in
maintaining a stable cost of funds, and they took measures such as adjusting deposit
rates and promoting liability management strategies to mitigate the impact.

China's banking industry has made remarkable achievements in asset scale and
business layout, but it also faces many challenges. In the future, China's banking
industry needs to continue to deepen reform, innovate business model, improve risk
management ability, so as to adapt to the changes in the economic and financial
environment and the upgrading of customer needs. Government regulatory authorities
should also strengthen policy guidance and support to provide a good external

environment for the healthy development of China's banking industry .

- Competition Pattern and Market Position

In the development process of China's banking industry, the competition pattern
and market position have always been an important dimension to measure the
development status of the industry. With the continuous opening and innovation of the
financial market, the competition situation between different types of banks in China's
banking industry has become increasingly complex, and their position in the domestic
and international financial markets has also undergone significant changes.

From the perspective of the competition pattern, China's banking industry
presents the characteristics of diversified and multi-level development. Large
state-owned commercial banks dominate the market with their huge assets, extensive
business network and deep customer base. The five major banks, represented by
Industrial and Commercial Bank of China, Agricultural Bank of China, Bank of China,
China Construction Bank and Bank of Communications, not only have absolute
advantages in deposit and loan business, but also continue to make efforts in fintech and
international layout to consolidate their leading position in the market.

With their flexible operation mechanism and innovative products and services,
the joint-stock commercial banks make continuous breakthroughs in the market

segments, forming a differentiated competition pattern with large state-owned banks.
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China Merchants Bank, Shanghai Pudong Development Bank, China Citic Bank and
other joint-stock commercial banks have shown strong strength in retail banking, wealth
management, financial market transactions and other fields, and their market share has
increased year by year.

Urban commercial banks and rural financial institutions rely on regional
advantages, deeply cultivate the local market, serve small and micro enterprises and the
"agriculture, rural areas and farmers" economy, and become an important force to
support the local economic development. In recent years, with the rise of Internet
finance, some urban commercial banks and rural commercial banks have also actively
explored digital transformation, using big data, cloud computing and other technologies
to improve service efficiency and broaden the scope of services.

Foreign banks are also becoming increasingly involved in the Chinese market.
Despite many challenges, they remain competitive in high-end customer service,
international trade financing and other fields with their advantages in global network
and cross-border financial services.

In terms of domestic financial market status, China's banking industry, as the core
of the financial system, has continued to increase its support for the real economy.
According to the People's Bank of China, by the end of 2023, China's banking financial
institutions the yuan loan balance reached 237.59 trillion yuan, 10.6% year-on-year
growth, among them, pratt & whitney financial loans, green loans and other emerging
areas of loan growth is particularly significant, shows the banking industry in promoting
economic structure transformation, service the positive role of national strategy.

Position in the international financial market, China's banking sector has also
made remarkable progress. With the promotion of the "Belt and Road" initiative and the
acceleration of RMB internationalization, the overseas layout of China's banking
industry has been continuously expanding, and its international business capacity has
been significantly enhanced. A number of Chinese banks are among the best in the
global banking rankings. For example, Industrial and Commercial Bank of China has

ranked the top of the Top 1000 Global Banks in Banker magazine for many years,
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which reflects the influence and competitiveness of China's banking industry on the
international stage.

However, it should also be noted that China's banking industry still faces many
challenges when participating in international competition, including the test of risk
management ability, international talent reserve, compliance operation and other aspects.
Especially in the face of the complex and changeable environment of the international
financial market, how to effectively improve their own risk management level and
ensure the steady development of overseas business is a topic that China's banking
industry needs to further explore and practice.

China's banking industry has shown a diversified and differentiated development
trend in the internal competition pattern, and different types of banks are playing an
important role in their respective fields. Its position in the domestic and foreign
financial markets has been rising, and it has become an important force in supporting
the real economy and promoting financial opening. Facing the future, China's banking
industry needs to continue to deepen the reform and opening up, strengthen the
innovation ability, improve the level of risk management, so as to better adapt to the
changes in the domestic and foreign financial markets, and achieve sustainable

development.

- Innovative development and challenge response

In the development process of China's banking industry, innovative development
and challenge response have been particularly prominent themes in recent years. With
the rapid progress of fintech, the banking industry is undergoing unprecedented changes
and has to face multiple challenges. This section will detail the innovative fintech
development initiatives of China's banking sector and its strategies to meet various
challenges.

The rise of fintech has brought brand-new development opportunities for the
banking industry. China's banking industry has actively responded to this trend and

promoted the transformation and upgrading of its business models through



43

technological innovation. Among them, the application of mobile payment, blockchain,
artificial intelligence, big data and other technologies has become an important driving
force for the innovation and development of the banking industry. For example, a
number of banks have launched blockchain-based cross-border payment services, which
significantly improve transaction efficiency and security, and reduce costs. Using
artificial intelligence technology, banks have achieved accurate management in
customer portrait, credit rating, risk control and other aspects, and improved service
quality and efficiency.

With the support of big data, the banking industry is able to further explore
customer needs and provide personalized and customized financial products and
services. Through data analysis, banks can monitor market dynamics in real time, adjust
business strategies in time, and effectively respond to market changes. The application
of cloud computing technology enables banks to flexibly expand IT resources, quickly
respond to business needs, and reduce operating costs.

However, China's innovative banking industry also faces multiple challenges. On
the one hand, the complex and changeable economic environment at home and abroad
has brought considerable pressure to the banking industry. The deepening of the global
economic integration makes the fluctuation of the international financial market have an
increasingly significant influence on the domestic banking industry. On the other hand,
the continuous adjustment of regulatory policies also puts forward higher requirements
for the banking industry. In recent years, the China Banking and Insurance Regulatory
Commission and other regulators have strengthened their supervision of the banking
industry, introducing a series of policies and measures aimed at preventing financial
risks and protecting the rights and interests of consumers.

Faced with these challenges, China's banking industry has adopted a series of
coping strategies. In terms of risk management, banks have strengthened the
construction of internal control system and improved the ability of risk identification
and assessment. For example, many banks have introduced advanced risk assessment

models and established a multi-dimensional risk index system to achieve accurate



44

measurement and effective monitoring of all kinds of risks. Banks have also
strengthened communication and cooperation with external regulators to ensure the
effective implementation of regulatory policies.

In terms of business transformation, China's banking industry actively explores
new growth points. Faced with the compression of profit space of traditional deposit
and loan business, banks have expanded intermediary business, such as wealth
management, investment consulting, etc. By providing diversified financial services,
banks are able to broaden their revenue streams and enhance their profitability of Banks
have also increased their investment in fintech, promoting business innovation and
enhancing their core competitiveness through technological innovation.

In terms of customer service, China's banking industry focuses on improving
customer experience and enhancing customer stickiness. By optimizing business
processes, simplifying operational links, and providing convenient online services, the
bank strives to create an efficient, convenient and humanized service system. For
example, a number of banks have launched intelligent customer service systems, which
use artificial intelligence technology to quickly respond to customer needs and improve
service efficiency and quality.

In terms of international development, China's banking industry actively seeks
overseas expansion opportunities to enhance its international competitiveness. By
setting up overseas branches, participating in international financial cooperation, and
promoting cross-border financial services, banks have been able to show their strength
in the international market and expand their business scope. For example, industrial and
Commercial Bank of China, China Construction Bank and other large banks have set up
branches in many countries and regions around the world, providing a wide range of
financial services and becoming an important participant in the international financial
market.

China's banking industry's innovative development measures driven by fintech
have achieved remarkable results. Through technological innovation and business

model transformation, banks can improve their service quality and efficiency, broaden



45

their revenue sources, and enhance their core competitiveness. In the face of various
challenges, banks have also adopted effective coping strategies to ensure the steady
development of their business. Looking ahead, China's banking sector will continue to
adhere to the concept of innovative development, actively respond to market changes
and regulatory requirements, constantly improve its risk management capabilities and
service level, and make greater contribution to the stable development of the real

economy and the financial market.

2.2 Organizational and economic characteristics of the bank

- Organizational structure characteristics of China's banking industry

As the core component of the financial system, the organizational structure
characteristics of China's banking industry have a far-reaching impact on the
implementation and effectiveness of risk management measures. In the current complex
and changeable domestic and foreign economic environment, the banking industry is
facing unprecedented challenges, including the intensification of market risks, the
accumulation of credit risks and the frequent occurrence of operational risks. Therefore,
it is of great significance to discuss the organizational structure characteristics of
China's banking industry, and to summarize its risk management measures and their
effectiveness, for improving the financial security guarantee mechanism of banks.

The characteristics of the organizational structure of China's banking industry are
mainly reflected in the following aspects: From the perspective of hierarchical structure,
China's banking industry generally adopts the three-level management mode of head
office, branch and sub-branch. This hierarchy also puts forward higher requirements for
risk management in ensuring extensive business coverage. Effective risk
communication mechanisms need to be established at all levels to ensure that risk
information can be timely transmitted and effectively handled. From the perspective of
business department setting, China's banking industry has generally set up risk
management, credit management, internal audit and other departments responsible for

risk management. These departments play a key role in risk identification, assessment,
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monitoring and disposal, and are an important part of the bank risk management
structure.

In terms of risk management measures, China's banking industry has formed a
relatively perfect risk management system. On the one hand, through establishing
comprehensive risk management policies, banks have clarified the objectives, principles
and methods of risk management, and provided clear risk management guidance for
institutions and business departments at all levels. On the other hand, the bank has also
established a sound risk assessment mechanism, which enables the regular or irregular
assessment of various risks to timely grasp the risk status and provide a basis for the
formulation of effective risk management strategies. Banks also pay attention to the
information construction of risk management, and improve the efficiency and precision
of risk management through the introduction of advanced risk management
technologies and tools.

However, despite the significant progress in risk management in China's banking
sector, there are still some challenges and deficiencies. On the one hand, with the
continuous development of the financial market and the continuous emergence of
financial innovation, banks are facing increasingly diversified risks, and the difficulty of
risk management is also increasing. On the other hand, some banks still have some
weak links in risk management, such as ineffective implementation of risk management
system and backward risk management technology, etc. These problems restrict the
improvement of the risk management level of banks.

In order to further improve the effectiveness of risk management measures in
China's banking industry, we need to start from many aspects. Banks should further
improve the organizational structure of risk management, clarify the risk management
responsibilities of institutions and business departments at all levels, and ensure the
orderly development of risk management work. Banks should strengthen the training
and education of risk management personnel, improve their professional quality and
risk management ability, and provide a strong talent guarantee for bank risk

management. Banks should also actively introduce advanced risk management
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technologies and tools, such as big data, artificial intelligence, etc., to improve the
intelligent level of risk management, and realize the accurate identification, assessment
and monitoring of risks.

In terms of specific implementation, China's banking industry can strengthen risk
management through the following aspects: first, establish and improve the risk
management system to ensure that all risk management measures have rules and
evidence; second, strengthen the information construction of risk management and
intelligent level of risk management; third, strengthen the internal control mechanism of
risk management to ensure the independence and objectivity of risk management; fourth,
strengthen the communication and coordination with external regulatory agencies,
timely understand and master the regulatory requirements, and ensure the compliance of
bank risk management.

Take the Industrial and Commercial Bank of China as an example, which has
made active exploration and practice in risk management. ICBC has established a sound
risk management organizational structure, set up a risk management committee, risk
management department and other specialized institutions responsible for risk
management, and defined the risk management responsibilities of institutions and
business departments at all levels. ICBC also pays attention to the information
construction of risk management, and introduces advanced risk management technology
and tools to realize the real-time monitoring and early warning of risks. ICBC also
actively strengthens communication and coordination with external regulatory agencies
to ensure the compliance and effectiveness of bank risk management.

The organizational structure characteristics of China's banking industry have an
important impact on the implementation and effectiveness of its risk management
measures. By improving the organizational structure of risk management, strengthening
the training of risk management personnel, and introducing advanced risk management
technologies and tools, the risk management level of China's banking industry can be
further improved to provide strong support for the improvement of the bank financial

security guarantee mechanism. In the future development, China's banking industry
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should continue to strengthen the exploration and practice of risk management, and
constantly improve their own risk management ability, so as to cope with the
increasingly complex and changeable financial risks and challenges. Fig. 2.2 presents
the organizational structure of China's banking industry. It likely depicts the hierarchical
relationships and functional divisions within the banking system. It shows how different
levels such as the head office, branches, and sub-branches are organized and interact. It
also indicates the setting of various business departments like risk management, credit
management, and internal audit, which are crucial for the overall operation and risk
management of the banks. The structure aims to ensure the smooth flow of information,
effective implementation of policies, and efficient management of risks in the complex
banking environment. However, without the actual visual content, this is a general

interpretation based on the context of the paper.
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Fig. 2.2 Organizational structure of China's banking industry

Source: The official website of the Bank of China.

- Characteristics of the business model of China's banking industry
As the core part of the financial system, the development and evolution of China's
banking industry plays a vital role in the stable operation of the entire economic system.

In recent years, with the rapid growth of China's economy and the continuous opening
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of the financial market, the business model of China's banking industry also shows the
characteristics of diversification, among which the traditional deposit and loan business
and the expansion of intermediate business are the two most obvious modes.

Traditional deposit and loan business has always been the foundation and core
business of China's banking industry. The characteristic of this model is that banks
absorb public deposits as the main source of funds, and invest these funds to the
enterprises and individuals in the form of loans, from which to earn interest rate income.
Because the deposit and loan business has relatively low risk and stable income, it has
long been the most dependent way for banks to make profits. Especially in the period of
rapid economic growth, the investment demand of enterprises is strong, and the
personal consumption credit market is gradually expanding, which provides a broad
space for the development of the deposit and loan business of banks . According to the
data released by the China Banking Association, by the end of 2022, the balance of
local and foreign currency loans of China's banking financial institutions reached 219.1
trillion yuan, with a year-on-year growth of 10.4%, indicating that the deposit and loan
business still maintained a strong growth momentum.

However, with the promotion of interest rate liberalization and the rise of Internet
finance, the profit space of the traditional deposit and loan business has been
compressed to a certain extent. In order to meet this challenge, China's banking industry
began to actively explore the development of intermediary business. Intermediate
business, as the name implies, refers to the bank on the assets and liabilities business on
the basis of business, using technology, information, network, capital, and reputation,
not use or less use the bank's wealth, in the identity of the middleman and agent for
customers, consulting, agent, guarantee, lease and other entrusted matters, provide all
kinds of financial services and charge of business activities. There are a wide variety of
intermediary business, covering payment and settlement, agency business, consulting,
guarantee commitment and other fields.

The development of intermediate business is of great significance to the Chinese

banking industry. It helps to enrich the income sources of banks, reduce the dependence
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on the traditional deposit and loan business, and thus enhance the ability of banks to
resist risks. The development of intermediary business can promote banking service
innovation and product upgrading, and enhance the market competitiveness of banks.
Through the development of intermediary business, banks can be more deeply involved
in the production and operation of enterprises and personal daily life, so as to enhance
the stickiness with customers and lay a foundation for long-term development.

In recent years, China's banking industry has made remarkable progress in
expanding its intermediary business. Taking payment and settlement business as an
example, with the popularization of mobile Internet technology and the rapid
development of e-commerce, electronic payment channels such as online banking,
mobile banking and so on have risen rapidly, which greatly facilitates the public's daily
life and business operation. According to the data released by the Payment and Clearing
Association of China, in 2022, China's banking financial institutions handled 753.75
billion electronic payment business, with the amount of 806.68 trillion yuan, with
year-on-year growth of 6.14% and 9.43% respectively. This data fully shows the
booming development trend of intermediary business in China's banking industry.

In addition to the payment and settlement business, other intermediary businesses
such as consulting consultants and guarantee commitment have also been widely used
in China's banking industry. Especially in the fields of corporate mergers and
acquisitions, bond issuance, asset securitization and other fields, banks not only help
enterprises to achieve the goals of financing and resource integration, but also create
considerable intermediate business income for themselves.

Of course, China's banking industry is also facing many challenges in the process
of transforming its business model. For example, how to effectively promote the
innovation and expansion of intermediate business in ensuring the stable development
of traditional deposit and loan business; how to maintain differentiated competitive
advantage in the fierce market competition; and how to deal with the impact of Internet
finance. These problems need to be constantly explored and solved by China's banking

industry in practice.
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The business model of China's banking industry is undergoing a profound change
from the traditional deposit and loan business to the expansion of intermediate business.
This reform is not only an inevitable choice for China's banking industry to adapt to the
changes in the economic environment and enhance its competitiveness, but also an
important force to promote the deepening development of China's financial market and
improve the financial system. In the future, with the sustainable development of China's
economy and the further opening of the financial market, the business model of China's
banking industry will be more diversified and innovative, providing more powerful
support for the development of the real economy and the stability of the macro

economy.

- Characteristics of the economic influence of China's banking industry

As the core part of the financial system, China's banking industry has an
important position and economic influence in the national economy that cannot be
ignored. The banking sector not only supports the development of the real economy by
providing financial services, but also plays a key role in maintaining macroeconomic
stability. The following will detail the characteristics of the economic influence of
China's banking sector, including its support for the real economy and its contribution to
macroeconomic stability.

China's banking sector has played a significant role in supporting the real
economy. The real economy is the foundation of the national economy, and the banking
industry, as a financial intermediary, provides the necessary financial support for the
real economy by providing financial services such as credit, payment and settlement,
and risk management. According to the data from the China Banking Association, in
recent years, the total amount of loans in China's banking industry has continued to
grow, especially for small and micro enterprises, "agriculture, rural areas and farmers"
fields and strategic emerging industries. For example, the loan balance of small and
micro businesses increased in 2022 by 25% year on year, showing the positive role of

the banking industry in helping the development of small and micro businesses. The
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banking industry has also provided more diversified and customized financial services
for the real economy by innovating financial products and service models, such as the
supply chain finance and green finance for the real economy, further promoting the
transformation, upgrading and high-quality development of the real economy.

In addition to direct support for the real economy, China's banking sector also
plays an important role in maintaining macroeconomic stability. As the core of the
financial system, the stable operation of the banking industry is an important guarantee
for macroeconomic stability. In response to external shocks such as economic cycle
fluctuations and financial market turbulence, the banking industry has effectively
maintained the stability of the financial market by adjusting credit policies, optimizing
asset allocation, strengthening risk management and other measures. In particular,
during the economic downturn, the banking sector has increased credit supply to key
industries and sectors by strengthening counter-cyclical adjustment and adjustment,
providing strong support for stabilizing economic growth. The banking industry also
actively participates in the implementation of major national strategies, such as
supporting the construction of "Belt and Road" and promoting the coordinated
development of regions, and promotes the optimization of economic structure and the
balanced development of regional economy by providing financial services.

China's banking sector also plays an important role in promoting economic
restructuring, transformation and upgrading. As China's economy enters a stage of
high-quality development, economic restructuring and transformation and upgrading
have become an important task. By providing differentiated financial services, the
banking sector supports the transformation and upgrading of traditional industries and
the development and growth of emerging industries. For example, the banking industry
has increased the credit supply to high-tech industries, green industries and other fields
to promote the economic development in a greener and more sustainable direction. The
banking industry has also developed inclusive finance and other means of financial
technology to improve the coverage and convenience of financial services, and

promoted the coordinated development of urban and rural areas and regional economies.
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China's banking industry also plays an important role in promoting international
economic cooperation and competition. With the rise of China's economy and the
acceleration of the globalization process, the influence of China's banking industry on
the international stage is constantly increasing. By participating in international
financial cooperation and promoting the internationalization of the RMB, China's
banking sector has promoted international trade and investment facilitation, and
enhanced China's position and influence in global economic governance. China's
banking sector has also actively expanded overseas markets and improved its
cross-border financial service capabilities, providing strong support for Chinese
enterprises to "go global" and "bring in".

However, China's banking industry also faces some challenges and risks in
exerting its economic influence. For example, with the change of economic
environment and the adjustment of financial regulatory policy, the banking industry
needs to constantly adapt to the new regulatory requirements and market environment;
the banking industry also needs to strengthen risk management, improve service quality
and promote innovation development to better play its important role in the national
economy.

The important position and economic influence of China's banking industry in the
national economy cannot be ignored. The banking industry has made important
contributions to the prosperity and development of the country and society by providing
financial services to support the development of the real economy, maintaining
macroeconomic stability, promoting economic restructuring and transformation and
upgrading, and promoting international economic cooperation and competition. In the
future, China's banking industry will continue to play its unique advantages and role to

provide strong support for the sustained and healthy development of China's economy.

2.3 Analysis of the bank's financial security and financial risk management
in the Bank

- Assessment of the financial security status quo of China's banking industry
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As the core component of the financial system, the financial security situation of
China's banking industry plays a vital role in maintaining the stability and development
of the whole economy. This section will make an in-depth analysis of the current
financial security status of China's banking industry in terms of asset quality,
profitability, liquidity and other aspects, and clarify its advantages and potential risks.

From the perspective of asset quality, China's banking industry has made
remarkable achievements in risk management in recent years. According to data
released by the CBRC, the non-performing loan ratio remains low, reflecting banks'
efforts in credit asset management and risk control. Specifically, the non-performing
loan ratio of large banks and joint-stock banks is generally lower than 2%, while the
non-performing loan ratio of urban commercial banks and rural commercial banks also
shows a downward trend year by year. This positive change is due to the continuous
improvement of the internal risk management system and the increasingly strict external
regulatory environment. However, despite the improvement in overall asset quality,
attention should still be paid to the potential risks of some banks in specific areas, such
as real estate loans and local government financing platform loans. High loan
concentration in these areas could pose a threat to the asset quality of banks once market
volatility.

In terms of profitability, China's banking sector has shown strong stability and
resilience. According to the annual report data released by major banks, despite the
challenges of interest rate liberalization and financial disintermediation, the total net
profit of the banking industry still keeps growing. This is mainly due to the efforts of
the banks in optimizing the income structure, improving the intermediate business
income, and strengthening the cost control. In particular, large banks and joint-stock
banks have achieved a steady improvement in profitability by virtue of their scale
advantages, brand advantages and diversified business layout. However, it should also
be noted that with the intensification of market competition and the adjustment of
regulatory policies, the net interest margin of the banking industry is under pressure to

narrow, which poses a challenge to the profitability of the banks. Therefore, banks need
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to further optimize the structure of assets and liabilities and improve their asset pricing
power to cope with the future profit pressure.

Liquidity is another important aspect of banks' financial security. China's banking
industry shows a high level of liquidity management. According to the CBRC, both the
liquidity coverage rate (LCR) and the net stable fund ratio (NSFR) of the banking sector
meet regulatory requirements and remain at a high level. This indicates that banks have
sufficient high-quality liquidity assets to meet their liquidity needs in a stressful
situation. Banks have also further enhanced their ability to resist liquidity risks by
strengthening liquidity risk management and improving liquidity emergency plans.
However, it should also be noted that the liquidity situation of banks may be impacted
in the event of market fluctuations or emergencies. Therefore, banks need to continue to
strengthen liquidity risk management to ensure that adequate liquidity reserves are
maintained under all circumstances.

In addition to the above three aspects, China's banking industry also faces some
potential risks in its financial security. The first is the credit risk. Although the overall
non-performing loan ratio is relatively low, the credit risk of some industries, regions
and customers still need to be paid attention to. Especially with the increase of
downward pressure on the economy, some enterprises have operational difficulties,
which may lead to the risk of default of bank loans. The second is the market risk.
Financial market fluctuations may have an impact on the investment income and asset
quality of banks. Especially in the complex and volatile international economic
environment, banks need to pay close attention to market trends and strengthen market
risk management. Finally, operational risks. With the complexity of banking business
and the improvement of informatization degree, operational risks have become
increasingly prominent. Banks need to strengthen their internal control and risk
management to ensure the compliance and security of their business operations.

China's banking industry has shown a strong financial security situation in terms
of asset quality, profitability, liquidity and other aspects. However, we should also pay

attention to the potential risk points, and take effective measures for risk management
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and prevention. Banks need to continuously optimize their risk management system,
improve their risk management capabilities, and strengthen their internal control and
compliance management to ensure a sound financial security in a complex and volatile
financial environment. Regulatory authorities also need to pay close attention to the
development dynamics and risk status of the banking industry, and timely introduce
relevant policies and measures to guide the healthy and stable development of the

banking industry.

- Challenges and dilemmas of the financial risk management of banks

In the practice of financial risk management in China's banking industry, it are
faced with various challenges and difficulties, which are not only derived from the
internal management problems of the bank, but also affected by the changes in external
market environment and regulatory policies. The following will discuss in detail the
main challenges and difficulties encountered in the financial risk management process
in the Chinese banking industry.

Market volatility is a big challenge for the banking sector. The instability of
financial markets leads to frequent fluctuations in asset prices, which then affects the
financial situation of banks. For example, China's stock market experienced abnormal
fluctuations in 2015, and many banks suffered losses due to their large holdings of
stocks or related financial products. Such market volatility not only affects the
investment income of banks, but also may cause an increase in credit risk, because
market volatility may lead to the decline of corporate solvency, and thus increase the
default rate of bank loans. The turbulence in the international market may also affect
China's banking industry through exchange rate fluctuations. For example, the RMB
exchange rate fluctuations caused by the trade friction between China and the US in
2018 have put forward higher requirements for the management of banks' foreign
exchange positions.

The changing regulatory environment is also one of the challenges that the

banking industry must meet. In recent years, China's financial regulatory agencies have
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continuously strengthened their supervision over the banking industry, and introduced a
series of new regulatory policies and regulations, such as the Guiding Opinions on
Regulating the Asset Management Business of Financial Institutions (i. e., the "New
Regulations on Asset Management"). These new policies have put forward higher
requirements for the banks' business model, risk management and compliance operation.
Banks need to invest more resources to meet regulatory requirements, and they also
need to address the risks of regulatory policy uncertainty. For example, the "new
regulations on asset management” require banks to conduct net value management of
wealth management products, which forces banks to change the traditional expected
return product model, and poses greater challenges to banks' risk management ability
and investment ability.

Internal mismanagement is also an important dilemma for the banking industry.
Some banks have problems such as imperfect system and ineffective implementation,
which lead to frequent risk events. For example, in recent years, some cases of illegal
operation and internal fraud exposed have not only brought direct economic losses to
the bank, but also seriously damaged the reputation of the bank. The root cause of these
problems lies in the lack of risk management culture within the bank and the lax
implementation of the risk management system. Some banks also have deficiencies in
the application of risk management technology, such as insufficient data analysis ability
and imperfect risk early warning system, etc., which restrict the improvement of the risk
management level of banks.

In terms of credit risk management, the banking industry also faces many
challenges. As China's economy has entered the new normal, some industries and
enterprises are facing great operating pressure and their solvency has declined, leading
to a increase in the non-performing loan ratio of banks. According to the data of China
Banking and Insurance Regulatory Commission, the balance of non-performing loans of
Chinese commercial banks in 2020 was 2.7 trillion yuan, and the non-performing loan
ratio was 1.84%, which decreased from the previous year, but it is still at a high level.

Banks need to constantly strengthen credit risk management, improve the rigor of loan
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approval, and strengthen post-loan management to timely find and deal with potential
risks.

Liquidity risk is also a challenge that the banking industry cannot be ignored. The
liquidity situation of banks is affected by a variety of factors, including deposit
fluctuations and changes in market financing conditions. More pressure could be placed
on bank liquidity management amid turmoil in financial markets. For example, the
outbreak of COVID-19 in early 2020 led to sharp fluctuations in the financial market,
and some banks experienced cash constraints due to poor liquidity management.
Therefore, banks need to establish a sound liquidity risk management system to ensure
that adequate liquidity is still maintained in extreme circumstances.

Operational risk is also a big dilemma for the banking industry. As a financial
service institution, banks have a complex business process and involve many links and
personnel, so it is difficult to completely avoid operational risks. In recent years, risk
events caused by operational errors, system failure or internal fraud have often occurred.
These incidents not only bring economic losses to the banks, but also may cause legal
disputes and reputational risks. Therefore, banks need to continuously strengthen their
internal control and operational risk management, and improve the standardization and
security of business processes.

In the process of financial risk management, China's banking industry faces many
challenges and difficulties, including market fluctuations, regulatory environment
changes, internal mismanagement, credit risk, liquidity risk and operational risk. In
order to cope with these challenges and difficulties, banks need to constantly strengthen
the risk management capacity building, improve the risk management system and
process, improve the application level of risk management technology, and cultivate the
risk management awareness of all staff. Regulators should also continue to improve
their regulatory policies to create a more stable and transparent business environment
for the banking industry. Through these efforts, China's banking industry will be able to
better cope with various risks and challenges and achieve steady and sustainable

development.
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- Strategies and approaches to improve the financial risk management of banks

The strategies and ways to improve bank financial risk management are the key
to ensure the stability and sustainable development of China's banking industry. In the
face of the complex and volatile domestic and foreign economic environment, China's
banking industry needs to continuously optimize its financial risk management strategy
to cope with multiple challenges such as market fluctuations, credit risks and
operational risks. A series of specific strategies and feasible pathways are explored in
detail below.

1) Strengthen risk identification and assessment capabilities

The primary task of improving bank financial risk management is to strengthen
the ability of risk identification and evaluation. Banks should establish a sound risk
identification mechanism, and use advanced technology means, such as artificial
intelligence and big data analysis, to carry out real-time monitoring and early warning
of various risks such as market, credit and operation. For example, through the
construction of risk early warning model, the macroeconomic indicators, market
fluctuations, enterprise credit status and other data are deeply mined and analyzed to
find the potential risk points in time. Banks should conduct risk assessment regularly,
and adopt combined quantitative and qualitative methods for quantitative analysis and
comprehensive evaluation of all kinds of risks to ensure the scientific and accuracy of
risk management.

2) We will optimize asset and liability management

Asset and liability management is the core of bank financial management. In
order to improve the level of financial risk management, banks need to optimize the
structure of assets and liabilities and maintain a reasonable liquidity level. Specifically,
banks should flexibly adjust the maturity structure and interest rate structure of assets
and liabilities according to the macroeconomic situation, market interest rate changes
and regulatory requirements, so as to reduce the maturity mismatch and interest rate risk.

Banks should also strengthen the management of capital positions to ensure sufficient
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liquidity reserves to cope with sudden capital needs. For example, the establishment of
emergency capital pools and liquidity management stress tests have been taken to
improve the improvement of banks' ability to deal with liquidity risks.

3) We will strengthen credit risk prevention and control

Credit risk is one of the main risks faced by banks. In order to strengthen the
prevention and control of credit risk, banks should improve the credit management
process and strengthen the risk control of pre-loan investigation, in-loan review and
post-loan management. Specifically speaking, banks should strengthen the credit rating
of borrowers, and use big data and machine learning technology to accurately evaluate
the repayment ability and repayment willingness of borrowers. Banks should also
establish a sound loan loss reserve system and draw sufficient loan loss reserves to
cushion the losses caused by credit risk. Banks should actively use credit derivatives,
such as credit default swaps (CDS) and loan sales, to spread and transfer credit risks.

4) Improve the level of operational risk management

Operational risk is a risk that cannot be ignored in the daily operation of banks. In
order to improve the level of operational risk management, banks should establish a
sound internal control system and strengthen the risk management in business process,
information system, employee behavior and other aspects. For example, banks should
regularly organize and optimize their business processes to ensure the compliance and
efficiency of their business processes. Banks should also strengthen the security and
stability of information systems to prevent operational risks caused by system failures
or hacking attacks. Banks should strengthen the training and education of employees,
improve their risk awareness and operational skills, and reduce the operational risks
caused by human error.

5) Promote the digital transformation of risk management

Digital transformation is an important trend in the development of banking
industry. In order to improve the financial risk management level, banks should actively
promote the digital transformation of risk management. Specifically, banks should use

big data, cloud computing, artificial intelligence and other advanced technologies to



61

build an intelligent risk management platform to realize real-time monitoring, early
warning and disposal of risks. For example, by building a risk data warehouse,
integrating various risk data resources to provide data support for risk management.
Banks should also use machine learning algorithms to deeply mine and analyze risk data
and find out potential risk laws and trends. Banks should also strengthen cooperation
with external institutions, share risk data and information resources, and improve the
overall effectiveness of risk management.

6) Improve the risk management system and cultural construction

Perfect risk management system and cultural construction is an important
guarantee to improve the level of financial risk management of banks. Banks should
establish a sound risk management system, clarify the organizational structure, division
of responsibilities and work process of risk management, and ensure the standardization
and systematization of risk management. Banks should also strengthen the construction
of risk management culture, establish the concept of risk management for all staff, and
improve the risk awareness and responsibility awareness of employees. For example,
regular risk management training and risk case sharing activities are held to enhance
employees' awareness and understanding of risk management. Banks should also
establish a sound risk management incentive mechanism, encourage employees to
actively participate in risk management practices, and improve the overall effect of risk
management.

7) Strengthen external supervision and cooperation

External supervision and cooperation are an important external guarantee to
improve the financial risk management level of banks. Banks should actively cooperate
with the requirements of the external regulatory agencies, strengthen the communication
and cooperation with the regulatory agencies, and ensure the compliance and
effectiveness of risk management. For example, the bank should regularly report the
risk management to the regulatory authority and accept on-site inspection and off-site
supervision from the regulatory authority. Banks should also strengthen cooperation

with other financial institutions and relevant departments to jointly build a collaborative
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mechanism for risk management. For example, by participating in banking associations,
risk management forums and other organizations, sharing risk management experience
and resources with other banks to improve the risk management level of the whole
banking industry.

Improve bank financial risk management strategy and approach involves many
aspects, need to strengthen the risk identification and evaluation ability, optimize the
assets and liabilities management, strengthen credit risk control, enhance the level of
operational risk management, promote the digital transformation of risk management,
improve the risk management system and cultural construction and strengthen external
supervision and cooperation, and other aspects. Through the implementation of these
specific strategies and feasible ways, China's banking industry will be able to further
enhance its stability and sustainable development capacity, and make greater

contribution to the development of the national economy.
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CHAPTER 3. SCIENTIFIC AND PRACTICAL DIRECTIONS FOR
IMPROVING THE BANK'S FINANCIAL RISK MANAGEMENT STRATEGY

3.1. Anti-crisis management of bank financial risks

- Early warning mechanism of bank financial risk and anti-crisis management

In the study of bank financial security guarantee mechanism, the early warning
mechanism of bank financial risk anti-crisis management occupies a pivotal position.
The core of the pre-warning mechanism is to detect potential crises in advance through
the monitoring and analysis of various risk indicators, so as to buy valuable time for
banks to take response measures. The establishment of this mechanism not only requires
banks to have a highly sensitive risk perception ability, but also needs a scientific and
perfect risk assessment system as a support.

Banks should establish a set of comprehensive risk monitoring index system,
which should cover market risk, credit risk, operational risk, liquidity risk and other risk
factors that may threaten the financial security of banks. For example, market risk can
be assessed by monitoring the fluctuation of market parameters such as interest rate,
exchange rate and stock price; credit risk can be measured by analyzing the credit rating
and repayment record; operational risk can be identified by monitoring the compliance
and system security of the internal operation process. The selection of these risk
indicators should be based on the analysis of historical data and best practices within the
industry to ensure that the actual risk profile facing banks is accurately reflected.

After the establishment of the risk monitoring index system, banks need to further
use big data and artificial intelligence technology to monitor and analyze these
indicators in real time. By building a risk early warning model, banks can deeply mine
massive transaction data, market data, customer behavior data, so as to find potential
risk signals. For example, using machine learning algorithms, banks can analyze the
characteristics of risk events in historical data and predict possible risks in the future

based on these features. This risk early warning method based on big data not only
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improves the accuracy of risk identification, but also greatly reduces the time of risk
discovery, providing more room for banks to take response measures.

In addition to using big data and artificial intelligence technologies, banks should
also establish a cross-departmental risk information sharing mechanism to ensure that
risk information between different business departments can be timely transmitted and
integrated. The realization of this mechanism requires banks to break down
departmental barriers and establish efficient information communication channels. For
example, a bank can set up a special risk management center to collect and integrate risk
information from various business units and conduct analysis and evaluation. Through
such a mechanism, banks can realize the comprehensive monitoring of risks, and avoid
the risk omission or miscalculation caused by information asymmetry.

After establishing a comprehensive risk monitoring and analysis system, banks
also need to develop a set of risk early warning trigger mechanism and response
measures. This mechanism should include the identification standard of early warning
signal, the division of early warning level, the transmission path of early warning
information, and the formulation and implementation of response measures. For
example, when a risk indicator exceeds a preset threshold, the system can automatically
trigger a warning signal and transmit this signal to the relevant business department and
risk management center. Banks can take corresponding countermeasures according to
different early warning levels, such as adjusting asset allocation, increasing risk reserves,
and strengthening internal control.

Banks should also regularly evaluate and improve the effectiveness of the
pre-warning mechanism. This evaluation process should include the review of the
rationality of the risk monitoring index system, the verification of the accuracy of the
risk early warning model, and the test of the effectiveness of the early warning trigger
mechanism and countermeasures. Through continuous evaluation and improvement, the
bank can ensure that the advance warning mechanism can always adapt to the changing
external environment and the development needs of the internal business, thus

maintaining its effectiveness and sensitivity.
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Some of the international leading banks have effectively improved their risk
management capabilities by establishing sound pre-warning mechanisms. For example,
by building a risk early warning system based on big data and artificial intelligence
technology, a world-renowned bank has successfully identified several potential market
risks and credit risk events in advance, and took corresponding countermeasures, so as
to avoid major financial losses. This practical case shows that the advance warning
mechanism plays a vital role in the anti-crisis management of bank financial risks.

The early warning mechanism of the bank financial risk anti-crisis management is
an important part of the bank financial security guarantee mechanism. By establishing a
comprehensive risk monitoring index system, using big data and artificial intelligence
technology, establishing a cross-departmental risk information sharing mechanism, and
formulating a clear risk early warning trigger mechanism and response measures, banks
can effectively improve their ability to perceive and respond to potential financial risks.
This will not only help to ensure the financial security of banks, but also help to
maintain the stability and development of the entire financial system. In the future, with
the continuous development and application of big data and artificial intelligence
technology, the advance warning mechanism of bank financial risk and anti-crisis
management will become more perfect and effective. Fig.3.1 illustrates the
collaboration among risk management, compliance, and audit departments in a bank. It
shows the three departments’ interaction in areas such as risk identification, control, and
monitoring. The governance part provides the overall framework, and the three
departments exchange key points in their annual work plans, collaborate in various
aspects like risk assessment and reporting, and jointly contribute to the overall risk

management and compliance of the bank.

- In-process control strategy of bank financial risk and anti-crisis management
When the bank faces the financial risk crisis, the formulation and implementation
of the control strategy is particularly important. This link is directly related to whether

the banks can effectively contain the further expansion of the crisis and protect their



66

assets and credibility from more serious damage. The in-process control strategy mainly
covers key measures such as adjusting the structure of assets and liabilities and

strengthening capital liquidity management.
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....................................
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Fig. 3.1. Risk, Compliance and audit work together

Source: McKinsey, Moving Forward: Microcosm of China's Banking Risk Management Transformation,
2019.

Adjusting the structure of assets and liabilities is one of the important strategies
adopted by banks in the financial risk crisis. Banks need to make a comprehensive
assessment of their assets and liabilities to determine if there is an imbalance or
potential risk points. Specifically, banks can optimize their asset structure by reducing
the holding of high-risk assets and increasing the proportion of low-risk and
high-liquidity assets. For example, in the lending business, banks can choose more
carefully to borrow from and reduce loans to companies with low credit ratings and
unstable repayment capabilities. Banks can also diversify their investment strategies to
diversify their risks and avoid excessive concentration in a certain field or industry. In

terms of liabilities, banks can actively adjust the maturity structure of their liabilities
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and increase the proportion of long-term liabilities, so as to reduce the liquidity pressure
brought about by short-term liabilities.

Strengthening capital liquidity management is another core content of the banks'
control strategy. Capital liquidity is the lifeline of the bank's operation, ensuring that its
funds can meet the depositors’ withdrawal needs and daily payment and settlement
needs at any time. In a financial risk crisis, banks need to pay special attention to their
liquidity situation and take a series of measures to enhance their liquidity. For example,
banks can strengthen communication and cooperation with the central bank to ensure
liquidity support from the central bank if necessary. Banks can also adjust their capital
positions and maintain sufficient liquidity reserves by actively participating in money
market transactions, such as repurchase agreements and inter-bank lending. Some banks
have also established a multi-level liquidity reserve system to ensure that they can
respond quickly at different levels of liquidity demand.

In addition to adjusting the structure of assets and liabilities and strengthening the
management of capital liquidity, banks can also take other auxiliary measures to further
stabilize their financial position during the in-process control stage. For example, banks
can strengthen the relationship with their main customers to ensure that customers do
not withdraw their funds in large quantities in times of crisis, thus keeping their deposit
base stable. Banks can also reduce costs and increase their ability to cope with risks by
optimizing their internal processes and improving operational efficiency. In some
extreme cases, banks can also consider using asset sales and equity financing to raise
funds quickly to enhance their capital strength.

Take the Bank of China as an example, in the face of financial risk crisis, it
adopted the above series of things control strategy. Through a comprehensive review
and evaluation of its assets and liabilities, the Bank of China has found that there are
some high-risk assets in its loan business. In order to optimize the asset structure, the
Bank of China has decided to reduce loans to companies with low credit ratings and
unstable repayment capabilities, and to invest more in low-risk and high-liquidity assets.

The Bank of China has also strengthened communication and cooperation with the
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central bank to ensure that it can obtain liquidity support from the central bank if
necessary. The Bank of China also adjusts its capital positions by actively participating
in money-market transactions to maintain adequate liquidity reserves. The
implementation of these measures enables Chinese banks to effectively contain the
further expansion of the crisis and protect their assets and credibility.

Another example, ICBC in the face of market risk, also adopted a similar matter
of control strategy. Through a comprehensive assessment of its investment portfolio,
ICBC found that some of its stocks and bonds had large market risks. In order to reduce
the risk, ICBC has decided to reduce its holdings of these risky assets and invest more
in low-risk, highly liquid assets. ICBC has also strengthened its internal risk
management system and improved its ability to monitor and early warn market risks.
The implementation of these measures enables ICBC to effectively control the further
expansion of risks in the face of market risks and protect its investment income.

When banks are faced with financial risk crisis, the formulation and
implementation of the control strategy is crucial. By the implementation of key
measures such as adjusting the structure of assets and liabilities and strengthening the
management of capital liquidity, banks can effectively curb the further expansion of the
crisis and protect their assets and credibility from more serious damage. Banks can also
take other ancillary measures to further stabilize their financial position and improve
their ability to cope with risks. Different banks can formulate and implement
corresponding in-process control strategies according to their actual situation and

specific risks they face.

- Post-recovery measures for anti-crisis management

After the bank faces the financial risk crisis and successfully implements the
in-process control strategy, the formulation and implementation of post-recovery
measures are equally crucial. This link is not only related to whether banks can quickly

resume normal operation, but also directly affects their long-term financial stability and
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the recovery of market competitiveness. Therefore, it is of great practical significance to
discuss the post-recovery measures of bank financial risk anti-crisis management.

The first task of the post-recovery measures is to restructure the business. After
experiencing a financial risk crisis, banks often need to sort out and evaluate the
damaged businesses to determine which businesses need to be adjusted or spun off. This
process requires banks to have a high degree of self-diagnosis and repair ability. The
Bank of China, for example, faced at the end of the 20th century to the beginning of the
20 st century with the Asian financial crisis and its own non-performing loan problems.
Through the stripping and disposal of non-performing assets and the optimization of the
loan structure, the Bank of China has effectively reduced the financial burden and laid a
foundation for the subsequent stable development. This case shows that business
restructuring is not only an urgent measure to deal with the financial crisis, but also an
important part of the bank'’s long-term strategic adjustment.

In addition to business restructuring, strengthening the construction of risk
management system is an indispensable part of the bank's recovery stage after the event.
The improvement of risk management system includes not only the update and
optimization of risk assessment model, but also the strengthening of internal control
system and the cultivation of risk culture. For example, in recent years, the Industrial
and Commercial Bank of China has continuously strengthened the construction of its
comprehensive risk management system, not only introducing the advanced risk
assessment model, but also realizing the real-time risk monitoring and effective
management through the establishment of a perfect risk reporting system and internal
control mechanism. This system construction not only improves the risk response
ability of ICBC, but also wins it a good reputation for risk management in the
international financial market.

In the post-recovery process, banks also need to pay special attention to capital
liquidity management. Liquidity is the lifeline of banks, and ensuring sufficient capital
liquidity is the premise for banks to resume normal operations. To this end, banks need

to establish a sound liquidity risk management system, including formulating detailed
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liquidity risk management plans, establishing emergency liquidity reserves and
strengthening communication and coordination with the central bank. Taking China
Merchants Bank as an example, in recent years, it has continuously optimized its
liquidity management strategy, and effectively improved the level of capital liquidity
through diversified financing channels and asset portfolio management, and enhanced
its ability to deal with emergencies.

Banks should also pay attention to the repair and maintenance of customer
relations in the post-recovery stage. Financial risk crisis may have a negative impact on
the customer trust of banks. Therefore, banks need to rebuild the trust relationship with
customers through active communication, providing quality services and innovative
financial products. For example, after dealing with a financial risk event, SPD Bank
launched customized financial service plans and strengthened customer relationship
management, which not only successfully restored customer trust, but also realized the
further expansion of customer base.

In the digital age, banks can also use big data and artificial intelligence
technologies to assist in post-recovery efforts. Through the analysis of massive data,
banks can more accurately identify risk points and develop more accurate recovery
strategies. The construction of an intelligent risk management platform can also help
banks to realize real-time monitoring and early warning of risks, so as to effectively
prevent the recurrence of similar crises. For example, in recent years, CCB has invested
heavily in risk management, and established an intelligent risk management platform
based on big data and Al technology, which has significantly improved its risk
identification and response capabilities.

After experiencing the financial risk crisis, banks need to formulate and
implement effective post-hoc recovery measures through various efforts, such as
business restructuring, strengthening the risk management system construction,
optimizing the capital liquidity management, repairing customer relations, and using big
data and artificial intelligence technology. These measures have not only helped the

banks to quickly restore normal operations and financial stability, but also laid a solid
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foundation for their long-term development. Through continuous learning and
summarizing the post-recovery experience of advanced banks at home and abroad,
China's banking industry will be able to better deal with the financial risks and
challenges it may face in the future, and achieve more stable and sustainable

development.

3.2 Tools of strategic management of financial risks of the bank

- Risk assessment model and index system

In the process of discussing bank financial risk assessment, the construction of
risk assessment model and index system plays a vital role. This system not only
provides banks with tools to accurately identify risks, but also provides the basis for
developing effective risk management strategies. The following will elaborate on the
various models used in the bank's financial risk assessment and the multi-dimensional
index system constructed.

1. Risk assessment model

Risk assessment model is an important tool for banks to quantify financial risks.
Through mathematical and statistical methods, they conduct quantitative analysis of
various risks faced by banks, so as to help bank managers to better understand the risk
situation and make corresponding risk management decisions.

1) Value at Risk method (VaR model):

The VaR model is a common method to measure market risk. It represents the
maximum loss that may be expected by a financial asset or securities portfolio at a
given confidence level and a certain holding period under normal market conditions.
For example, assuming a bank holds a portfolio, at a 95% confidence level, the portfolio
has a VaR of $1 million in the next day, which means the bank is 95% confident that the
portfolio will not lose any more than $1 million in the next day.

2) Stress test model:
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The stress test is a way of assessing banks' performance in extreme market
conditions. By simulating adverse market conditions (such as sharp rises in interest rates,
falling asset prices, etc.), banks can assess their ability to withstand potential losses.
During the 2008 global financial crisis, for example, many banks used stress tests to
assess Whether their capital adequacy ratios could withstand similar market turmoil.

3) Credit risk model:

The credit risk model is mainly used to evaluate the possibility of default of bank
loans or bond investments. Among them, the KMV model is a well-known credit risk
quantitative model, which uses the volatility and capital structure of the company's asset
value to estimate the default probability. For example, if an enterprise's asset value is
less than its debt value, the enterprise is likely to default, and the KMV model can help
banks to quantify this default risk.

Table 3.1 provides a comparison of different risk assessment models in terms of
their advantages and disadvantages. It likely lists the commonly used risk assessment
models in the context of bank financial risk management. The models presented may
include the Value at Risk (VaR) model, which is known for its ability to quantify
market risk and provide clear risk limits. However, it has the drawback of potentially
underestimating the risk of extreme market events. The Stress test model is another one,
which is useful for assessing bank soundness under extreme market conditions. But it
has a strong data dependence and its model assumptions may not always be accurate.
The Credit risk model, perhaps exemplified by models like the KMV model, is mainly
used to evaluate the possibility of default of bank loans or bond investments. However,
it is highly dependent on data quality and historical data. This table helps readers
quickly understand the characteristics and limitations of different risk assessment
models, enabling them to make more informed decisions when choosing appropriate

models for risk assessment in the banking context.
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Table 3.1
Advantages and disadvantages of different risk assessment models
Risk _
Advantage Disadvantage
assessment model
Quantify market risk and May underestimate the risk of
VaR model ] o
provide clear risk limits extreme market events
Assessing bank )
Stress  test Data dependence is strong and
soundness under extreme market ] )
model . model assumptions may be inaccurate
conditions
o Quantify the default _
Credit risk N High dependence on data
probability of a loan or bond ) o
model ) quality and historical data
Investment

2. Multi-dimensional index system

In order to comprehensively evaluate the financial risk of banks, it is necessary to
construct an index system consisting of multiple dimensions. This system covers not
only financial indicators, but also market indicators, operational indicators and
macroeconomic indicators to ensure the comprehensive monitoring of risks.

1) Financial indicators:

Financial indicators are the basis for measuring the financial status of banks,
including asset quality, profitability, capital adequacy ratio and liquidity. For example,
the non-performing loan ratio is an important asset quality indicator that reflects the
proportion of defaulted or potentially defaulted loans in a bank loan portfolio.
According to the China Banking and Insurance Regulatory Commission, the
non-performing loan ratio of Chinese commercial banks was 1.73% in 2022, which is of
great significance for assessing bank credit risks.

2) Market indicators:

Market indicators are used to measure the performance of banks in the market
and how well they are affected by market fluctuations. For example, market value

volatility can reflect the volatility of a bank's share price, thus reflecting the market's
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view of its risk. Interest rate sensitivity is also an important market indicator, which
measures the sensitivity of the value of banks' assets and liabilities to changes in market
interest rates.

3) Operation indicators:

Operational risk is the risk faced by the bank in its daily operation, including
system failure, human error, fraud, etc. Operational indicators aim to quantify these
risks, such as the frequency of operational failure, fraud loss rate, etc. For example, by
monitoring transaction failure rates, banks can detect potential system problems or fraud
in a timely manner.

4) Macro-economic indicators:

Macroeconomic situation has an important impact on the financial risk of banks.
Therefore, it is necessary to incorporate macroeconomic indicators into the risk
assessment system. For example, changes in macroeconomic indicators such as GDP
growth rate, inflation rate and unemployment rate may all have an impact on banks'
asset quality, profitability and liquidity. By analyzing these indicators, banks can better
understand the systemic risks they face.

3. Comprehensive application of risk assessment model and index system

In practical application, banks need to combine the risk assessment model with
the multi-dimensional index system to form a comprehensive risk management
framework. This framework not only helps banks to accurately identify risks, but also
provides strong support for the development of effective risk management strategies.

For example, banks can use the VaR model to quantify market risks and detect
potential risks in time by monitoring the non-performing loan ratio, market value
volatility and other operations and market indicators. Banks should also focus on
changes in macroeconomic indicators to assess the systemic risks they face. By
integrating these models and indicators into a unified risk management framework,
banks can have a more comprehensive understanding of their risk status and make more

informed risk management decisions.
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Risk assessment model and index system play a vital role in the financial risk
assessment of banks. By using advanced evaluation models and building a
comprehensive index system, banks can more accurately identify and manage the
various risks they face to ensure their financial security and sound operation. In the
future, with the continuous development of financial markets and the continuous
progress of risk management technology, banks should continue to improve their risk
assessment model and index system to enhance their risk management ability and

market competitiveness.

- Big data and intelligent risk management platform

When discussing how to use big data technology and intelligent means to build a
risk management platform to improve the efficiency and accuracy of bank financial risk
management, this paper has to deeply analyze the complex risk environment faced by
the current banking industry and the limitations of traditional risk management methods.
With the continuous development of the financial market and the acceleration of
financial innovation, the financial risks faced by banks are increasingly diversified,
including but not limited to market risk, credit risk, liquidity risk and operational risk.
The interweaving and superposition of these risks make the traditional risk management
methods based on rules and experience seem inadequate, and it is difficult to effectively
deal with high-frequency and high-complexity risk events.

The rise of big data technology provides new ideas and methods for bank
financial risk management. By collecting, storing, processing and analyzing massive
data, big data technology can help banks to have a more comprehensive and deeper
understanding of their own business operations and risk distribution. In the construction
of the risk management platform, big data technology can be applied in many links,
including data collection, risk identification, risk assessment, risk monitoring and risk
response, etc. For example, banks can use big data technology to deeply mine

customers' behavior data, transaction data and market data, so as to find out potential
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risk signals and abnormal transaction patterns, and provide strong data support for risk
identification.

Intelligent means are the further extension and application of big data technology
in the field of risk management. Through artificial intelligence technologies such as
machine learning and deep learning, banks can automate the processing and intelligent
analysis of massive data to realize real-time early warning and dynamic monitoring of
risks. The application of intelligent means can not only significantly improve the
efficiency of risk management, but also reduce human error and intervention to a certain
extent, and improve the accuracy and objectivity of risk management. For example,
banks can build a risk warning model based on machine learning. Through the training
and learning of historical data, the model can automatically identify potential risk events
and give corresponding warning signals and response suggestions.

Building a big data and intelligent risk management platform requires banks to
make full preparation and investment in many aspects. Banks need to establish a sound
data governance system to ensure the accuracy, integrity and timeliness of the data. This
includes setting up unified data standards, establishing data quality control mechanisms,
and improving data sharing and exchange mechanisms. Banks need to invest enough
manpower and material resources to conduct the research, development and application
of big data technology and intelligent means. This includes building a professional data
analysis team, purchasing advanced data processing equipment, and developing risk
management models suitable for the bank's own business characteristics. Banks also
need to pay attention to the training and introduction of talents, and improve the
professional quality and practical ability of employees in big data and intelligent risk
management.

Taking the Bank of Hangzhou as an example,Consumer Finance has developed
the "Credit Brains" digital risk control system, which is based on a data foundation, risk
control strategy orientation, security and fraud prevention as a guarantee, intelligent
models as the driving force, monitoring and inspection as the patrol, and digital

products as the carrier. The system integrates six aspects into one, achieving a risk
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control model that combines digitalization and intelligence, thus enabling precise and
efficient promotion of the stable development of various businesses.

"Credit Brain" is widely used in risk strategy, risk modeling, anti-fraud, and
post-loan collection to enhance the digitalization level of finance. In 2023, the company
derived over 26,000 feature variables from the second generation credit reporting
system, proprietary data, and third-party data, with the risk data cost balance rate
controlled at 0.1%, maintaining a leading level in the consumer finance industry. Fig 3.2
likely represents the structure or functionality of the "Credit Brains" digital risk control
system of Bank of Hangzhou Consumer Finance. It shows how the system integrates
data foundation, risk control strategy orientation, security and fraud prevention,
intelligent models, and monitoring and inspection. The system is designed to achieve a
digital and intelligent risk control model, which helps in promoting the stable
development of various businesses by deriving feature variables from multiple data

sources and maintaining a low risk data cost balance rate.
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Fig. 3.2 Bank of Hangzhou Consumer Finance Credit Brain

Source: Internal reference materials of Bank of Hangzhou.
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In addition to Bank of Hangzhou, many other banks are also actively exploring
the construction and application of big data and intelligent risk management platforms.
For example, China Merchants Bank uses big data technology to build intelligent risk
control system to realize real-time monitoring and early warning of transaction risks;
CCB conducts risk assessment and management of credit business through intelligent
means, and improves the robustness and sustainability of credit business. These
practical cases show that big data and intelligent risk management platform have
become important means and tools for banks to improve their financial risk
management ability.

However, in the application process of big data and intelligent risk management
platform, banks also face some challenges and problems. One of the most important
issues is data security and privacy protection. Since big data technology needs to
process and analyze a large amount of sensitive information and personal data, banks
need to strengthen the investment and management of data security and privacy
protection to ensure the legal and compliant use of data. Banks also need to pay
attention to the possible model risks and operational risks of intelligent means to ensure
the accuracy and stability of the risk management model.

The construction and application of big data and intelligent risk management
platform is of great significance for improving the efficiency and accuracy of bank
financial risk management. Through the application of big data technology and
intelligent means, banks can have a more comprehensive and deeper understanding of
their own business operation status and risk distribution, and realize real-time early
warning and dynamic monitoring of risks. However, in the construction and application
process of the platform, banks also need to pay attention to issues such as data security
and privacy protection to ensure the legal compliance and effective implementation of
risk management. Looking into the future, with the continuous development and

improvement of big data technology and intelligent means, the efficiency and accuracy
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of the financial risk management of banks will be further improved, providing a strong

guarantee for the steady development and sustainable operation of banks.

- Risk early-warning and monitoring mechanism construction

In the process of discussing the bank financial risk management, the construction
of the risk early warning and monitoring mechanism is particularly important. The
effectiveness of this mechanism is directly related to whether banks can detect and deal
with potential financial risks in time, so as to ensure the stability and security of the
financial system. This section will deeply analyze the importance and specific path of
establishing effective risk warning and monitoring mechanism from two levels of
methodology and practical significance.

The core of the risk early warning and monitoring mechanism lies in its foresight
and acuity, which requires banks to have a scientific and perfect risk identification and
evaluation system. At present, many international advanced banks have adopted big
data analysis and artificial intelligence technology to monitor massive transaction data
in real time to identify abnormal trading patterns or potential risk signals. For example,
through its "ICBC Intelligent Risk Control Platform", ICBC has realized the intelligent
monitoring of multi-dimensional risks such as credit risk, market risk and operational
risk, which greatly improves the timeliness and accuracy of risk early warning. Through
the machine learning algorithm, the platform can automatically adjust the risk threshold,
adapt to the risk level changes in different economic cycles, and ensure the dynamic
effectiveness of the early warning system.

In addition to the innovation of technical means, the risk early warning
mechanism should also be integrated into the organizational culture and business
process of the bank to form a top-down risk management awareness. This means that
everyone, from senior managers to grassroots employees, should be a "sensor" for risk
warning, proactively identifying and reporting potential risks in their daily work. To this
end, banks need to conduct regular risk management training to improve the risk

sensitivity and response ability of employees. Establish a clear reward and punishment
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mechanism, encourage employees to actively participate in risk management activities,
and commend successful early warning and effective risk disposal, and they will be
investigated accordingly.

The construction of the monitoring mechanism focuses on risk tracking and
management, to ensure that once the warning signal is issued, banks can respond
quickly and take necessary measures to control the spread of risks. This requires banks
to establish an efficient system of information reporting and decision execution. Taking
China Merchants Bank as an example, the bank has established a risk event reporting
system, requiring all business departments to immediately report to the risk
management department through the system after the potential risks are found. The
professional team will conduct risk assessment and make disposal suggestions, and the
senior management will finally decide whether to start the emergency plan. The
efficient operation of this process depends on the good communication and coordination
mechanism within the bank and the efficient decision-making process.

The effectiveness of the risk early warning and monitoring mechanism still needs
to be guaranteed through continuous testing and optimization. The bank shall conduct
regular stress tests to simulate the risk impact in different situations, assess the response
speed and response ability of the early warning and monitoring system, and make
necessary adjustments according to the test results. Banks should also actively
participate in the exchange of risk management experience inside and outside the
industry, learn from advanced practices, and constantly improve their own risk
management level.

From the practical sense, the effective risk early warning and monitoring
mechanism is an important guarantee for banks to achieve stable operation. It can not
only help banks identify and control risks in a timely manner, reduce losses, but also
improve the market reputation of banks and enhance the confidence of investors and
customers. Especially in the context of increasing global economic uncertainty and

increasing volatility of financial market, a set of mature risk early warning and
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monitoring mechanism is the key for banks to resist external shocks and maintain
financial stability.

The establishment of an effective risk early warning and monitoring mechanism
by banks is not only an innovation of the technical level, but also a profound change of
organizational culture and management concept. Through integrating advanced
technology, strengthening personnel training and optimizing the decision-making
process, banks can build a solid line of risks and contribute to their own sustainable
development and the overall stability of the financial system. In the future development,
with the continuous progress of fintech and the continuous innovation of risk
management theory, the risk early warning and monitoring mechanism of banks will
continue to evolve, guarding the door of financial security in a more intelligent and

efficient way.

3.3. Proposals for improving risk management in the mechanism of financial

security in the Bank

- Strengthen the construction of the internal risk control system

When discussing how to strengthen the construction of the internal risk control
system of banks to improve the management and control ability of financial security
risks, it is necessary to conduct an in-depth analysis from multiple dimensions. As a
core part of the financial system, the perfection of the internal risk control system is
directly related to the stability and security of the entire financial system. Therefore,
improving the internal risk control system, process and institutional setting is the key
path for banks to improve their financial security risk control ability.

Banks need to establish a sound risk control system. This includes formulating
clear risk management policies, establishing the objectives, principles and strategies for
risk management, and providing clear risk management guidance for all employees of
the bank. For example, a series of risk management guidelines issued by the China
Banking Regulatory Commission (CBRC) require banks to establish a risk management

framework that is commensurate with the nature, scale and complexity of their business.
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On this basis, banks also need to refine the risk management process, such as risk
identification, assessment, monitoring, reporting and other links, to ensure the
systematic and normative risk management activities.

Optimizing the risk management process is another important aspect to improve
the risk control ability of banks. Banks should establish a scientific risk assessment
mechanism, and use advanced risk assessment models and technologies to accurately
quantify and dynamically monitor all kinds of risks. For example, the value at Risk
(VaR) model is used to evaluate market risk, and stress tests are used to simulate risk
conditions in extreme cases, so as to help banks better understand their risk status and
develop targeted risk management measures. Banks also need to improve the risk
reporting system to ensure that risk information can be timely and accurately
transmitted to the management and relevant departments for rapid response.

In terms of institutional setup, the banks should build an independent and
efficient risk management department, responsible for comprehensively coordinating
and managing the risk management activities of the banks. The department should have
sufficient authority and professionalism to be able to work independently of other
business departments to ensure the objectivity and impartiality of risk management
decisions. For example, some international advanced banks have established chief Risk
Officer (CRO) positions to fully lead the risk management and report directly to the
board of directors. Banks should also strengthen the construction of the risk
management team, cultivate a talent team with rich risk management experience and
professional skills, and provide a solid talent guarantee for the risk management of
banks.

In addition to the optimization of the system and process, banks also need to pay
attention to the cultivation of risk culture. Risk culture refers to the risk management
values and codes of conduct that are jointly recognized and followed by all employees
of the bank. Banks should use training and publicity to promote the concept of risk
management in the hearts of the people, so that all employees can fully realize the

importance of risk management and consciously practice the requirements of risk
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management. For example, banks can conduct regular risk management training to
improve employees' risk awareness and risk management ability, and they can also
establish a risk management incentive mechanism to encourage employees to actively
participate in risk management activities.

In terms of information technology application, banks should make full use of big
data, artificial intelligence and other advanced technologies to improve the efficiency
and accuracy of risk management. For example, through big data technology, banks can
conduct real-time analysis of massive transaction data and find potential risks in time;
by using artificial intelligence algorithm, banks can build intelligent risk early warning
system to realize real-time monitoring and early warning of risks. The application of
these technologies will greatly improve the timeliness and accuracy of bank risk
management.

Banks should also strengthen communication and cooperation with external
regulators. External regulatory agencies are an important external constraint force for
bank risk management, and their regulatory policies and requirements often have a
direct impact on bank risk management. Therefore, banks should actively cooperate
with the work of external regulatory agencies, timely understand and grasp the latest
regulatory policies and requirements, and adjust and improve their own risk
management system accordingly. For example, in response to the new requirements of
Basel 111 on bank risk management, China's banking industry has actively carried out
corresponding reforms and adjustments.

Strengthening the construction of bank internal risk control system is the key to
improve the ability of bank financial security risk control. Through establishing and
perfecting the risk control system, optimize the risk management process, improve the
institutional setup, cultivating risk culture, application of advanced information
technology and strengthen the cooperation with external regulators, Banks will be able
to more effectively identify, evaluate, monitoring and deal with all kinds of financial
risks, to ensure its steady operation and the overall stability of the financial system. In

the future development, with the continuous changes of the financial market and the
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continuous promotion of financial innovation, banks still need to constantly adapt to the
new situation, respond to new challenges, and continue to improve and optimize their

internal risk control system.

- Improve employees' awareness and ability of risk management

When discussing how to improve the risk management in the financial security
mechanism of banks, it is a crucial link to enhance the risk management awareness and
ability of employees. As a core part of the financial system, the stability and security of
the operation of banks is not only related to their own sustainable development, but also
has a far-reaching impact on the stability of the whole economy and society. Therefore,
banks must attach great importance to risk management training and education for
employees to improve their risk awareness and enhance their ability to identify and
respond to risks.

Banks should establish a sound risk management training system. This system
should cover the basic theories, methods, tools of risk management and the latest risk
management techniques and practice cases. The training content can include the
definition, classification, identification, evaluation, monitoring and reporting of
financial risks, as well as specific risk management strategies and tools, such as the
value-at-risk method, stress testing, scenario analysis, etc. The training should also
involve laws, regulations and regulatory requirements related to risk management to
ensure that employees strictly strict compliance requirements in business operations.

In order to enhance the training effect, banks can adopt a variety of training
methods. In addition to traditional classroom teaching, online learning platforms,
simulation exercises, and case studies can also be used to enable employees to learn and
master risk management skills in practice. For example, by simulating various risk
scenarios faced by banks, employees can make decisions and respond in a virtual
environment, so as to improve their practical capabilities. Banks can also invite experts
in the field of risk management or industry insiders with rich practical experience to

give lectures or workshops for employees to share their experiences and insights.
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In the training process, the bank should pay attention to cultivate the employees'
awareness of active risk management. This means that employees should not only be
able to identify and assess risks, but also be able to proactively find potential risk points
in their daily work and propose improvement measures. To this end, banks can set up a
risk management suggestion mechanism to encourage employees to put forward their
own views and suggestions on risk management, and to reward valuable suggestions.
This can not only stimulate the enthusiasm of employees to participate, but also
promote the formation of the bank risk management culture.

In addition to training, the bank should regularly assess and assess their risk
management capabilities. By setting specific risk management indicators and
performance standards, the performance of employees in risk management is
quantitatively evaluated. This can not only test the degree of employees' mastery of risk
management knowledge, but also promote employees to pay more attention to risk
management in practical work. Banks can also link their risk management capabilities
to employees' promotion and compensation to encourage employees to constantly
improve their risk management level.

In order to further enhance the risk management ability of employees, banks can
also strengthen the cooperation and communication with external institutions. For
example, to establish partnerships with banking regulators, industry associations, risk
management consulting companies, etc., to jointly carry out risk management research
and training programs. By participating in these cooperation and communication
activities, employees can be exposed to more advanced concepts and practical
experience in risk management, so as to broaden their horizons and improve their
professional quality.

In the context of the Internet era, banks can also use big data and artificial
intelligence technologies to help employees improve their risk management capabilities.
For example, by building a risk management data platform, we can integrate and
analyze various internal and external risk data of the bank, and provide real-time and

accurate risk information support for employees. Using machine learning algorithms to
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pattern identify and predict employees' risk management behavior, it can provide
employees with more personalized risk management suggestions and guidance.

Banks should also focus on cultivating employees' cross-departmental and
cross-field risk management collaboration ability. Since the risk management of a bank
involves multiple departments and business areas, employees need to have the ability to
effectively communicate and collaborate with people in different departments and fields.
To this end, banks can organize cross-departmental and cross-sectoral risk management
project teams, so that employees can learn and master collaboration skills and team
management skills in practice.

Banks should also continue to pay attention to the improvement effect of
employees' risk management awareness and ability, and make continuous improvement
and optimization according to the actual situation. For example, by regularly collecting
employees' feedback on risk management training and work, analyzing the actual
performance and problems of employees in risk management, and timely adjusting and
improving the training content and methods. Banks can also learn from the risk
management experience and practices of advanced banks at home and abroad,
constantly introduce and innovate risk management tools and methods, and provide
employees with more comprehensive and in-depth risk management training and
education.

Improving employees' awareness and ability of risk management is of great
significance to improve the risk management in the financial security mechanism of
banks. By establishing a set of perfect risk management training system, adopt
diversified training methods, cultivate employees active risk management consciousness,
regular assessment and assessment of staff risk management ability, strengthen
cooperation and communication with external institutions, using big data and artificial
intelligence technology auxiliary risk management, training staff cross-department and
cross-domain risk management collaboration ability and continuous attention to and

improve staff risk management consciousness and ability of promotion effect, Banks



87

can effectively improve staff risk management level, for the steady development of the

bank and the stability of the financial system.

- Strengthen the external supervision and cooperation mechanism

When discussing how to improve the risk management of the bank financial
security mechanism, it is an indispensable link to strengthen the external supervision
and cooperation mechanism. As a core part of the financial system, the stability and
security of the operation of banks is not only related to their own sustainable
development, but also has a far-reaching impact on the stability of the whole economy
and society. Therefore, banks actively improving their internal risk management
capabilities must also pay attention to the cooperation with external regulators, and
cooperate with other financial institutions and relevant departments to jointly build a
more stable financial safety net.

External supervision is an important external force to ensure the financial security
of banks. In recent years, with the continuous development of the financial market and
the continuous emergence of financial innovation, the regulatory requirements of
regulators are increasingly strict on banks. For example, China silver insurance
regulatory commission in recent years continue to strengthen the supervision of banking
financial institutions, by issuing a series of regulatory policies, such as the banking
financial institutions data management guidelines, on further standardize the
commercial bank Internet loan business notice, etc., require Banks in data management,
Internet loan business to strengthen risk management, ensure that business compliance
steady development. Banks need to actively respond to these regulatory requirements,
and improve the level of risk management by improving their internal management
systems and processes, so as to meet the expectations of the regulatory agencies and
reduce the risks caused by regulatory non-compliance.

In addition to actively responding to regulatory requirements, banks should also
actively seek cooperation with external regulators to jointly safeguard financial security.

Such cooperation can be reflected in many aspects, such as information sharing, joint
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inspection, risk early warning and so on. Through information sharing, banks can report
their own risk status and management progress to regulators in a timely manner, while
regulators can also inform banks of risk trends and regulatory dynamics in the industry
to help banks better identify and manage risks. Joint inspection is a more advanced way
of cooperation. Supervisors can work together with banks to inspect their business
activities, find out problems and rectify them in time, so as to improve the risk
management level of banks. The establishment of a risk early warning mechanism is
also an important part of cooperation. Regulators can make use of their regulatory
resources and professional advantages to provide risk early warning services for banks
and help them identify and deal with potential risks in advance.

In addition to the cooperation with external regulators, banks should also
strengthen the cooperation with other financial institutions and relevant departments to
jointly safeguard financial security. In the financial system, various financial institutions
are interrelated, and the risk of one institution is likely to be transmitted to other
institutions, or even cause systemic risk. Therefore, banks need to establish a joint risk
prevention and control mechanism with other financial institutions to jointly deal with
financial risks. For example, in the fields of payment and clearing, credit financing,
asset management and other fields, banks can cooperate with payment institutions,
securities companies, insurance companies and other financial institutions to reduce
cross-market risks by sharing risk information and coordinating risk management
strategies.

Banks should also strengthen cooperation with relevant government departments
and industry associations to jointly promote the improvement of the financial security
system. Relevant government departments play an important role in the construction of
financial infrastructure and the enactment of financial laws and regulations. Banks can
cooperate with these departments to promote the upgrading and improvement of
financial infrastructure and improve the efficiency and security of financial services.
Industry associations can serve as a bridge between banks and other financial

institutions, coordinate the interests of all parties, promote the formulation and
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implementation of industry standards, and promote the healthy development of the
financial industry.

In the context of the Internet era, banks should also make full use of advanced
technologies such as big data, cloud computing and artificial intelligence to improve the
efficiency and accuracy of risk management when strengthening the external
supervision and cooperation mechanism. For example, banks can cooperate with fintech
companies to use big data technology to conduct in-depth mining and analysis of
massive financial data, find out potential risk points and risk transmission paths, and
provide more accurate decision support for risk management. Banks can also use the
cloud computing platform to realize real-time data sharing and interaction with external
regulators and partners to improve the speed and efficiency of risk response.

Strengthening the external supervision and cooperation mechanism is an
important link to improve the risk management of the bank financial security
mechanism. Banks need to actively respond to external regulatory requirements,
strengthen cooperation with regulators to maintain financial security, and also
strengthen cooperation with other financial institutions and relevant departments to
build joint prevention and control mechanism to reduce cross-market risks. In the
Internet era, banks should also make full use of advanced technology to improve the
efficiency and precision of risk management. Through the implementation of these
measures, banks can better respond to external risks and challenges, and ensure their

own steady operation and sustainable development.
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CONCLUSIONS

- Main findings

The main findings of this study focus on multiple levels of risk management in
the banking financial security guarantee mechanism, and the following is a detailed
summary of these findings and their contributions.

In terms of the theoretical basis and organizational basis of bank financial risk
strategic management, this study reveals the nature and classification of financial risk
and its specific impact on banks . As an uncertain factor in economic activities, financial
risk has rich and diverse connotations, including market risk, credit risk, operational risk,
etc., which pose significant challenges to the operation, financial status and stability of
banks . In particular, this study emphasizes the close connection between financial
security and macroeconomic stability, pointing out that the accumulation and outbreak
of financial risks may have a far-reaching impact on the real economy. This finding
helps the banking industry and policymakers to examine financial risks from a broader
perspective and thus develop a more comprehensive risk management strategy.

This study makes a systematic assessment of the risks affecting the financial
security of banks, and explores the comprehensive application of qualitative evaluation
method and quantitative evaluation model. Qualitative assessment methods, such as
expert judgment and scenario analysis, play an important role in identifying and
assessing bank financial risks, and they can consider difficult to quantify factors and
provide a preliminary framework for risk management. Quantitative assessment models,
such as the value-at-risk method and stress testing, can more accurately measure risk
and provide data support for decision-making. The comprehensive evaluation system
constructed in this study combines both qualitative and quantitative methods, and
provides a solid "firewall" for bank financial security risk assessment. This innovative
evaluation system not only improves the scientific nature of risk management, but also

provides a practical risk management tool for the banking industry .



91

When discussing the current situation of China's banking industry, this research
deeply analyzes the asset scale, business layout, competition pattern and market position
of China's banking industry. Data show that by the end of 2023, the total assets of
China's banking industry reached 461.09 trillion yuan, with a year-on-year growth of
9.9%, showing a steady growth trend. The diversified business layout such as loan,
deposit and intermediary business further improves the comprehensive service capacity
of banks. However, this study also points out that China's banking financial risk
management capabilities remain to be improved when faced with challenges such as
market volatility, regulatory changes and internal mismanagement. To this end, this
study puts forward a series of targeted strategies and approaches, such as strengthening
the asset and liability management and optimizing the capital liquidity mechanism, so as
to enhance the stability and sustainable development ability of banks.

Further, this study makes an important breakthrough in the scientific and practical
methods of bank financial risk management strategies. Especially in the anti-crisis
management of bank financial risks, this study elaborated the pre-warning mechanism,
in-process control strategy and post-recovery measures. By establishing an effective risk
early warning system, banks can identify potential crises in advance and buy valuable
time for countermeasures. In the event of a crisis, adjusting the structure of assets and
liabilities, strengthening the management of capital liquidity and other operational
control strategies, can effectively curb the expansion of the crisis . After the crisis,
banks can quickly recover through business restructuring, risk management system
reconstruction and other after recovery measures to restore their normal operation and
financial stability. This series of strategies and methods provide a comprehensive risk
management framework for the banking industry, and help to improve the overall
anti-risk ability of banks.

This study also deeply discusses the specific tools of bank financial risk strategic
management, including the risk assessment model and index system, big data and
intelligent risk management platform, and the construction of risk early warning and

monitoring mechanism. The construction of risk assessment model and index system
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provides banks with tools to accurately identify risks, and makes risk management more
refined. The application of big data and intelligent technology further improves the
efficiency and accuracy of risk management, enabling banks to grasp the risk dynamics
in real time and make rapid response. The construction of risk early warning and
monitoring mechanism is the "sentinel" of bank risk management, to ensure that
potential risks can be found in time and effectively dealt with.

In terms of suggestions on improving the risk management of bank financial
security mechanism, this study puts forward specific measures such as strengthening the
construction of internal risk control system, enhancing the awareness and ability of
employee risk management, and strengthening the external supervision and cooperation
mechanism. By improving the internal risk control system, process and institutional
Settings, banks can fundamentally improve their ability to control financial security
risks . Training and education for employees in risk management can enhance their risk
awareness and improve their ability to identify and respond to risks. Banks should also
actively cooperate with the requirements of external regulatory agencies, strengthen
cooperation with other financial institutions and relevant departments, and jointly
safeguard financial security. These suggestions not only have theoretical value, but also
provide practical guidance for the banking industry.

This study has made a number of important discoveries in the risk management in
the banking financial security guarantee mechanism, which not only enrich the
theoretical system of risk management, but also provide valuable practical guidance for
the banking industry, policy makers and academic circles. Through this study, this paper
more clearly recognizes the importance of bank financial security and its key role in the
modern financial system, and also provides a strong theoretical support and practical

path for further improving bank security.

- The study limitations
When discussing the limitations and deficiencies of this study, it is necessary to

deeply analyze from multiple dimensions and propose corresponding improvement
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directions to ensure that the follow-up research can further improve the risk
management research in the bank financial security guarantee mechanism.

This study mainly focuses on the current situation and risk management practice
of China's banking industry, and may ignore the latest progress and innovation in the
risk management of the global banking industry. Although China's banking industry
occupies an important position in the global financial system, the development trends
and risk management experience of the international banking industry are also worth
learning from. Therefore, the future research can further broaden the horizon,
incorporate the risk management practices of the international banking industry into the
research category, and refine the more generally applicable risk management strategies
and methods through cross-border comparison and analysis.

This study has some limitations in the data collection and analysis. Despite a
variety of data sources, including bank annual reports, regulatory reports and
professional financial databases, there may still be problems of incomplete data or
insufficient timeliness. In particular, it faces great difficulties in obtaining the detailed
financial data of some unlisted banks or small financial institutions. This limits the
depth and breadth of research and may have influenced the accurate assessment of the
overall risk profile of the banking sector. To overcome this limitation, future studies can
attempt to establish broader data sharing mechanisms, or use big data and artificial
intelligence technologies to extract valuable information from more diversified data
sources to improve the quality and timeliness of data.

When constructing a bank financial risk assessment model, although considering
multiple risk factors and indicators, the present study may fail to cover all potential risk
sources. The complexity and uncertainty of financial markets make it extremely difficult
to identify risk factors, especially those non-traditional risk factors that are difficult to
quantify, such as reputation risk and operational risk. Therefore, future studies can be
more refined in the construction of risk assessment models, and improve the predictive
ability and adaptability of the model by introducing more risk dimensions and dynamic

adjustment mechanisms. It is also possible to apply advanced techniques such as
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machine learning to risk assessment models to capture those risk signals that are
difficult to identify by conventional methods.

This study discusses the bank financial risk strategic management tools, which
mainly focuses on the construction of risk assessment model, big data and intelligent
risk management platform, and risk early warning and monitoring mechanism. However,
with the rapid development of fintech, new risk management tools and methods emerge
in an endless stream, such as the application of blockchain technology in risk prevention
and control, and the deepening of artificial intelligence in risk identification and
response. The discussion of these emerging technologies in this study is relatively
limited and fails to fully demonstrate its potential in the banking financial security
guarantee mechanism. Therefore, future research can further focus on the latest progress
of fintech, and explore how to effectively integrate these emerging technologies into the
risk management system of banks, so as to improve the efficiency and effect of risk
management.

This study puts forward a series of suggestions to optimize the financial security
guarantee mechanism and strengthen the risk management regulations in the policy
suggestions and countermeasures part. However, the feasibility and implementation
effect of these recommendations still need to be tested in practice. There may be
challenges and obstacles from many aspects, such as the coordination ability of
regulators, the willingness of banks to implement, and the adaptability of the market
environment. Therefore, future studies can pay more attention to the feasibility of policy
suggestions and the design of implementation path, and evaluate the actual effect of
different policy suggestions through case analysis, simulation and deduction, so as to
provide more scientific and feasible decision basis for policy makers.

This research has made some achievements in the risk management in the bank
financial security guarantee mechanism, but there are still many limitations and
deficiencies. Future research can be improved and improved from the aspects of
broadening the research horizon, enhancing the data quality and timeliness, refining the

risk assessment model, paying attention to the new progress of fintech and deepening
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the research on policy suggestions, so as to promote the continuous development of risk
management theory and practice in the financial security guarantee mechanism of

banks.

Future Outlook

- Future Research Direction

When discussing the future direction of risk management research in the bank
financial security guarantee mechanism, it is necessary to start from the limitations of
the current research and deeply analyze the areas that have not been fully explored, as
well as the emerging problems with the development of financial environment and
technology. The following are the important directions that future research may focus
on:

1) The deep integration of fintech and bank risk management

With the rapid development of fintech, blockchain, artificial intelligence, big data
and other technologies are increasingly widely used in bank risk management. Future
studies could further explore how these technologies combine with existing risk
management frameworks to improve the accuracy and timeliness of risk identification.
For example, machine learning algorithms are used to analyze massive transaction data
in real time to identify potential risks of fraud or market fluctuations. The decentralized
and immutable nature of blockchain technology provides a new way for banks to ensure
the security and transparency of transactions. Future research can provide an in-depth
analysis of the specific application of blockchain technology in bank risk management
and its effect evaluation.

2) Cross-border financial risk management and international cooperation

In the context of global economic integration, cross-border financial activities are
increasingly frequent, which also brings more complex cross-border financial risks.
Future research could focus on how to establish effective cross-border financial risk
management mechanisms between different countries and regions, including monitoring

of cross-border capital flows, security of international payment systems, and regulatory
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cooperation among cross-border financial institutions. With the advancement of RMB
internationalization, how to build a RMB risk management system in a global scope is
also an important direction of future research.

3) Bank risk management under extreme financial events

In recent years, the frequent financial crises, extreme market fluctuations and
other events around the world pose a serious threat to the financial security of banks.
Future research could further explore how banks can effectively manage their risks in
the face of extreme financial events, including developing more robust stress test
models, developing emergency funding plans, and strengthening communication and
coordination mechanisms with governments and regulatory agencies. In particular, the
2008 global financial crisis, can analyze the performance of different banks in the crisis,
and extract effective risk management strategies and lessons.

4) Risk management from the perspective of green finance and sustainable

development

With the global emphasis on environmental protection and sustainable
development, green finance has become an important development direction of the
banking industry. Future research can focus on the risk management of green financial
products, including environmental risk assessment, the return uncertainty of green
investment projects, and how ESG (environmental, social, governance) factors can be
included in the bank's risk management framework. It can also explore how the banking
industry can support the transformation of the green economy through risk management
and promote the sustainable economic development.

5) Risk management challenges and opportunities in digital transformation

Digital transformation is an important trend facing the banking industry at present.
It not only changes the service mode of banks, but also puts forward new challenges and
opportunities for risk management. Future research can deeply analyze how banks build
a risk management system adapted to the digital age in the process of digital
transformation, including data privacy protection, network security, and the use of

digital tools for risk monitoring and early warning. It can also explore how
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digitalization can promote the innovation of bank risk management, such as improving
the efficiency and accuracy of risk management through digital means.

6) Application of customer behavior and market sentiment analysis in risk

management

Customer behavior and market sentiment are the important factors affecting the
financial security of banks. Future research could further explore how to use big data
and artificial intelligence technologies to analyze customer behavior patterns and market
sentiment changes to identify potential risks in advance. For example, predict market
volatility or changes in customer credit risk by analyzing speech and emotional
tendencies on social media. This risk management method based on behavioral finance
IS expected to provide banks with more refined risk management strategies.

7) The impact of policy changes and the regulatory environment on risk
management

Policy changes and the adjustment of the regulatory environment often have a
significant impact on the banks' risk management strategies. Future research can focus
on how to adjust and optimize the risk management framework of banks to meet the
new regulatory requirements in the context of changing global financial regulatory
trends. For example, as the Basel Accord continues to evolve, how do banks adjust their
capital adequacy management and liquidity risk management strategies to meet the
latest international standards.

The research on risk management in the bank financial security guarantee
mechanism has a broad development prospect in the future. With the progress of fintech,
the change of the global economic environment, and the popularity of the concept of
sustainable development, bank risk management will face more new challenges and
opportunities. Future research needs to continuously explore and innovate on the basis
of combining theory with practice, so as to provide more solid theoretical support and

practical guidance for the improvement of bank financial security.
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