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The year 1996 was encouraging. After more
than three years’ efforts, China largely attained
the anticipated targets of the macroeconomic ad-
justment program aimed primarily at curbing in-
flation. In 1996, inflation dropped to 6.1%, and
the development of major financial indicators
was satisfactory, with M1 and M2 growing by
18. 9% and 25. 3%, respectively in 1996. All
the indicators fell in the range set at the begin-
ning of the year, signaling a brilliant kickoff of
the Ninth Fiveyear Plan.

The People's Bank of China (PBC) made
reraarkable achievements during the year on a
number of fronts. Significant improvement was
made in the utilization of monetary policy instru-
ments. Loans went into areas that were in line
with the goal of improving economic structure.
Credit ceilings have been evenly assigned to rele-
vant banks. In response to the decline in infla-
tion, the PBC cut interest rates twice in a row,
which led to the risc in the liquidity ratio. The
PBC also initiated the open market operations of
government securities and liberalized the interest
rates in the inter-bank market. As part of the
efforts to strengthen financial supervision, the
PBC revoked the licenses of those non-bank fi-
nancial institutions that had violated [inancial
regulations and discipline, and took forceful
measures against those trust and investment

companies involved in high-risk activities. In ad-

dition,with the deepening of financial systemref

Address by the Governor

orm, China accomplished the convertibility of
Renminbi (RMB) under current account.
Looking ahead, the PBC will continue to
implement the moderately tight monetary policy
in 1997, keeping the growth of M1 ar 18%.M2
lower than 23% respectively and inflation lower
than 6%. In order to imprave the way of finan-
cial adjustment. the PBC will introduce reforms
in reserve requirement system, take steps 1o in-
crease the variety and volume of trade in the in-
ter-bank market, expand open market opera-
tions, and extend discount and re-discount busi-
ness. The PBC will also strive to further im-
prove financial order and reinforce financial su-
pervision, focusing on the prevention and settle-
ment of financial risks. Financial system reform
will be pushed ahead, with priorities given to
the improvement of management and profitabili-
ty of financial institutions, thereby enhancing

the role of the financial sector in economic restr
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ucturing and ensuring the sustained, rapid and

healthy development of the national economy.
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Macroeconomic Development in 1996
and Monetary Policy for 1997

China succeeded in sustaining the healthy and rapid
economic growth momentum in 1996 and achieved the
preset macroeconomic objectives, with inflation falling
sharply while national economy developing at a moder-
ately fast pace.

and Financiel in 1996

-+ Aggregate supply increased substantially. GDP regis-

tered at RMB ¥ 6,780 billion in 1996, up 8. 7% from the
year before. The grain harvest reached a record high of
480 million ton; the yield of edible oil was 22 million
ton, the second highest in history; the cotton crop got
10 4. 2 million tons meat production totaled 58 million
ton; the produce of aquatic product came to 28 million
ton. The industrial production on value-added basis
jumped to RMB¥ 2,858 billion, an increase of 12. 7%
over 1995.

« Fixed asset investment was made on & proper scale.
The fixed asset investment for the year as a whole to-
taled RMB¥ 2,366 billion, 18. 2% higher than the pre-
vious year. Of which, investment by stateowned entities
was RMB¥ 1,236 billion, increasing by 13. 4% invest-
ment by collectively-owned entities was RMB ¥ 349 bil-
lion, increasing by 6.1 ; investment by urban and ru-
ral households was RMB ¥ 333 billion, increasing by 30.
1% investment by other entities was RMB ¥ 448 bil-

lion. increasing by 37%. In terms of desi ion, capizal

The actual use of forcign capital grew by 14. 2% and
reached US$ 55. 3 billion, of which, US$ 42.4 billion
took the form of foreign direct investment , equivalent to
8 12.2% increase. More foreign capital made its way to
infrastructure , basic and pillar industries as well as capi-
tal-and technology-intensive projects, resulting in the
improvement of the investment structure.

« Inflation slipped to the lowest level since 1993, The
retail price index rose by 6. 1%, 8.7 percentage points
lower than 1995. The consumer price index rose by 8.
3%, 8.8 percentage points lower than 1995.

+ Economic system reform proceeded steadfastly, and -
conomic opening continued o expand. ‘The pilot scheme
aimed at establishing modern enterprise system rolled
into action on a full scale and tangible progress was
made in capital structure optimization, mergers and
bankruptey, arrangement of redundant workers and sep-
aration of social functions from enterprises. The new
fiscal and tax system was further improved. Three ma-
jor reforms were successfully introduced in export & im-
port taxation system. The management of extrabud-
getary funds was strengthened. [n terms of fixed asser

investment, a capital requirement system and a legel

person responsi

ity system were put in place. The so-

cial security system reform focusing on pension fund and

construction investment was RMB ¥ 840 billion, an in-
crease of 13. 4%, 1. 6 percentage poirts lower than
1995 technological renovation investment was RMB
¥ 375 billion, an increase of 13. 5%, (. 4 percentage
point higher than the previous year; real estate invest-
ment was RMB ¥ 383 billion, an increase of 21.3%., 1.8
percentage points lower than the year before.

* Domestic consumption grew steadily. Retail sales of
consumer goods reached RMB ¥ 2,461 billion, 19. 4%
higher than 1995, Of which, urban sales rose by 20.
1% while sales in rural areas registered an 18, 3% in-
crease. The turnover in trade transactions increased by
26.8% to reach RMBY 1,470 billion.

« Foreign trade continued to expand and capital inflow
increased. The total volume of foreign trade amounted
to US $ 289. 9 billion, 3. 2% higher than 1995. Of
which, exports was US § 151. 1 hillion, increasing by
1.5%; imports was US $ 138. 8 hillion, increasing by
5.1%, leading to a trade surplus of US$ 12. 3 billion.

insurance also moved ahead. The scope
for the pilot scheme of medical system reform was en-
larged.

+ Financial systera reform was deepened: The urban u-
nited banks developed steadily; rural financial system
reform was well under way; inter-bank market was uni-
fied; the way of government bond placement was im-
proved; open market operations of government securi-
ties were initiated; currency convertibility was achieved
under current account, three years ahead of the original
schedule; the People's Insurance Company of China
Group was established after the separation between life
insurance, property insurance and re-insurance. In addi-
tion, the PBC became a full member of the Bank for In-
ternational Settlements in 1996.

» Financial situation was stable in 1996, and the objec-
tives for macro control were largely achieved. Broad
money (M2) reached RMB ¥ 7610 billion, an increase
of 25.3%, broadly in line with tbe 25% target set at the

beginning of the year. Narrow money (M1) amounted
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to RMB ¥ 2852 billion, growing by 18. 9% as compared
with the 13% target. Currency in circulation reached
RMB ¥ 880 billion, with an input of RMB ¥ 92 billion
made throughout the year, 11. 6% higher than that of

and allow a reasonable growth of monsy supply by stick-
ing to the moderately tight monetary policy. Broad and
narrow money are estimated to increase by 21— 23%
and 18% » respectively. The PEC will also step up its ef-
forts in § ing financial

the previous year. Deposits of all financial i
grew by 27. 5% reaching RMB ¥ 6860 billion at the
year-end, of which, urban and rural savings deposits
rose by 30% and resched RMB ¥3852 billion. Qut-
standing loans of all financial institutions added up to
RMB ¥6116 billion at the year-end, a 21% increase
over the end of 1995. The state foreign exchange re-
serves jumped by US § 31. 5 billion and reached US $
105 billion, ranking the second in the world. The ex-
cbange rate of RMB remained stable against the US dal-
lar.

« Major problems in the economic and financial system
can not be neglected. Despite marked improvement in
the balanced development of economic aggregates.
structural impediments become increasingly salient. The
problem of industrial entities, large and small, engaging
in developing into all-tound players, as well as the
prevalence of duplicated construction, became so severe
that it hindered the improvement of efficiency of the na-
tional econamy. The base of agriculture remained frag-
ile, which meant the decline in inflacion was not solidly
based. Some of the stare-owned enterprises were
he Chinese

government adopted an array of measures and would

plagued by the problem of low efficiency.

take further steps to tackle these problems, so as to
promote the sustsined, rapid and healthy development
of the national economy.
Macreeconomic trend and monetary policy in 1997

In 1997 China will go ahead with the economic
structural reform and the transformation of economic
growth mode while pursuing the moderately tight fiscal
and monetary policy and improving the macroeconomic
adjustment, so as to sustain the favorable growth trend
of the national economy. The Chinese government will
increase investrent in agriculture and strengthen the
fundamental role of agriculture in the economy. The
fixed asset investment will be kept at an appropriate lev-
el, with investment ratio standing at around 32%. Con-
sumers demand is expected to be stronger. Total ex-
ports and imports will hopefully exceed US$ 300 billion
and the two will basically be in balance. Exchange rate
for RMB will continue to be stable. By estimates, GDP
will grow by about 8%, and prices will increase by 5—
6%. In order to maintain currency stability and support
a moderately fast pace of economic development, the

PBC will toughen the control over monetary aggregates

by reforming the
reserve requirement system, increasing the variety and
volume of trade in the mnation-wide inter-bank market.
extending the use of negotiable instruments , expanding
the central hanks discount and re-discount business and
giving full play to the interest rate instraments. The
central bank will also continue to streamline the finan-
cial order and strengthen financial supervision with the
aim to prevent and resolve financial risks. The principle
of separation between investment husiness and commer-
cial business will be upheld. Commercial banks will be
called to improve their operation and profitahility.

Plans have also been made to deepen financial re-
form and enhance financial openness in 1997. Measures
will he taken to restructure the rural financial institu-
tions in order to resume their cooperative feature. The
commercial banking reform will be expedited. The in-
crease of the capital adequacy ratio and establishment of
supervisory boards are also envisaged for the state-
owned commercial hanks. The founding of urhan united
banks will be accelerated while pilot scheme will be acti-
vated to set up rural united banks. Indirect financing
will remain to be the mainstay, but the proportion of di-
rect financing is to be raised. Trust and investment com-
panies will be further restructured and merged in order
0 make them develop their business in a regulation-
hased manner. The central bank will be supportive to
the lisk of finance by

ates. Furthermore, state re-insurance company will be
set up. In the process of introducing more foreign finan-
cial institutions, support will be given to qualified do-
mestic financial institutions in their attempt to set up af-
filiates abroad and expand foreign business. The PBC
will strengthen collaboration with the Hong Kong Mon-
wiary Authority (HKMA) and facilitate cooperation be-
tween financial communities in the Mainland and Hong
Kong, thus contributing to the smooth tranmsition of
Hong Kong. the consolidation of its status as an interna-
tional financial center, as well as the prosperity of the

country a8 a whole.
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MACROECONOMIC INDICATORS (in 100 million of Yuan)

I #3448 Absolute Figures

WH /R
1991 1992 1993 1994 1995 1996
Items/Year
RTHRBEN
14508 14792 11849 14843 14900 14845
No. of Employees(10,000)
B /2 .
GDE/2 20188 24363 31380 43800 57733 67795
BLLREHR
Total Wages 3324 3839 1916 6650 8100 9080
HEWRATELH .
5 2
Retail Sales of Consumer Goods 8245 9705 12287 16053 20598 24614
ERUEBA/3
Fiscal Budget Rev. 3611 4153 5088 5218 6242 7367
ERMBEH/3 B
Fiscal Budget Exp. 3814 14390 5287 5793 6823 7914
[ P ) )
Fixed Assets Invest. 5509 7855 12158 15926 19445 23660
WO RHORZELY
Exports (bn. USD? 71,84 84,94 91.76 121. 00 148. 80 151.10
FEAAREE RSN R A5
Imports (ba. USD) 63.79 80. 59 103. 95 115.70 132.10 138.80
B R 7 5 IR
Credit by State Banks 18044 21616 26461 31603 39393 47434
FEAMBER
Retail Price Index 103 105 113 122 115 106
1. S BER 0 4. F (MR Taiwan, Hong Kong and Macao are ot Included in the statistics.
. G R, 8 STL: 1 # 79K The absolote figures of GDP are based om current prices and the

growth based on comparable prices.
3. M 1994 SE A2, MM BOR A 3 R HE (R 95k A 03 HH From 1994, total fiscal budget revenues end expenditures do not im-

¢lude government debt finance,
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MACROECONOMIC INDICATORS (Growth Rate. %)

I L ESEMETRYY  Growth
WH/E
1991 1992 1993 1954 1995 1996
Items/Year
RLEECTTA)
3.19 1.96 0.39 0. 00 0.34 —0.37
No. of Employees(10,000)
b HAE=RE2
GOF/2 8.00 13.60 13.40 11. 80 10.20 9.70
KIIHNH
12.63 18.51 24. 80 35.27 21.70 12.10 ]
Total Wages
LHWABERR
Recail Sales of Consamer Goods 13.73 17.70 26.09 31.18 26. 60 19. 40
: ERMERA/3
5 <
Fiscal BudgetRev. 9.01 15.02 22,52 2.55 19.62 18.02
‘ B /3 i
iscal Budgetkxp. 10.47 15.11 20.45 9.6 17.78 15.99
[l 1o 14 ¢
. 23.81 42.59 58. 60 27. 84 18.80 18.20
Fixed Assets Invest.
00 B 10 2 35E) )
Exports (bn, USD) 15.70 18.23 8.03 3187 22.98 155
R B0 25T
. Imports Cbn. USD) 19.57 26.34 28.99 11.30 14.17 5.07
ERBFFETARK
Credit by State Banks 18.97 19,79 22,42 19.43 24,65 20. 41
.
FEDHBER
2.90 5,40 13.00 21.70 14.80 6.10

Retail Pricelndex
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HRSHE~RMHER (E.Z50
BALANCE SHEET OF MONETARY AUTHORITIES (in 100 million of Yuan)

WE /A Ttems/Quarters 1996.03 1996.06 1996.09 1996.12
EISMEP=G8 Foreign Assets (Net) 7329.4  7887.8  8729.1 9562.2
IMC Foreign exchange 7176.8  7712.6 8536.8  $330.0
ke Gold 12.0 12.0 12.0 12.0
B R R B O Assets with international financial institusions{(Net) 140.6  163.2  180.3  220.2
3R BN AL Claims on Central Government 1582.8  1582.8 1582.8  1582.8
MRS T RAT B Claims on Deposit Money Banks 114511 10936.5 11174.7 14518.4
X kB T SMHTR Claims on Non-monetary Financial Institutions 174.2 120.9  119.0  117.7
A& MR AR Claims on Non—financial Sectors 680.1  674.9  668.4  658.7
EERmH Reserve Money 21513.6 21349.6 22509.2 26888.5
P-%iv tiil Currency issue 8844.7 8343.4 9135.3 94348
X SR A Liabilities to financial institutions 10052.9 10261.6 10434.9 14354.9
YEREEE Required reserves . 5628.7 6063.8 6501.1 7612.4
FRETFRG Deposit money banks 5487.5 5917.7 6327.2  6544.7
EAREX Deposits with the People’s Bank 44247 4197.8  3933.8  6742.5
R TRIT Deposit money banks 3964.5 3694.8 3443.9  6657.7
R LR E:Z Deposits of non—financial institutions 2616.0 2744.6 2933.0  3098.8
fii Bonds 0.0 0.0 0.0 0.0
B RTEE Deposits of Central Government 963.2 11326 1400.4 1225.4
BERES Own Capital 369.7  369.7  368.8  366.8
Other Items (Net) -1628.9 -1649.0 -2004.4 -2040.9

HA G
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BhYBR-ARERELLER %
BALANCE SHEET OF MONETARY AUTHORITIES (Growth Rate, %)

W H /4R Items/Quarters 1996.03 199606 1996.09 1996.12
B Foreign Assets (Net) 46.8 8.2 45.0 43.4
ML Foreign exchange 8.3 8.5 6.0 43.3
RE Gold 0.0 0.0 c.0 0.0
ERR ST ) Assets with international financial institutions(Net) -0.7 38.3 1.2 50.7
- wo e SLECHF B Claims on Central Government 0.0 0.0 0.0 0.0
XTEH K BT WAL Claims on Deposit Money Banks 1.2 9.5 7.7 26.1
SR HE 74 AL AR Claims on Non-monetary Financial Institutions —44.2 —39.7 —35.2 —35.2
Xt dE4 T T TN Claims on Non—financial Sectors —81 —9.3 —42 —3.1
PERD Reserve Money 22.3 23.4 20,3 29.5
RITHT Currency issue 13.0 9.8 148 10.0
Xt R H T Liabilities to financial institutions 28.3 33.9 22.8 48.4
HERES Required reserves . 32.4 33.3 3.8 45.1
FRETRT Deposit money banks 32.9 34.1 32.5 28.1
FEAFE Deposits with the People’s Bank 23.5 .7 104 52.3
FRERET Deposit money banks 23.7 38.8 15.5 68.7
LMPLHTER Deposits of non —financial institutions 35.8 3.7 30,8 23.3
e Bonds
G340k 4 Degosits of Central Government 5.8 —24.4 13.3 25.9
BHEREE Own Capital 39.1 0.1 —06 -1z

Hom Other Items (Net)> 93.3 35.3 87.5 2.7
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B Bk R AT 8 P SRR (R (25D
BALANCE SHEET OF STATE COMMERCIAL BANKS (in 100 million of Yuan)

AE/EA Trems/Quarters 1996.03 1996.06 1996.00 1996.12
EIREECED Foreign Assets (Net) ~341.5 —671.1 —330.3 —341.0
PR Reserve Assets 8130.3 83719  8473.7 10195.9
BES Required reserves 4778.5  5127.9  5464.5  5446.4
ENTER Depasits with the People’s Bank 2893.6 27941 2520.6  4343.4
FEFRE Cash in vault 458.2  449.9  488.6  406.1
LB St Central bank bonds 0.0 0.0 0.0 0.0
3 b SR BCAT RAL Claims on Central Government 799.3 9329  984.5  967.1
FEA TR Claims on Other Sectors 38232.1 40754.3 41484.3 44477.4
XK TSI Claims on Non—monetary Financial Institutions 3424 338.6  346.8  332.1
POE 34 mbid g Liabilities to Non—financial Sectors 35799.7 364484 40300.5 42402.1
EWEX Demand deposits 11017.1 118524 12423.0 13512.3
EMIRE Time Deposits 2403.8 2777.2  2979.4  3168.0
HEEK Sevings deposits 22310.7 23754.6 24840.7 25684.2
Hib K Other deposits 57.5 64.2 57.4 37.6
Ao S T i Liabilities to Central Bank 11080.6 10615.9 10831.6 14088.5
IR M LRI A Lisbilides to Non—monetary Financial Institutions 141.7 125.2  130.7  144.8
#% Bonds 172.2 1726 1515  280.5
LECE 28 Owner’s Equity 1691.2  1817.6  2001.7  2010.4
TR HEE Paid —in capital 1821.2  1820.0 1826.8 1926.5
HA Other Iems (Net) —1722.8 —1817.6 —2457.0 —3294.8
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