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OOoOO0oO700000040000 They came, they saw - and
while they have yet to conquer, foreign banks cash tills in China are
ringing. In the first five months of this year, overseas banks profits in
the country grew by an annualised 43 per cent, according to
regulators. although the total is still small at just $400m shared among
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DO000000000000 0 The gap between winners and
bit-players has widened since the end of last year, when China
Implemented new criteria for banks wanting to conduct
local-currency services. The capital requirements were not especially
onerous, but the extra layer of administration served to deter many:
so far, just a dozen have incorporated. UJ [0 O O OO I (Citigroup)
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000000000 O Western banks that have done so,
including Citigroup, are rolling out more branches - the US bank
opens its 20th on Thursday - in part to woo wealthy individuals. The
latter often run their own companies and so bring corporate business
too. Other banks concentrate on servicing multinationals. Mitsubishi
UFJ, Japans top lender, relies on Japanese companies for around
85-90 per cent of its China activity. But both camps have an eye on
local customers, reflecting the pool of 300m-400m individuals,
maybe 50m-100m of whom are in the middle-income bracket or
higher,. O UO0OO0O0O0OODOO0OOOOODOOOOOO
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OO00000000000 The numbers are undoubtedly
enticing, but high start-up costs aside, foreign banks are enjoying
something of a sweet spot. Competition from the big local banks,
only recently recapitalised, will prove formidable as they develop



greater product sophistication. The current attractive interest rate
spreads are a symptom of regulated rates - and thus have a limited
shelf life. Foreign banks are also benefiting from a grace period
allowing them to make loans beyond the stipulated 75 per cent of
deposits. So unless banks are able to attract sizeable local currency
deposits, ambitions could be crimped when that waiver ends. The
industrys giants should be able to emerge smiling, but expect several
of their smaller rivals in China to fall by the wayside. 100Test LI [J [
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