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he establishment of the People's Bank of China ( hereafter referred to
T as PBC) in 1948 marked the beginning of a new chapter in the
Chinese banking history. Throngh five decades of evolution,
particularly nearly two decades of reform and opening to the outside world,
China’s banking sector has entered a stage of vigorous development. With PBC
as the ceniral bank, the current banking system in China consists mainly of
wholly state-owned commercial hanks, which coexist and cooperate with policy
banks and jeint-equity commercial banks operating in their respective
authorized business domains.

With its headquarters in Beijing, PBC maintained, as of end-1996, 2450
subordinate establishments. Under the all-in-one monopolistic banking syster,
which lasted until 1978, PBC engaged in both central banking and commercial
banking operations. During the course of the reform and opening up, some
specialized banks and financial instimtions were established or restored and took
over part of PBC’s business activities. In order to strengthen the central bank's
capacity for macroeconomic management, the State Council made a decision in
1984 for PBC to function as a central bank. Following this decision, a central
banking system began to take shape. However, PBC’s transition toward a full-



fledged central bank turned out to be a long process. The financial sector
reform in China entered a new phase in the latter half of 1993 when The State
Council Decision on Financial Reform defined the PBC’s key functions as: to
formulate and implement monetary policy so as to maintain the stability of the
currency; and to exercise firm supervision over the financial institutions to
ensure the safe and effective functioning of the financial system.

The central banking system was further strengthened wben PBC's legal
status as China’s central hank was specified by the Law of the People’s
Republic of China on the People’s Bank of China enacted by the Third Plenary
Session of the Eighth National People’s Congress in March, 1995. The central
bank law provides that PBC’s basic functions are to conduct monetary policy
and supervise the financial system under the leadership of the State Council,
Specifically, it shall formulate and implement monetary policy ; issue Renminbi
and regulate its circulation; manage the state foreign exchange reserves and
gold reserves; supervise financial institutions and regulate financial markets;
act as fiscal agent; provide payment and settlement services ; and represent in
international financial institutions as well as participate in international financial
cooperation on behalf of the state. PBC is duly authorized to manage monetary
base, control aggregate credit and adjust benchmark interest rates as well as
issue currency. The State Administration of Foreign Exchange, an immediate
subordinate body of the PBC, is entrusted with foreign exchange
administration.

As provided by the Law, no government agencies at any level, non-
government organizations, or individuals may interfere in PBC's performance
of its functions. PBC is independent from the Ministry of Finance and other
government agencies. It is prohibited from financing fiscal deficits. It
maintains a centralized organizational network with branches and sub-branches
throughout the country free from interference of local governments. The key
responsibilities of the branches and sub-branches include financial supervision
and regulation, research, banking and monetary statistics, assistance in
balancing the positions of financial institutions, management of the state
treasury, currency distribution, foreign exchange administration and provision
of services for inter-bank payment and settlement.



In order to accelerate the transformation of state-owned specialized banks
into full-fledged commerciat banks and to increase the flexibility and capacity
of the central bank for macro-economic management, China established three
policy banks in 1994, namely, the State Development Bank, the Agricultural
Development Bank of China, and the Export-Import Bank of China. Their
establishment marked the initial separation of policy-related operations from
commercial banking business. Placing priority on both economic efficiency and
social benefits, they operate in their designated areas and are not expected to
compete with commercial banks. Their basic operational financial goal is to
break even and only to make small profits when conditions allow. Through
three years of efforts, they have embarked on a steady track of development
and are playing an important role in financing key state construction projects,
facilitating agricultural development, and promoting foreign trade, particularly
the export of electronics and machinery.

The State Development Bank was established on March 17, 1994 with its
headquarters in Beijing. Its assets 1otaled RMB280 billion yuan ar end-1996.
This bank is responsible for financing key state construction projects and for
macro-adjustiment of the structure of the lending facilities. lts tasks include
creating a stable and long-term source of financing through mobilizing financial
resources in the economy so as to meet the needs of priority comswmruction
projects; providing policy-related credit and interest subsidies to priority
projects; improving investment efficiency by adjusting the aggregate and the
structure of fixed-asset investmeni. The potential recipients of its credit are
mainly those large projects that are designed to alleviate the bottlenecks in the
economy, operate in the leading industries or extend the application of
advanced technology as well as those inter-regional policy-based projects.

The Agricultural Development Bank of China was founded on November
18, 1994. Located in Beijing, its headquarters maintains a branch and sub-
branch network. Its assets totaled RMB706 billion yuan at end-1996. Its main
responsibility is to program and provide funds for agricultural development,
including for the procurement of agriculiural products and for priority
agricultural development projects in line with the state agricultural development
policy and credit policy. The main lines of business include providing loans for



maintaining commodity reserves covering such products as grain and cotton;
for procurement and distribution of major agricultural products including grain
and oil; and for poverty alleviation and development projects designated by the
State Council. ADBC maintains a centralized fund management system,
which, through monitoring a set of indivators, ensures that loans are put to
designated uses and are duly repaid.

The Export-Import Bank of China was established in Beijing on July 1,
1994, with no operational subsidiaries. Its assets amobiited to RMB22 billion
at end-1996. Its main line of business is policy-based export and import
financing. The major task is to implement industrial and trade policies by
providing policy-related financial support and services aimed at expanding
exports. Specifically, it provides export eredit and related loans to encourage
export of such goods as machinery, electronic products, and equipment for
complete plants. Its services include export credit insurance and guarantee as
well as those aimed at facilitating economic and technical cooperation.

Reform of Financial Supervisory Regime

In accordance with the Decision on the Restructuring of Government
Agencies at the First Session of the Tenth National People’s Congress ( NPC)
on March 10, 2003, the China Banking Regulatory Commission { CBRC) was
created. On April 26, 2003, a resolution of the NPC Standing Committee
delegated the CBRC to temporarily supervise and regulate the banking sector, a
function performed previously by the PBC. On April 28, 2003, the CBRC
announced its establishment. And on December 27, 2003, the Six Session of
the Tenth NPC Standing Committee voted to pass the Law of the People’s
Republic of China ( PRC) on Supervision and Regulation of the Banking
Industry the Amendments to the PRC on the People’s Bank of China and the
Amendments to the Law of the PRC on Commercial Banks.

Being an agency directly affiliated to the State Council, the newly
established CBRC has the mandate to supervise and regulate banks, asset
management companies, trust and investment companies and other non-bank
depository financial institutions. The main responsibilities of tbe CBRC
include: (1) formulating policies, procedures and measures for supervision
and regulation of banking institutions ; {2) proposing amendments io the
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applicable laws and regulations; (3 ) approving the applications for
cstablishment, changes, termination and business scope of banking institutions
and of their branches and subsidiaries; {4} conducting on-stie examination and
off-site surveillance of banking institutions and imposing penalties on the illegal
or rule-breaking activities; {5 ) reviewing the qualifications of the senior
managerial personncl of banking institutions; (&} compiling the national
banking statistics and statements, and disclosing the statistics and statements in
accordance with applicable regulations; (7} working with ather relevant
agencies to develop mechanisms for handling the emergency sitnations that
involve deposit-laking institutions; {8) overseeing the day-to-day activities of
supervisory boards assigned to the major state-owned banking institutions; and
(9) performing other duties assigned by the State Council. Accordingly, the
CBRC has set up 15 functional departments in its headquarters as well as local
offices to perform these supervisory and regulatory duties and responsibilities.

Following the establisbment of the CBRC, the PBC is no longer
responsible for banking supervision and regulation, bul still performs the
functions such as currency issuance. foreign exchange adininistration, treasury
management, payment and scttlement services, financial legislation and
statistical services. The changes in the functions of the PBC can be described
as “one reinforcement, one shift and two additions™,

“One reinforcement” refers to the reinforcement of the functions in
relation to monetary policy. It allows the PBC to improve the conduct of
monetary policy; enhance its macro-control capacity by making a flexible use
of interest rate, exchange rate and other monetary policy instruments; optimize
the rules for money market based on in-depth research; strengthen the oversight
of business activities in money market, foreign exchange market, gold market
and other fipancial markets; improve the monetary policy transmission
mechanisms by formulating monetary policies and financial risk control
measures that highlight the correlation between money market and real estate,
securities and insurance markets.

"One shift” refers to the shift in the manner in which the PBC exercises
the financial macro-control and maintaining financial stability functions. The

PBC no longer exercises direct control over banking institutions by way of
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Reading Course in Finance and Banking English

A. the development of the banking industry in China.
B. the process of the banking industry in China.

C. the cause of the banking industry in China.

D. the course of the banking industry in China.

2. However, PBC’s transition toward a full-fledged central bank
A. proved to be 2 long process.

B. turned out to be a long process.
C. turned to be a long process.
D. Both A and B.

3. The State Administration of Foreign Exchange, an immediate subordinate
body of the PBC, foreign exchange administration.
A. s trusted with
B. is ensured with
C. is entrusted with
D. is being entrusted with

4. The State Development Bank’s tasks include creating a stable and long term
source of financing through mebilizing financial resources in the economy
A. s0 as (0 meet the needs of priority construction projects.

B. so that to meet the needs of priority construction projects.
C. 50 0 meet the needs of priority construction projects.
D. as meet the needs of priority construction projects.

3. The major task of the Export-lmport Bank of China is _industrial
and trade policies by providing policy related financial support and services
aimed at expanding exports.

A. to camy out

B. to implement

C. w carry on

D. Both A and B.
II. Cloze

China’s banks bave been scrubbing hard, hoping 10 make themselves clean

enough to attract foreign capital. If you believe official figures, their non-



1 The Banking industry in China

performing loan ( NPL) ratio fell to 13. 2% at the end of lasi year, from
nearly ¥8% i 2003. (1) Independent data are also locking less
gloomy. Standard & Poor’s, a credit-rating agency, reckons 35% of loans will
go sour, down from is previous estimate of 50% . This niay help win round
foreign banks, which have so far resisted taking stakes. Royal Bank of
Scotland is said to be ready to pay up to $4 billion for up to a fifth of BoC,
although the Edinburgh bank would not be drawn at its annual meeting on April
20", There are also rumors that foreigners are preparing to buy u stake in
CCB.

The banks’ old bad debts are worrying enough. ~ (2)  Between
the start of 2001 and early 2004, China went on an almighty credit binge.
Bapk lending jumped by 56% in 2003 alone, as the government first tried to
shore up growth and then lost control of a racing economy before trying to rein
it in last spring. At the state’s behest, banks lent enormous sums for new
factories, roads and airports, many of which will never make money.

_ . (3) __ Atenth of all outstanding bank loans, or around 2 trillion
yuan ( $242 billion), is now owed by consumers. Mortgages, which account
for 905 of this, grew at an annual cormpound rate of 115% between 1998 and
2004, according to KGI, a securities firm. Last year, they rose by 38% ,
against just 6% for corporate loans (see chart). Banks have been delighied to
grant home loans because they carry only 1 50% weighting in the calculation of
risk-weighted assets — a fribute to the perceived safety of mortgages.

{4) Last June, the National Audit Office warned of
widespread consumer-credit problems, citing one borrower who was lent
enough in nmiltiple mortgages to buy 128 apartments. China lacks a national
consumer-credit database to spot overstretched debtors, although a pilot system
linking seven cities was set up late last year. Never having seen a complete
morigage-credit cycle, Chinese banks appear not to undersiand the downside
risks. (3)

A. None has scrubbed harder than the two big state banks being groomed
for strategic investment and flotation; Bank of China ( BoC) said last month
that its NPL ratio was just 4. 7% , and China Construction Bank ( CCB) claims
3.7%.
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B. However, for the ﬁ_rs[ time they also lent hand-over-fist to individuals,
deluging them with credit cards, mortgages and car loans in an attempt to make
growth more halanced by encouraging consumer spending.

C. But potential investors should probably be more concerned about what
has yet to appear in the books.

D. Thal may be a dangerous misperception.

E. For now, the economy is accelerating: it grew by an unexpectedly fast
9.5% in the first quarter, according to figures published this week.

F. Without proper records, it has been impossible to trace defaulters,
even if they gave correct information in the first place,

G. And they have few channels to lay off risk ; the central government has
repeatedly statled moves to secure consumer [oans.

IV. Translation
1. Translate the English into Chinese

The reform and opening up of China's banking sector have been carried
out in pace with the overall economic reform and opening up, starting in
special economic zones and then rolling out to costal areas, inland provincial
capitals and finally the whole country, as well as extending from foreign
currency businesses to local currency businesses. Having built their presence in
China over two decades before, foreign financial institutions have now become
an integral part of China’s financial sector. They have made tremendous
contribution to the Chinese banking industry by introducing into China
advanced operating mechanisms and management expertise, promoted service
level of China’s banking industry and deepened the financial reforms. Since its
entry into WTO, China has accelerated its pace in opening up the barking
sector and has opened more areas to foreign banks. There are no more
geographic and customer restrictions on foreign exchange businesses of foreign
banks, while the geographic restrictions on RMB businesses of foreign banks
are also being phased out.
2. Translate the Chinese into English

MEHREFNRAR, PENEAXLES THHAAYRE, =5
EREANTE. —EVEELSAXMNERSAS AL B ERT
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Supplementary Reading
Banks Open to Increased Foreign Investment

China has taken an importamt siep towards receiving more foreign
investment in its banking sector, giving big-name overseas lenders such as
Citigroup a shot in the arm. Lin Mingkang, chairman of the China Banking
Regulatory Commission, the country’s banking watchdog, announced recently
that the investment cap for a single overseas investor in a domestic lender had
been raised to 20 percent. Local banks are also now allowed to sell up to 25
percent of their shares 1o overseas mvestors. " Foreign banks can expand
rapidly in the market through equity investment,” said him. * Chinese banks
will benefit as they will learn more advanced technology and management
expertise. ” The chief banking regulator called the policy changes * historic
steps” in the opening-up of the country’s finance industry.

These changes will enable oversea hanks to hecome single largest
shareowners in local lenders. Furthermore, the policy changes would allow
foreign investors easier access to Chinese currency business. “The move will
fuel the expansion of foreign banks in the domestic market,” says analyst Wu
Qi of Hemoo Investment and Business Consulting. Tt will also help reinvigorate
domestic banks. According to China’'s commitment to the World Trade
Organization, foreign banks will not be able to offer RMB business to Chinese
citizens until 2006, China currently allows overseas lender to offer RMB
services only to corporate clients. A flood of foreign banks has already shown
keen interest in domestic lenders. Analysts say the waiving of rules would add
spice to the race for buying shares of domestic counterparts.

However, industry officials predict that it will take some thme before any



