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Preface

The first twenty years (2000~2020) in the 21st century, featured with
social economy stepping on a new historic development stage and economic
system and operations entering the post-transitional period, will be an impor-
tant period for our nation to build a well-to-do society throughout. It will be
during this period of post-transitional economy that the socialist market econo-
my gets further perfected, the infrastructure effects of market resource alloca-
tion become broadened, the intensive growth model substitutes for the exten-
sive model, and the development of economic marketization and globalization
significantly improve our competence in utilizing both domestic and interna-
tional resources. In the foreseeable future, our national economy will continu-
ously keep a sustained, rapid and sound development.

Finance is at the core of modern economic resource allocation and of
macro-control and economic security. It is also an important leverage and a
supporting pillar among the strategic tasks of building an overall well-to-do so-
ciety. The key for turning the objective possibility into reality lies on reform-
ing the financial system, transforming the operating mechanism, and estab-
lishing the market financial system appropriate for the market economy devel-
opment. However, as a large nation in the transitional economy, China is fac-
ing more complicated and special issues at different levels of system, institu-
tion, mechanism and technical. There is no available model for us to adopt,
while whatever experience from developed or developing countries is only for
reference. After all, the root solution lies on the practice, in which we can
find a development path appropriate to our national situations.

Our economic and financial reform, which started from the end of 1970s,




has successfully broken through the planning economic system, past the tran-
sition of commercialized planning economy, and entered the developing stage
of market economy. During the past twenty years, our national productivity
has made enormous improvement, the overall national power has been
strengthened, people’s livelihood has been improved to a well-to-do level, and
the achievement of social economic development has been recognized by the
world. However, along with the development of market economy, the deeper
inconsistency in the economic institutions and structures also quickly ap-
peared. For instance, insufficient domestic demands starting from 1997, de-
flation, the imbalance of income distribution and the huge income gap among
cities, regions and classes are some of major inconsistencies which already hin-
dered the economy from a sustainable, rapid and sound development. Within
the current financial institution and operating mechanism, such factors as the
inconsistency between market requirements for financial resource allocation
and the current non-market allocation, the backward operating philosophies
among the financial institutions, the weak sense of service, the lack of product
innovation, and the inconsistency between the administrative system and the
market economy, severely inhibit the improvement of financial competitive-
ness, curb the broadening financial functions, and, to some extent, intensify
the structural inconsistency in the social economy.

The reform of financial system is a systematic project, which should
progress in parallel with the progress of economic system. Regarding the fi-
nancial system itself, during the post-transitional period, it is facing three ma-
Jor issues on the macro strategic level. First of all, the conversion from nation-
al monopolized planning financial system to the market financial system,
which is also the objective of financial system reform. The build-up of modern
corporate governance for stateowned commercial banks, the diversification of
financial organizational structure, the market accession of private financial en-
terprises, and the positioning of rural financial fundamental system, uniformly
relies on the establishment of financial fundamental systems. Secondly, con-
cerns financial intermediaries, their function, disciplinarian positioning and

relationship with financial markets. This is the choice of social financing



structure model, which determines the establishment and the direction of the
financing system. The changes of social financing structure model will affect,
for instance, the development of capital markets and the building-up of bank-
ing system, the deposit-investment conversion mechanism, the operating sys-
tem of commercial banks, the relationship between funds management, other
intermediaries and the market, the target of monetary policy and the choice of
transmission mechanism, and so on, forming different development paths.
Thirdly, the prevention of financial risks and the maintaining of financial se-
curity. The unpleasant reality that the internal fragility and risk will rapidly
increase along with the progress of financial development, requires us to prop-
erly deal with relationships between finance and economy, financial supervi-
sion and financial development, financial globalization and financial security,
to be aware of financial hegemony, to maintain national autonomy, and to re-
alize economic and financial stability on the basis of the ‘double character’ of
finance. By doing so, the effective core function of finance in the economic de-
velopment will be guaranteed. In the face of financial liberalization, globaliza-
tion, the rapid growth of derivatives, the further fall-apart of virtual economy
from real economy, and the helplessness in the front of financial crisis, the au-
thor of ‘Super Banker’ lamented that the 21st century will be an era of finan-
cial disasters. The ‘Core Theory’ and the ‘Disaster Theory’ of Finance re-
flect two different perspectives on the development of finance; meanwhile are
two types of attitude toward the ‘double character’ of finance as well.

This book is named as Monetary And Financial Reform In The Post-
transitional Economy. Centred on the above-mentioned three outlines, the
book has been organized into five parts and twenty-five chapters. In each
chapter, the author, from a different perspective, presents some sketchy anal-
ysis on the practical issues arising from the development of finance. The five
parts are as follows: the transmission mechanism of monetary policy under the
new economic conditions; the costs, risks and strategies of the financial Open-
up under the WTO framework; innovation theory deepens the financial re-
form; market structural adjustments and institutional supply in the banking

industry; and finance supports the western development. It takes the author




BAEDIRSBENTIGS

three years (2000~2003) to finish the work. In light of the long period the
book covers, there might be some inconsistency in the collected data and in
the propositions among subjects. Without introducing large amounts of theo-
ries, the author is intended to focus on discussions of individual cases, thus in
hope to encourage further valuable discussions among readers. Your valuable

critiques would be very much appreciated.

JIANG QI-WU
May 1st 2003
Xi’ an
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