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With further economic reform and opening up, China’s
financial industry developed steadily and healthily in 1997.
Being the central bank, the People’s Bank of China played
an important role in intensifying and improving macro-

control, curbing inflation and supporting economic

I , thus facilitating the sful softlanding of
the national economy with a good momentum of maintaiing
4 high rate of growth and low inflation

Money supply was broadly adaptable to cconomic
growth and price changes. While implementing a moderately
tight monetary policy in 1997, the PBC further reformed the
mode of macro-control and effectively contained the growth
rate of money supply. At the end of 1997, broad money (M2
grew by 17.3%, 8 percentage points lower than end-1996,
and narrow money (M1) grew by 16.5%. 2.4 percentage
points lower than end-1996. The appropriate growth rate of
money supply ensured the stability of the RMB exchange
rate and also supported the healthy development of the
national economy.

Strengthening financial supervision and minimizing
financial risks 50 as to sustain the smaoth operation of the
financial industry. The regulations on market entry of the
financial institutions and the qualifications of senior
management in the financial institutions were further
improved. Moreover, the separation of banking business and
trust & investment business was completed by and large.
llegal financial activities were sternly investigated and
punished. and the unlicensed financeal institutions were shut
down,

The quality of financial services and the level of financial
enterprise management were further enhanced. While greater
efforts were made to adjust the lending structure, the syndicate
lending was initiated and the scheme of principle banks
improved. Further, « modem payment system formally started
operation and the financial clearing center bascd on the

p was The of financial

efterprises were somewhat increased.

The reform of financial system was gradually deepened
and the opening up of the financial sector expanded. The
rural credit cooperatives operated soundly, after delinking
with the Agricultural Bank of China. A number of city

commes

sial banks were established. Both the number and

the toral assets of the [oreign financial institutions in China

Address By the Governor

were on the rise. The businesses of China’s bank branches
overseas, insurance companies and securities houses also
developed remarkably.

Despite the Asian financial crisis, China’s financial
indusiry maintained the

of steady development.
Except the contributions 1o relevant countries through the
IMPF’s operational budget, the Chinese government also
extended a loan of USS 1 billion to Thailand. In the face of
the attack on HK dollar and the dramatic decline of the HK.
stack market, the Hong Kong SAR government immediately
adopted effective measures to sterilize volaulity in the
financial market and maintained the stability of the economic
and financial market and situation in HK. We support the
policies adopted by the SAR government, including
safcguarding the exchange rate link system, for the purpose
of stabilizing the financial market. and we are fully confident
of the prosperity and stability in Hong Kong.

In 1998, the PBC will continue 1o pursue « moderatcly
tight monetary policy and effectively adjust money supply
through using a combination of various monetary policy
nstruments, Broad money is expected 1o grow by 16-18%
and narrow money by around 17%. Efforts will be made to
maintain the balance of payments and the stability of the RMB
exchange rate, while kecping domestic mancy supply under
control,

‘The adjustment of the credit structure will ke intensified.
In Lne with the state industrial policy, the credit funds will be
directed Lo facilitate the adjustment of economic structure
and to speed up the “two fundamental transformations”™ 1n
the economic development.

2 10 the requi of i the

socialist market economy. efforts will be made to speed up
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and deepen the linancial zeform. so as to gradually st up a

modern financial system and & heaithy financial order
Eiforts will also be made to strengthen financial legal

building. standardiz and maintain financial order in line with

laws. intensify supervision aver banking and securities sectors,

substantially control and munimize Iinancial risks, with the aim
to ensurc a safery . efficient and sound aperation of the financial
sector, and to maintain a susiained. rapid and healthy

dexelopment of the national economy.
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Macroeconomic Performance in 1997

rowth

China succeeded in sustaining a rapid economi

while maineining stability in 1997. The planned targets for
macrocconomic indicators in 1997 were reached, and the
nutional economy has showed a good development
momentumn with a high rate of growth and low inflation.

L. Economic and financial developments in 1997

+ Aggregate supply incrcased in 1997. GDP registered a(
RMB 7477 billion, an increase of 8.8% uver the previous
yeur. The industrial production an value-added basis jumped
to RMB 3175 billion, up 11.1% from 1996. Of which, the
Light industrial production on value-added basis was RMB
1468 billion. 11.7% higher than in 1996, and the heavy
industrial production on value-added basis was RMB 1707
villion, 10.5% hgher thair in 1996. The total grains were 492.5
willion 1on. the second hughest 1 histor)

cotton crop came

myllion ton, a somewhat increase over the previous

meat production totaled 54 million ton, up 8% from the
year before; the produce of aquatic product amounted to 36
million ton, an increase of 8.3%.

* Fixed assel investment grew steadily. The fixed asset
investent for the year as a whole otaled RMB 2530 bullion,
en increase of 10.1% over 1996 and an lncrease of 8.3% in
terms of actual use. Of which, the investment by the state-
owned enities was RMB {342 billion, an increase of 11.3%:
investment by collectively-owned entities was RMB 387
billion, an increase of 5.8%:; investment by other entities was
RMB 458 billion. at increase of 13.2%. There cmerged a
positive change in the invesiment structure with the
investment n infrastructure and basic industry strenythened
and the growth of investment in western areas RMB
guickencd. What's more, the statc key construction projects,
went on smoothly.

« Domestic consumption remuined stable. Retail
sales ol consumer goods reached RMB 2684 billion, 11.1%:
higher than the previous year and an increase of 10.2% in
real terms. Retail price index rose by 0.8% and consumer
price index by 2.8%. 5.3 and 5.5 percentage points Jower than
in 1996 respectively.

+ Foreign trade continued to expand rapidly. ‘The total volume

ol foreign trade antounted to US$ 325 billion, 12.1% higher

and Monetary Policy in 1998

than the provious year. O which, exports were US$ 183 biliion,
an increase of 20.9% imports were GS$ 142 billion, an increase
of 2.5%. leadng to a trade swrplus of USS 40 billion. Forcign
trade structure was further improved. The machinery und
electronic products remained the largest category of the export
products, and the imports of technology-iniensive products and
resource-related products grew quickly. The actual use of
foreigh capital reached US$ 64 billion. un increase of 15.74
over the previous year.

* The financial situation was stable and healthily developed.
The financial sector meticulously carried out the moderately
tight monetary policy . further retormed the mode of macro-
control and kept the growth of money supply under control so
as to facilitate the sustainable. rapid and heaithy development
ar 1997, broad
money (M2) reached RMB 9099.5 billion, an incecase of 17.3%:
narrow money (M1} reached RMB 3482.6 billion. an incrcase
ol 16.5% ; currency in circulation {MO) reached RMB 1017.8
hillion. an increasc of 13.6%. Total RMB deposits of all financia

of the national economy. At the end uf the v

institutions amounted to RMB 8239 billion, an inerease of
18.6%. Of which, the savings deposits of urban and rural
residents were 4628 billion, an increase of 19.3%: the
outstanding loans of ail financial institutions reached
RMB749 1.4 billion, an increase of 16.7%. Money supply was
broadly adaptable to economic development and price changes.
The credit structute was improved with an increased input for
agricultural development, and the nced of economic growth
for credit funds was met, The foreign exchange roserves
registered at US$ 140 billion at the year-end, US$ 35 billion
more than the cnd of 1996. The RMB exchange 1ate remained
stable whilc appreciating slightly from RMB 8.30 per US dollar
to RMB %.28 per LIS dollar. Even in face of the linancial crises

n some of Asian countries, China's financial industry

the of stable T .
+ Major problems in economic and financial performance in
1997 were the poor management and low elficiency of the
overall economy, irrazional industrial structure, operational
difficulties and low profitabibty faced by a part of state-owned
enterprises. a relatively high ratio of non-performing loans in

the state commercial banks and financral irregularities in vorme
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aspects ol the sector, coupled with weakness in fimancial
«apervision, The Chinese government has been mindful of these
problems and adapted a series of ellective measures 1o address
them.

TI. Macroeconomic Trend and Monelary Policy in 1998

- 1n 1998, China will contmue the elforts 1o accomplish a
fandamental transformatior of the economic system and the
way in which cconomic growth is achieved, while
strengthening the crucial role of agriculture in the national
cconomy, accelcrating the SOE reforn, intensifying economic
structural adjustment. improving macro-control and promoting
economic opening up, 5o a5 to achicve a sustained. rapid and
healthy development of the national econotuy as well as a
comprehensive advance of (he sociely. The target for cconomic
growthrrate in 1998 is set at 8%. and RP1 inflation w1l be
controlled below 3%. It is expected that consumption growth
will remain stable with an increase of around 13% . the growth
rate of lixed assel investment will exceed 10%, and the volume
of forcign trade will increase by about 7% with & trade surplus.
The RMB exchange rate will be kept stahle.

* The overadi requirement for the work in the financial sector
in 1998 15 to continue the pursuit of a moderately tight monetary
rolicy. to make a new breakthrongh in establishing a modern
financial sector and institutional framework. to strictly regulate
financial firms according 10 laws.to effectively control and
minimize financial risk, to make a remarkable progress in
rectifying financial irregularities, and consequently, to support
a sustained, rapid and healthy development of the national
cconomy.

»The finaneial sector reforms in 1998 will be focused on (e
following aspects: ([) To refarm the financial institutional
systemn in Fine with the requirement for the establishment of
the soctalist market economy in China, Specifically. the
commetcialization of wholly statc-owned national (inancial
institutions will be specded up with the downsizing of
management levels and branch cutablishments: the

development of locai financial institutions will be promoted

and a number of city commercial banks be set up at city or
prefecture Jevel: urban credit cooperatives will be transformed
into genuine cooperative firancial institutions on the basis of
4 pilot scheme for county commercial banks; agricultoral
insurance regime will be reformed and deposit insurance
institution be sct up; and tinally, the banking. securities and

insurance arc 1o be szparately administcred. (1) To improve

the i ismof financial i ane refore
their management system according to the international
standards and the teatures of financial mstiutons. Specificatly,
the state-owned commercial banks will be relomed this year
to become independent in making decisions. canducting
business and evaluating the fixed assct investment; the
supervisory board in the state-owned conunercial banks will
be instituted, and the system under which the president holds
responsibility will be improved: the credit ceiling imposed on
the state-owned commercial banks was lifred, and the assel/
liability ratio management and risk management system is (v
be putinto elfect: the state-owned commereial banks are being

re-capitahizec through the issuance of special T-bunds by the

Ministry of Finance, with a view to raismg the banks’ capital
adequacy ratio 10 8% this year; the method of classifying loans
into [ive categories is being introduced based on the
intemationally accepted practices: loan-loss provisioning and
writing -otfsystem is being set up on the basis of prudential
accounting, the personnel and sylary system iloring (o the
characleristics of financial instituzions is 10 be established.

« The PBC will continue to pursue the moderately tight
monctary policy in 1998, meanwhile appropriately increasing
money supply. According to the targets for economic growth
and inflation, it is estimated that in 1998, broad money (M2)
will grow by 16%-17%, narrow money (M1) by 17% and
currency in circulation (MO) by 15%. Ihe total loans of all
linancral instimtions will increase by 16%, total deposits by
18% . and the total incremental credits of the whole society
will reach around RMB1680) biltion. The certral bank will
improve the mode of macro-control in jis operation. With the
credit ceiling control imposed on the state-ow ned commercial
banks li fied, the asset/liability ratio management is being put
into effect. and the reserve requirement system wil be retormed
at an appropriate time. The PBC will continue to apprapriately
and opportunely adjust money supply by emploving such
monctary policy instruments as interest rates, open market
operation and rediscount. The quality of financial service will
be further improved. Loans for agricultural development will
be increased, and loans for fixed asset investment will also be
increased somewhat. Efforts 1o support the restructuring of large

and medium-sized §

3Es will be stepped up, the hausing
linancial services systen1 will be established and improved o
support house construction and consumption as the new source

of cconomic growth, and supports will be extended 1o
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expanding exports and appropriately increasing imports so as
1o achieve trade balance. The linancial environment for foreign
funded investment will be improved, and ctforts will be made
1o suppurt the efficient use of forcign capital. Foreign exchange
management will be strengthened and improved. the RMB

exchange rate will be kept stable. The PBC will continue to

<trengthen linancial supervision and rectify financial
imeguluntics. Unlicensed financial institutions, illegal financtal
business and fund-raising are to be revoked, banks are required

10 completely separate frotn their affiliated trust & investment

companies, securilies houses, insurance companies and other
entities. The PBC is determined (o firmly nvestigate and resolve
any illegal actividies such as off-book businesses. unanthorized
interest-rate-raising and illegal transferring of public money
into personal accounts. The implementation of financial Taws
and regulations 1v to be intensified, criminal financial activities
be severely punished. financial risks be stfectively controlled
and minimized, so as o maintain the sounduiess of the financial
sector and promote # sustained, rapid and healthy developruent

ol the national economy.
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MACRO-ECONOMIC INDICATORS(in 100 million of Yuan)

I 4E33%8% Absolute Figures

EpE 1992 1993 1994 1995 1996 1997
Tlems/ Y ear

B LREGAN) 14792 14849 14849 14900 14845 14760
No.of Employecs(10,000)

[P/ = il 2 24363 3130 43800 57733 67795 74772

GDP/2

BITHEH 3930 4916 6650 8100 9080 9405

Total Wages

AR ATRA 9705 12237 16053 20598 24614 26843

Retail Sales of Consumer Goods

ERABUEA /3 4153 5088 5218 6242 7367 8642
Fiscal Budget Rev

ERV L /3 4390 5287 5793 6823 7914 9197
Fiscal Budget Exp

e =R 7855 12458 15926 19445 23660 25300
Fixed Assets Invest

BB 1Z%5T) 84.94 9176 12100 148.80 15116 182,70

Exports (bn. TSD)

BOEM0Z%TT) 80.59 103.95 115.70 132.10 138.80 142.40

Tmports {bn. USD)

EESS e 21616 26461 31603 39393 47434 59318
Credil by State Banks

BEH BRI 105 13 122 115 106 101

Retail price Index

1 BHEEAEES S, §%. % HK Taiwan, Hong Kong and Macao are not included in the statistics.

2. ERET i, SHISATEL #1481 M The absolute figures of GDP are based on cnrrent
ices and the growth based on comparable prices.

3 M1994 £, EFMBEBAIZHAEFMEWAFIZH From 1994, total fiscal budget revenues and expenditures

do not include government debt finance
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MACRO-ECONOMIC INDICATORS(Growth Rate, %)
II [k EEEEE% Growth
i /A 1992 1993 1994 1995 1996 1997
lters/ Year
BULEEOTA) 1.96 0.3y 0.00 034 -0.37 -0.57
No.of Emnployees(10.000)
AR 2 13.60 13.40 1180 10.20 9.70 8.80
GDP/2
BT TS 1851 24.80 3527 21.70 12.10 3.60
Total Wages
A RnENE 17.70 26.09 3118 26.60 19.40 1110
Retail Sales of Consumer Goods
I A /3 15.02 2252 2.55 19.62 18.02 16.70
Fiscal Budget Rev
HRMH Y /3 15.11 2045 9.56 17.78 15.99 15.90
Fiscal Budget Exp
[P L a3 42.59 58.60 27.84 18.80 18.20 10.10
Fixed Assels Invest
HILES(10 2 %) 18.23 8.03 31.87 22.98 1.55 2091
Exports (bin. USD)
R0 2% 58 26.34 28.99 11.30 14.17 5.07 2.50
Imports (bn. GSD)
P RAT B IRTE S 19.79 22.42 19.43 24.65 20.41 15.90
Credit by State Banks
HEMIIER 5.40 13.00 2170 14.80 6.10 0.80

Retail price Index
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LHEHBEF R KRFREELAT
BALANCE SHEET OF MONETARY AUTHORITIES (in 100 million of Yuan)

Ril= ] Ttiems/Quarters 19972.03 199706  1997.09  1997.12
Foreign Assets(Net) 106642 114365 125156  13229.2

Forcign exchange 101386 109161 120181  12649.3

Gold 120 120 120 120

HoAlh [R50 = Other Forcigh Assets 5136 5084 4855 567.9
e SR B AL Claims on Central Govemment 15828 15828 1582.8 15828
R R TR (AL Claims on Deposit Money Banks 136289 132359 135314 14357.9
SR 2R R Claims on Non-monetary Funsneial Instututions 1658.7 18354 18980 20723
b IE AR A] R Clams on Non-linancizl Sectors 661.7 6437 1694 1710
&S Rescrve Moncy 26811.4 274852 283799 30632.8
i Currency issue 10138.9 9959.1 102715 10981.1
Xt 4z B L0 Liabilities to financial instiutions 137383 144634 149034 161149
RS Required reserves 8073.6 8495.5 8913.4 9248.7
Tk s ERTT Deposit money banks TTO30 81480 8578.7 8904.9

£ NITEER Deposils with the People's Bank S66AT 59679 59900 6866.2
TR TR Deposit money banks 45082 48525 51879 62844

g HLITER Deposits of non-financial instituions 92 30027 32050 35368
ey Bonds 1189 189 1189 1189
TR AR Deposits of Central Government 14343 15729 17223 14859
Nt Own Capital 366.2 3662 3662 366.2
HALGE) Other liems(Net) 5345 -808.9  -B90.L  -1190.6




