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Governor's Address

Despite the challenges in 1998, China
withheld the shock of the Asian financial crisis,
overcame the flood of extreme severity and
maintained the momentum of healthy
economic development. Under the unified
guidance of the State Council and consistent
with the national objectives in macroeconomic
management, the People's Bank of China
adopted flexible and effective approaches to
increase the money supply to an appropriate
extent, and strengthened the financial
supervision to stave off and resolve the
financial risks. These measures facilitated the
healtby development of the financial sector.
The targets in macroeconomic management
were broadly achieved.

In 1998, the People's Bank of China
adjusted the monetary policy in a timely
manner. The Bank unbound the state
commercial banks from the credit ceiling
control. reduced the reserve requirement and
cut the interest rates on three occasions. At
the end of 1998, broad money increased by
15.3 percent. 10.1 percentage points higher
than the sum of economic growth and retail
price index. The growth in money supply
played an important role in realizing the

economic targets of the year.

The financial supervision was further
strengthened. The risks of some financial
institutions were resolved through merger and
acquisition, reorganization, take-over and
closure. These actions played an important role
in safeguarding the social stability and
controlling the contagion of the risks.

Key steps were taken in financial reform.
The provincial branches of the People's Bank
of China were replaced by 9 regional ones. The
segregation of business and supervision in
banking, insurance and securities was
achieved. The financial institutions effectively
spun off their non-financial subsidiaries. The
state commercial banks gradually merged their
duplicated organizations. The new commercial
banks developed steadily. The reform of rural
credit cooperatives proceeded on the
cooperative principle.

The financial liberalization pressed ahead
steadily. Eight foreign banks were granted
branch license in China. Local currency
business for foreign banks on a trial basis has
been expanded from Shanghai to Shenzhen. At
the end of 1998, there were 266 representative
offices and 173 operational institutions for
foreign banks in China, with the total assets of
US$34.2 billion.




Facing the Asian financial crisis, the
Chinese government adopted a highly
responsible attitude. actively participated in the
international financial affairs and made
available more than US$4 billion credit to the
crisis afflicted countries. The stability of
renminbi greatly contributed to the regional
economic development and financial
stabilization.

In 1999, the People's Bank of China will
carry out sound monetary policy to
appropriately increase the money supply,
strengthen the financial supervision, deepen the
financial reform, safeguard the external
balance, stave off and resolve financial risks,
and further improve financial services to
sustain fast and healthy development of the
national economy.

The money supply will be increased to
support the effective growth of the economy.
A variety of monetary policy instruments will
be adopted in a flexible fashion to manage the
monetary aggregates. Itis expected that broad
money will grow by 14-15 percent while
narrow money by 14 percent to support the
economic growth.

The financial supervision will be
strengthened to stave off and resolve financial

risks. An early warning system for financial

risks will be gradually established in the
framework of financial supervision. The
accountability mechanism in financial
supervision will be intensified. Non-bank
financial institutions will be rectified while the
illegal financial activities will be seriously
checked, penalized and corrected to ensure the
safety and soundness in financial operation.

Financial hiberalization will continue. The
areas open to operational institutions of foreign
banks will be expanded from the current 23
cities and Hainan Province to all major cities.
The regulations on the renminbi business for
foreign banks on a trial basis will be further
improved, Meanwhile, exports and foreign
investments will be encouraged.

Foreign exchange administration and
external debt management will be further
strengthened by increased law enforcement,
Efforts will be exerted to ensure a broad
external balance so that the stable exchange
rate policy will persist.

During the course of the year, the People's
Bank of China will take advantage of the
consolidated management, fulfill the duties of
the central bank to make fresh contributions
to maintaining the stability of the national
economy and promoting the domestic as well

as the regional economic development.
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Performance of Economy
and Financial Industry in 1998
and Monetary Policy in 1999

In 1998, China overcame the difficulties resulting from the Asian financial crisis and the
severe flood. The national economy saw sound overall performance, with GDP valued at
RMB7,955.3 billion yuan, up 7.8 percent over the previous year.

Performance of Econemy and Financial Industry in 1998

The aggregate supply expanded. A bumper grain harvest was achieved in spite of the natural
disaster. The total production of grain in 1998 amounted to 490 million tons, roughly the same
as in the previous year. The production of cotton reached 4.4 million tons in 1998. The production
in hnsbandry and fishery saw sound expansion. The total industrial added value for 1998
amounted to RMB3,354.1 billion yuan, up 8.9 percent over the previous year.

Fixed asset investment picked up significantly. As the policy measures of the government
aimed at expanding investment were gradually put in place, fixed asset investment accelerated
in the second half of 1998 and became the main stimulus 1o the economic growth. The total
fixed asset investment for 1998 amounted to RMB2,845.7 billion yuan, up 14.1 percent over
the previous year, representing an acceleration of 5.2 percentage points. The structure of
investment further improved. The disbursements rclated to the issuance of government debt
and the matching bank credit funds were provided timely. As a result, infrastructure construction
was strengthened. The national key projects saw smooth Pprogress. Some of the projects were
completed and put into operation.

Final consumption expanded steadily. The retail sale of consumer goods for 1998 totaled
RMB2.915.3 billion yuan. up 6.8 percent over the previous year, or 9.7 percent in real terms.
The urban retail sale of consumer goods totaled RMB 1,782.5 billion yuan, up 7.1 percent over
the previous year. The rural retail sale of consumer goods totaled RMB1,132.8 billion yuarn, up
6.4 percent over the previous year.

The growth of export was maintained and actual utilization of foreign investment continued
to increase. Multiple measures were taken to cushion the adverse impact of the Asian financial
crisis on the export sector of China. The total trade in 1998 amounted US$324 billion, down 0.4
percent from the previous year. The export totaled US$183.8 billion, up 0.5 percent; the import
totaled US$140.2 billion, down 1.5 percent, resulting in a surplus of US$43.6 billion. The actual




utilization of foreign direct investment totaled US$45.6 billion, up 0.7 percent over the previous
year.

The financial industry developed steadily through reforms. The People's Bank of China
improved its macro-control functions in 998, 1t relied on a variety of monetary policy instruments
to achieve policy targets of moderately increasing monetary supply to stimulate the economic
growth. The provincial branches of the PBC were abolished and nine regional branches were
established. The segregation of operation and supervision among banking, insurance and
securities was achieved. At the end of 1998, the balance of broad money(M2) was RMB10,449.85
billion yuan. up 15.3 percent over the previous year and 10.1 percentage points higher than the
sum of economic growth and inflation rate for the same year. The balance of narrow money
(M1) was RMB3,895.37 billion yuan, up 11.9 percent over the previous year. The balance of
cash in circulation (M0) was RMB1,120.42 billion yuan, up 10.] percent over the previous
year. The balance of foreign exchange reserves were US$144.96 biltion, up US$5.07 billion
over the beginning of the year. The exchange rate of renminbi remained at RMB8.2787 yuan to
the US dollar, with a slight appreciation over the previous year end.

The opening of financial industry was further expanded. Eight foreign bank branches were
licensed in 1998. The pilot operation of renminbi business by foreign banks was expanded {rom
Shanghai only to both Shanghai and Shenzhen. The number of foreign bank representative
offices increased to 266. The foreign bank operational institutions totaled 173 with total asset
reaching US$34.2 billion. In the course of the Asian financiat crisis, the Chinese government
took a highly responsible stance in arranging assistance of more than US$4 billion for the
countries directly hit by the crisis and in honoring the commitment of not devaluing the renminbi.
China made her contributions to the economic and financial stability of the region.

Problems in the economy and financial industry need to be addressed. Domestic demand was
weak. Due to duplicative constructions, production capacities in most industries were excessive,
resulting in acute structural problems and low quality and efficiency of the economy. A portion
of the enterprises were in difficulties. The state-owned enterprises were faced with severe
pressures for personnel downsizing and re-employment. Non-performing asset problem of the
banking sector gradually surfaced. The financial risks accumulated over the years cannot be
neglected. The Chinese government has noticed these problems and taken measures to address
them.

Trends of Economy and Financial Industry and Monetary Policy in 1999
In 1999, the Chinese government will coutinue the aggressive fiscal policy. While increasing




the demand for investment, the government will take forcefnl measures to expand démand for
consumption. The government will explore international markets and promote the expansion of
exports. Fixed asset investment is expected to increase by 12 percent and economic growth
around 7 percent. The national economy will continue the rapid, sound and sustained
development.

The PBC will adopt sound monetary policy in 1999. It will appropriately increase the money
supply to provide the necessary impetus to the economic growth. M2 is expected to grow by 14-
15 percent and M1 around 14 percent. A combination of various monetary policy instruments
will be used to adjust the monetary aggregates. The control on the floating range of interest
rates of renminbi loans will be eased and more categories of loans will be subject to floating
rate. The control of interest rates on foreign currency loans will be lifted gradually. The reserve
requirement system will be further improved. Thé open market operation will be strengthened
and types of instruments for the operation will be increased. The nationwide inter-bank borrowing
network will be expanded. In the meantime, the PBC will place impertance on the coordination
of monetary policy with other macro-economic policies so as to promote the growth of both
domestic demand and export and to help the economy develop in the ditection in which industrial
structure adjustment and quality and efficiency are encouraged. With regard to the credit policy,
commercial banks will be induced to actively explore new fields for loan business to promote
domestic demand. Sound commercial banks will be allowed to provide new consumer credit
products. The banks will also be encouraged to expand credit for infrastructure development
and to support technical innovation of enterprises. Export credit, foreign exchange backed
renminbi loan and loan based on export earning ratio will be employed to actively support the
growth of export. Small and medium-sized enterprises and small rural township enterprises will
be supported. The main bank systern will be improved based on relevant laws and regulations to
promote the mutval development of banks and enterprises. The credit supervision will be
strengthened and evasion of liability to financial institutions will be prevented and corrected.

In 1999, The PBC will carry out its responsibilities given by law. It will further deepen the
financial reform and expand the opening of financial industry. The PBC will intensify its
supervision on the financial industry, rectify the order of the industry and prevent and dissolve
financial risks. The PBC will further improve the management of foreign exchange and foreign
debt, rnaintain the external balance and the stability of the renminbi. These measures will
contribute to the rapid, sound and sustained development of the national economy and social
and political stability.
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Macro-Economic Indicators
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Bafance Sheet of Monetary Authority
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Unit: 100 Miilion RMB

1998

Foreign Assets(Net) 131797 131697 132847 135603
Foreign Exchange 126514 126215 127293 130879
Gold 120 120 120 120
HAh @53~ Other Farcign Assets 5163 536.2 5434 4604
T BT 1570 Claims on Government 1582.8 1582.8 15828 15828
MEHEHRTEM  Claims on Deposit Money Banks 0145 134900 113702 130580
FEHE TSP HER  Claims on Non-Monetary Financial Instittions 21384 2404.00 2607.0 29628
FAEEEEGIER Claims on Non-Financial Seciors 171.0 109.3 105.0 1038
EEED Rescrve Money 292134 303898 281774 313333
BHET Currency Tssue 110580 105519 113439 120641
& B HL1R Liabilities to Financial Institations 14479.5 161093 12657.5 14744.7
HELEES Required Reserves 77552 161093 126575 147447
HERETERA Deposit Money Banks 7483.2 153882 120933 140336
Deposits with the Central Bank 67243
TR MET Deposit Money Banks 47919
EETINIEEE Deposits of Non-Financial Institutions 36758 386 41760 452608
EH Bonds 1189 1189 1189 1189
B Deposits of Government 18436 138113 18777 1726 1
BREE Own Capital 366.6 3666 366.0 366.8
H ) Other leems(Nety -A56.1 -1694.5 -1590.9 -2279.5
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