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THE CHINESE BANKING SYSTEM

-

DEVELOPMENT THROUGH REFORM

Dai Xianglong
Governor
The People's Bank of China

The past year has seen marked acceleration of China's banking reform, strengthening of the central
bank's capacity for supervision and macroeconomic management, improvement in the management of
the commercial banks, and greater openness of the banking industry.

1. Acceleration of the Central Bank Reform

The decisions of the National Financial Work Conference in November 1997 and the Ninth National
People's Congress in March 1998 have accelerated the reform of the People's Bank of China(the PBC).
The reform aims at establishing a modern financial system, financial irstitutions systerm and a good
financial order by the end of the century. A Key element is to restructure the central bank organization
and management system. Significant restructuring has already taken place at the head office. For example,
the supervisory departments have been reorganized in such a way that supervisory functions have been
cansolidated and each new supervisory departiment is responsible for licensing, routine supervision and
exit of ene type of financial institutions. The next item on the reform agenda is to overhaul the PBC's
branch structure, which is currently based on administrative division. The PBC will replace the 31
provincial branches with a number of regional branches and close the overlapping sub—hranch offices in
about 130 cities where its second tier branches are located. The county—level sub-branches will mainly
be responsible for supervising rural financial institutions. These measures are expected to strengthen the
independence of the central bank and the effectiveriess of its monetary policy and financial supervision.

Since the beginning of 1998, the PBC has taken a number of measures to increase money supply
and sustain strung and healthy economic development in the context of the financial crisis in some Asiart
countries. These measures include removing the credit ceilings on the commercial barks,reducing the
required reserve ratio from 13 percent to 8 percent, and lowering interest rates. The reductions in
deposit and lending rates on five occasions from May 1996 to July 1998 added up to 4.22 percentage
points and 5.17 percentage points respectively. The PBC has also called on the commercial banks to
support foreign trade, promote foreign investment and assist the rehabilitation of the disaster—hit areas.
In addition, the Chinese authority has maintained its commitment to non—devaluation of the Renminbi
despite sharp devaluation of the ven and many other Asian currencies. The above-mentioned measures
have contributed not only to the strong and healthy development of the domestic econcmy, but also to
the financial stability in Asa and in the world.

I .Robust Development of the Banking Sector

The role of the banking sector in the Chinese economy has increased dramatically. The 13.3 percent
increase in the aggregate assets of the banking institutions in the year leading to end-1997 was
accomparnied by a significant improvement in their internal management and market environment.

The three policy banks,which were established in 1994, have embarked on a track of steady
development. Their aggregate assets reached RMB1,300 billion yuan at the end of 1997. They are
playing an important role in promoting the development of the leading industries, the agricultural sector
and internatioral trade.

The agaregate assets of commercial banks reached RMBI0.75 trillion yuan at the end of 1997, up
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12 percent from & year carlier. The wholly state—owned commercial banks as a group continue o have
a dominant share in the commercial banking business.acoounting for about 60 percent of the aggregate
assets of all financial institutions. They are currently restructuring their branch network to improve
efficiency and financial services. They are merging their provineal branches with the municipal branches
in the provinicial capitals and closing the branch offices with chronic losses, Such changes are expected
to facilitate a gradual shift in their customer hase,with the exception of the Agricultural Bank of China,
toward large and medium-~sized cities and large and medium-—sized enterprises.

The joint-equily banks are an emerging foroe among the commercial banks. They operate entirely
on a commercial basis and mainly serve the local economic development in large and medium-—sized
cities.

China plans to establish city comrnercial banks ir 300 cities and so far zbout 100 have boen licensed.
Operating within the citics where they are located. these banks are expected to facilitate the development
of the local economy and small and meditn—sized busiresses,

I .Increased Openness of the Banking Sector

Al the end of June 1998, the number of foreigr. bank branches in China reached 146 and there were
13 locally established foreign banks. The total assets of [oreign hanking institutions exceeded US$37
hillion, accauriting for 16.3 percent of foreign exchange assets of all financial institutions in China while
their loan and deposit balances amounted to US$27.3 billion and US$H4.8 billion respectively.

After allowing nine foreign banks to conduct local currency business in the Pudong area in Shanghai
on a trial basis the PBC has recently decided to expand the experimentation. The key elernents of the
decision include allowing more foreign banks to do RMB business in Pudong; extending the
experimentation to Shenzhen; and allowing greater RMB position of the foreign barnks on a case-by—~
case hasis.In addition, the PBC will also give such banks more flexibility in interbank operations, and
when conditions permit, allow them to issue CDs and participate in syndicate RMB loans.

IV .Strengthened Banking Supervision

The following measures have been taken this year to strengthen hanking supervision and enhance
hank's capacity for prudential management.
® The capital of the state—owned commercial banks has been replenished with the proceeds from the
RMB270 billion yuan special treasury bonds with a view to raise their capital adequacy ratio o 8
percent.
® The credit ceilings on commercial banks have been replaced by asset-liability ratio management.
® A risk—hased five—category loan classification system has been introduced in certain areas on a trial
hasis. It is envisaged that the system will be extended nation—wide in the near future.
® Fffective actions have been taken to deal with the problem institutions, including requiring them to
restruciure within a limited time framework and subjecting the nsolvent ones to liquidation procedures.
® The responsibility for supervising the securities sector has been transferyd from the PBC to the
State Securities Regulatory Commission. An independent insurance regulatory body will also be
established so that hanking, securities and insurance industries will be subjected to separate regulatory
and supervisory authorities.
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EXCHANGE SYSTEM

THE REFORM OF CHINA'S FOREIGN

Wu Xiaoling

Director General

The State Administration of
Foreign Exchange

The Decisions on Certain Issues Concerning Lhe Establishmens: of the Socialist Market Economic
System adopted by the Third Plenary Session of the 14" Congress of the Chinese Communist Party in
November 1993 defined the objectives of foreign exchange system reform: to establish a market-based
managed floating exchange rate regime and an integrated and standardized foreigm exchange market,
and to gradually achieve convertibility of Renminbi (RMB). China's foreign exchange system has
undergone profound changes since 1994. During that year, conditional convertihility for current account
transactions was achieved, official RMB exchange rate was unified with the foreign exchange swap
market rate to form a market-based managed floating rate, and an interbank foreign exchange market
was established. With these achievements, further reform packages were introduced in 1995 and 1996,
gradually lifting the remaining exchange restrictions under the current account. On November 27,
1996, China officially announced its acceptance of the obligations of Article VIIT, Sections 2.3 and 4 of
the Articles of Agreement of the IMF, realizing RMB convertihility for current account transactions.

The first phase of China's foreign exchange system reform has been completed. The aurrent foreign
exchange system is characterized by RMB convertibility for cwrrert account paymerts and transfers,
surrender of foreign exchange earnings to designated banks and a unified market—based mianaged floating
exchange rate. The forelgn exchange market serves to balance surplus and shortage resulting from
foreign exchange transactions by hanks and (o generate an RMB exchange rate. Certain restrictions are
still enforced on capital account transactions. Applications for foreign investment are treated as
encouraged, allowed or restricted in accordzance with the national industrial policy. The medium-and
long-term external debts are subject to aggregate ceilings while the short—term external debts are
administered on the basis of outstanding balances. Securities investment in China is differentiated
between residents and non—residents. Overseas investmerit projects by domestic residents are subject to
approval on a case—by—case basis.

Since its inception, the new foreign exchange system has been functioning smoothly, reflected by a
stable RMB exchange rate and the surge in foreign exchange reserves.

After achieving RMB current acoount convertibility , China has been forwarding the foreign exchange
system reformm in a dynamic and steady manner to improve its foreign exchange administration.
—Further improving exchange administration for current account transactions. On April 1, 1997,
banks started experimentation for the forward sale and purchase of RMB. The ceiling for individual use
of foreign exchange by domestic residents has been raised since September 10, 1997. Starting from
October 15, 1997 finandially sound Chinese enterprises with relatively large trade volume and capital
have been allowed to keep a certain amount of their current account foreign exchange receipts.
Meanwhile, efforts have been dedicated to further improvement on verification of export receipts and
import payments and on the sale and purchase of foreign exchange by banks. These reform measures
have served to make the country's exchange system more compatible to the intemational practice, thus
speeding up China’s economic integration with the rest of the world.

—Effectively carrying out capital account administration. China will focus on gradually relaxing capital
account restrictions in its foreign excharge sysiem reform with an aim to achieving full convertibility,
which will take a relatively long time. To further improve capital account administration will remain
one of the tasks for the foreign exchange system reform in China because ecororiic transformation is a
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difficult process. Further reform in this area will require the implementation of other supporting measares
as weil as careful sequencing, In spite of the benefits of the introduction of current account convertibility,
there 1s a strong case for caution in promoting capital account convertbility. There is a need for careful
study and analvsis of both the domestic situation and the international experience since neither the
microeconomic infrastructure nor the macre control mechanism is adequate. Continued improvement
in capital account administration will provide a favorable setting for ultimately achieving capital account
convertibility. This will also help people know belier about the nature of intermational capital flows and
associated risks, liquidity and rate of return of various financial instruments, which can more appropriztely
advance RMB convertibility for capital account transactions.

—Strengthening the supervision and regulation on foreigm exchange business of financial institutions.
The increasing flow of internationai capital and volatility in the internaticnal financial market require
greater efforts to supervise and regulate the foreign exchange business of financial institutions.  In this
regard, the supervisory authorities should improve the asset /liability management system, sufficiently
ensure the safety and Liquidity of foreign exchange assets. consolidate the self—discipline and internal
control mechanism, facilitate the modernization of financizl supervision and upgrade supervision
performance, thus making the supervision and regulation on foreign exchange husiness legalized and
standardized.

Improving the balance of payments (BOP) reporting systern. The BOP reporting system should be
further improved to ensure that data are reported timely and accurately. China introduced a new BOP
reporting syslem on January 1, 1996, which requires residents as well as non—residents {o report their
foreign exchange transactions through financial institutions. New procedures became effective at the
beginning of 1997 concerning the reporting of direct investment. portfolio investment, and financial
institutions' foreign assets and liabilities, profits and losses and foreign exchange transactions. These
measures signified the full establishment of the BOP reporting system in China. Nevertheless, we shall
devote more efforts to make the new system operate smoothly and achieve positive results.

In July 1998, in accordance with the State Council Reorganization Plan approved by the First
Plenary Session of the Ninth National People's Congress and the requirements of related documents,
the State Administration of Foreign Exchange (SAFE) completed its functional transformation and
internal reorganization. Currertly, SAFE is composed of the Comprehiensive Department, Balanoe of
Pavments Department, Capital Account Administration Department, Supervision Department and the
Reserve Management Department. The main functions of the SAFE cover the following to design,
formulate and implement the BOP reporting system, and to compile balance of payments; to analyze
foreign exchange receipts and payments and balance of payments conditions; to supervise and nurture
the foreign exchange market; to supervise current accoun: transactions , inward and outward remittances
and exchanges under the capital account in line with relative laws and regulations, to manage the foreign
exchange reserves according to relevant regulations; to draft the rules and regulations of foreign exchange
administration and be responsible for compliance and penalty. SAFE has branches and sub-branches,
which are responsible for concretely carrying out the foreipn exchange administration policy and
regulations.

In conclusion, foreign exchange administration and exchange system reform are challenging and
long—term tasks. We shall extensively leam from the experience and lessons of other countries and build
on the achievernents in foreign exchange system reform to facilitate the development of an open, market—
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HONG KONG AS AN INTERNATIONAL FINANCIAL CENTRE

UNDER THE "ONE COUNTRY, TWO SYSTEMS" PRINCIPLE

Joseph Yam Jp
Chief Executive
Hong Kong Monetary Authority

Introduction

Hong Kong has just celebrated ils first anniversary of reunificalion with China a few months ago.
I is a timely moment to take a look at how the” One Country, Two Systems" principle, enshrined in the
Basic Law of the Hong Kong Special Administrative Region ("HKSAR"), has worked over the past
year, in particular in the monetary and banking area,

DPuring the pre—handover period, there were concems among the intemational financial community
whether the " One Country, Two Systems" principle would work since the two systerms had so many
fundamental differences. Despite the volatile external economic environment for Hong Kong over the
past year due to the Asian financial turmoil, the transition turmed out to be very smooth and Hong Kong
has enjoved autoncmy in, among other things, the management of its economic and financial affairs.
The Banking Industry in Hong Keng

The banking sector in Hong Kong provides a good example in this regard. In brief, the implementation
of the"One Country, Two Systems" principle on the monetary front can be describec as"one country,
two currencies. two monetary systems and two mutually independent monetary authorities”. Pursuant
to the concept of "two monetary systems and two mutually independent monetary authorities”, the
responsibilities for the bank licersing regime in Hong Kong and the application of prudential standards
remain with the Hong Kong Monetary Authority ("HKMA "} after the handover. Chinese banks operating
in Hong Kong continue to abide by the relevant banking regulations of the HKSAR. Similarly, Mainland
branches of Hong Kong banks remain subject to the supervision of the People's Bank of China ("PBOC").

Qver the past year, the banking sector in Hong Kong continues to enjoy a strong presence of
international financia) institutions. The city remains home to 520 banking institutions from over 40
countries, including 81 of the world's top 100 banks. The banking sector’s external assets are among the
highest in the world, with external liahilities and claims accounting for an average of 56% and 57%
respectively of the total Labilities and assets of all authorized institutions in Hong Kong in 1997.

Banks operating in Hong Kong have indeed faced a tougher business environment ever since the
Asian financial turmoil broke ou: in mid—1997. Banks have suffered from the continuing regional upheavals
as well as a slow down in local economic growth. The higher interest rate environment has rendered
banks more reluctant to rely on interbank borrowing as a source of funds, in particular where the supply
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of longer maturity funds in the market has greatly diminished. This, together with the desire among
hanks to improve or at least to aveoid further deterioration of their loan to deposit ratics, has translated
into greater competition for customer deposits. At the same time, banks have become more cautious
towards lending, which reflects their perception of the higher credit risks involved. There have also
been a drop in the supply of loanable funds partly because of the decision of some foreign banks to scale
down their lending in Hong Kong since this is one of the few places that it is possible for them to do so.
The above factors have affected the profitability of the banking sector as demonstrated hy the fact that
the net interest margin of the local banks fell to 2.33% (annuatized) ir: the first quarter of 1998, compared
with 2.43% in 1997.

Despite the more difficult environment, we are relieved to see that the banking sector in Hong
Kong has remained healthy, particularly in the face of the sharp adjustments in asset prices in recent
months. In general, companies in Hong Kong are not highly leveraged comipared with their counterparts
in the region and have not involved in an indiscriminate build-up of fixed assets over the years. The
banks have also tended to follow more prudent lending policies than those elsewhere in the region and
are therefore better protected by their ability to take and realize good collateral. As a result, the barking
sector in Hong Kong has not suffered from a collapse of asset quality that has occurred in some regional
ECONOMIes.

The local bariks in Hong Kong also have the benefit of a high capital adequacy ratio, which averages
17.5% as at end of 1997. The high ratio has provided a strong cushion against bad loans. Thus, even if
such banks have to make higher provisions for bad loans this year, it is only their profitability rather than
solvency thzat will be affected. In the first half of 1998, there was indeed a noticeable rise in loans
overdue for more than three months, But as a percenitage of total loans, the figere for the local banks
approximated 2.5%, which remains low by international standards.

The current situation should also be put in the proper perspective. It is important to note that local
banks in Hong Kong are still recording profits so far despite the more difficult operating environment,
although the level of profits may be lower than that for 1997. The key issue is that a lower profitability
will net affect the general stability of the Hong Kong banking system, which remains prudently run and
properly supervised.

Hong Kong as an International Financial Centre

Despite the external shocks that the Hong Kong financial markets have faced over the year, we
have not lost sight of the importance in keeping up our efforts in maintaining and further enhancing
Hong Kong's international financial centre status.

To enhance our competitiveness in this regard, Hong Kong has taken a number of initiatives to
further improve the market infrastructure. A major initiative is the setting up of the Horg Kong Mortgage
Corporation ("HEMC"), which is wholly owned by the HKSAR Governmerit through the Exchange
Fund and commenced operations in October 1997. One of the key objectives of the HKMC is to develop
the debt market in Hong Kong through the issue of high quality unsecured deht securities and mortgage—
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backed securities. Other initiatives in relation to market infras-ructure development include the
establishment of cross—border linkages with other central securilies depositories in the region; the
implerrentation of the Securities Lending Program to ertharice the liquidity of private soctor debt securities
in Hong Kong; the sstablishment of the Delivery versus Payment facility for shares transactions in Hong
Kong; and the introduction of a joint clearing facility for Hong Kong dallar cheques issued by Hong
Kong banks and presented in Shenzhen for clearing,

On the external front, Hong Korg has actively participated in the activities of various intemational
organizations for promoting regional/intemational monetary cooperation. The World Bank Group,”
International Monetary Fund Annual Meetings successfully organized in Hong Kong in September
1997 is a good example. This was the first major internaticnal event held in Hong Kong after the
handover on 1 July 1997. The occasion not only reflected the international confidence in the continued
stability of Hong Kong but also gave a worldwide recognition of Hong Kong as a major international
financial centre.

As one of the leading financial centres in the region, Hong Kong has also participated in various
international /regional fora to discuss strategics to deal with the problerns faced by Asian cconomies
which were hard hit by the financial turmcil in the region and to address the intermediation problems
arising from the incident. More notably, in early 1998, the Willard Group of 22 economies (comprising
the 7 nations and 15 other economies including China and the HKSAR) established three working
parties to examine various aspects of dealing with international financial crises. The HKMA has since
heen co—chairing with the Bank of England one of the three working parties aimed at reviewing measures
0 promote transparency and accountability in the financial sector.

Another important landmark came on 11 July 1998, when the Bank for Intermational Settlements
{"BIS"} opened in Hong Kong a Representative Office for Asia and the Pacific. This is the first BIS
overseas office, and the choice nf Hong Kong for this purpese is a major landmark underlining the
strategic position of Hong Kong in the region. The establishment of this office, which serves as a
regional centre for the activities of the BIS in Asia, is particularly timely in the light of the imminent
need to foster stronger cooperation among the Asian economics.

Another crucial factor underpinring Hong Kong's position as an international financial centre is
our currency stability, which is becked up by the substantial foreign currency reserves that the HKSAR
holds. The foreign currency reserves held in the Exchange Fund and the Land Fund totaled US$96.5
billion as at end of June 1998, which puts Hong Kong as the third largest foreign currency reserves
halder in the world. This. together with a sound banking sector and an unswerving policy resolve
towards maintaining the linked excharge rate system, has enabled the Hong Kong dollar exchange rate
to withstand very well the contagion effect of the Asian financial turmeil. With other regional currencies
having experienced different degree of devaluation during the past vear, the stable exchange rate of the
Hong Kong dollar, together with that of the Renminbi, has also hecome an important anchor for the
maintenance of stabi'ity in the region.

Conclusion

The facts and figures mentioned above dearly underline the successful implementation of the "One
Country. Two Systems" principle and its contributions towards maintaining and further enhancing Hong
Kong's status as an international financial centre since 1 July 1997. The continued preservation of the
principle will be instrumental for the future economic and financial market development in Hong Kong.
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While [ have emphasized the importance of maintaining lwo separate systems, one should not
overlook the fact that Hong Kong and the Mainland can also compiement each other in a wide range of
aspects. For instance, the Central People's Government has promulgated in late 1997 that mainland
enterprises could raise debt financing direcily in the international financial markets subject to the prior
approval of the State Administration of Foreign Exchange. Hong Kong can definitely play an important
role in this process of financial intermediation, given the abundant supply of expertise and the efficient
market infrastructure in Hong Kong as well as our extensive knowledge of the Mainland cconomic and
financial environment. At the same time, the Mainland economy will continue to provide a strong and
strategic backing for Hong Kong. For example, foreign banks will surely continuc to retain a substantial
presence in Hong Kong due to its unique edge as the key centre for banks to do business with the
Mainland of China. To derive the maximum benefits from such kind of symergy, it is necessary to maintain
Horg Kong's status as an intemnational financial centre under the framework of "One Country, Two
Systems".

MNotwithstanding that Hong Kong is undergoing a period of cconomic adjustments at present, [
firmly helieve that it has the requisite qualities and fundamentals to be among the first economies in the
region to recover once the regional environment improves. Hong Kong will also continue to contribute
towards the economic and financial market development of the nation. And in this process, the"One
Country, Two Systems" principle will serve as an important foundation for both the international and
local financial community to remain confident in the future viability of the territory.
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Chen Yue
President

The State Development Bank of China {SDB), a national policy—oriented
bank, was established in March 1994 with the headquarters located in Beijing.
It has a branch in Wuhan and representative offices in Chengrdu, Xi'an, Shenizhen
and etc. SDB's registered capital is RMBS0 billion yuan, which is provided by
the state budget,

SDB's major tasks include: implementing state macroeconomic policies,
industrial anc regional development policies in line with the national economic
development objectives; providing long—term and stable sources of funding for
infrastruclure projects (e.g. railways. highways. airports, ports, etc.), hasic
industries (e.g. coal, electric power. petro oil, steel, chemical, etc.) as well as
emerging high—tech industrics; fostering the efficiency of investment so s to
promote healthy ard sustainable economic development of the country.

Primary business of SDB includes:

-Bond issuing on domestic market
—Bond issuing on international market
—Intemnational commercial loans
— Export credit
—Loans and onlend of loans from forcign government sources and multilateral
financial institutions, and other foreign exchange business
—Financing of large and medium-—sized projects in infrastructure, basic industry
and other pillar industries
—Management and use of fiscal subsidies for interest
—Deposits and dishursement of special accounts of key construction projects
Credil analysis, consulting, evaluation, and witness for construction projects
— Consulting service for key construction projects in the area of domestic and
international partriership, investment opportunities and other information.

SDB conducts its husiness according to banking practice. It operates under
autonomous management, self-responsibility for risks and self-discipline.
Business is targeted at a profit level reasonably above the break—even point.
Operations of SDB are under the supcrvision of the People's Bank of China.

With the approval of the State Council, the Board of Supervisors has been
established consisting of representatives from the State Development Planning
Commission, the State Economic and Trade Commission, the Ministry of
Finance, the People's Bank of China, the State Auditing Adminijstration and the
Ministry of Foreign Trade and Economic Cooperation.

As one of the three policy~oriented banks, SDB plays a very important
role in the development of China's financial market. Since its establishment,
SDB has raised RMB360 billion yuan for the key projects through issuing
financial bonds to commercdial banks and the postal savings system. SDB's loans
ouistanding accounts for 20% of the total fixed asets loans and 50% of the
loans to capital construction projects in China. International financial operations
have achieved progress. In the pest four years, SDB has issued US$630 million
of financial bonds abroad. Onlending during this period has included export



credit, foreign commercial loans and loans from foreign governnunent. By the
end of 1997, the toal contractual amount of onlending operation was US$36.74
hillion. of which. US$1.25 billion has been dishursed.

SDB has gradually expanded its business strictly aceording to the stale
ndustrial policy. In the past four years, SDR has funded 650 large and medium—-
sized state—owned investment projects, including the Three Gorges Project,
Xiaolangdi Multi—Purpose Dam Project, Wanjiazhai Water Conservation Project,
Qinshan Nudear Power Project, Befjing—Kowloon Railway, Nanning-Kunming
Railway, Bejjing Capital Airport Expansion Project, Grain Production Projects
in Heilongjiang and Inner Mongolia and etc. Among the state key capital
investment projects, over 805 have been financed by SDB. These projects
have played a significant role in promoting the national cconomic development,
egpecially regional development in the central and western regions of China,
alleviating the bottleneck restraint in basic industries and infrastructure in the
COUNtry.

The year 1998 is important in China's reform development. Confronted
with rapidly changing domestic and intematioral economic conditions, SDR
has made greater effort in financing the projects in agriculture, water
conservation, transportation, communication, environmental protection,
technical innovation and emerging high-tech industries so as to facilitate the
achievement of the 8% economic growth target.

In the future, SDB will stay committed to implerienting the state industrial
and regional developmert policies. It will continue the financial support to key
construction projects with pricrities shifting towards new sowrees of cconomic
growth that benefit both the optimizatior. of the economic structure and the
upgrade of industries. At the same time, SDB will improve credit and risk
management, strengthen internal control and improve services, The Bank will
also devote efforts to the expansion of investment banxing activities. In doing
50, it will explore the use of modern financial too's and technigues in providing
service to key industries and large enterprises. The purpose is to bring key
construction: financing ‘nto the market and make new contribution to the
economic development of the country.
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The Export=lmport Bank of China was oflicially established in April |w4
of the State Council. as a policv-oricnted fnancial Dstitut

with the approv
under the direct leadership of the State Council. The Export=Import Ba
LI ina (hereinaller le el Lo as'the Bank ") adheres to the ’1rio1mulc1'l
non=profit ope o principle and is managed as a |}L.‘-1]L*\.‘- entily
headguarters of the Bank is located in ESL-|]| g, andd it has six domestic
represent tive offices in Dalian. Shanghai. € CWahan, X anl
! ancd an overseas Representative Office for (_(‘_|._I(1| and Western Adrica
abidjan. Cote D'Tvoire, AL present the Bank has 319 stall members.
The Bank is to serve the purpose of executing the industrial, forcign trade
and fmancial policies of -'|1t- State, and providing policy —orented financial support
for increasing the export of capital ,_,nxn]a such as mechanical and electronic
procucts (IMEP) ‘nnimn |J.L|< sets of oo t, which, as a result, helps reacjust
e the compesition of China'sexport and have the Chinese enterprises
better positioned in intermational competition.

The business scope of the Bank can be outlined as the provision of v\pn
creclit (including Buver's Crodit and Seler's Creddit) for export ol capit i
such as MEP and complete sets of couipment; the onlending of loans from
foreigm government (LFFGL mixed loans and export credits; the executing of
¢ Concessional Loan lor foreigm countries (CCLECCY; the leading of
tional or domestic syndicated loans; the export credit
arantee. the import and export insurance and
of financial bonds and the offshore issuing of

operating of approved [oreign exc :
business: the consulting mport and export business and the appraisal and
evaluation of projects plus the rendering of services (or extenial economic and
technical cooperation and trade; and other business approved or entrusted by

and optin

articipating in inter
§ the export credit s

Since its establishiment, the Barnk has been following conscientiously the
e industrial, foreien trade and financial policies, employing all the policy-
nancial instruments including export credit, export credit
e suarantee. The Bank focuses on financing the

eh~tech anid high value—added MEP and complete
sets of eguipinen g raclerizeed by a promising internationz market
and strong forex —eaming capability and good economic results. The Bank has
made a positive contribution to the sustained, rapid and healthy development of
the national economy especially w the export promotion.

Until the end of 1997, the Bank had committed an ageregate amount of
RMB40.016 billion vuan |J|11‘-; LS$130 million in seller's credit and US$93.77
millior in buyer's credit. mclerwritten export credit insurance policies totaling
LSS 116 hillion, and foreign exchange guarantee otaling US$1.156 hillion

While the policy-oriented export financing business i
concucted well. quick progress was made in onlending the CCLEC. The Hcl 1k
approved to onlend US$6d billion to 197 new projects. with the LEFC
outstanding totaling US$13.25 billion. mainly o railway., airport, . " proj
and agriculture development and envirotunent pmtﬂ.‘lim‘_ characterized w :ll'.

orientod expor
msurance and foreign excl
export of large

[]L".H||il';§_'. Ium'm'[] wns,m‘n;hl_\ the H-Iur 11 and impl .L‘.]LC.l]UEI r:f aid to Imm,
tion and excly

countries, and facilitating the economic and technical cooper
he Chinese and foreign enterpriscs,

several vears of endeavors, the Bank

relations with many overseas banks. international organizations and foreim
govenunental i 1%I|l|| jons, and conducted extensive cooperation in the felds of
financing. staff training. information exchange and ete. To date, the Bank's
corresponcdence network covers 390 branches of 120 banks in 86 countries

betw

W s formd and strengthened

regions.
I terms of creclit rating, the Moodv's [nvestor's Service Co. of the TSA



aned the Bonds Research Institute of Japan come to the same conclusion thal
the Bank's rating be compatitle to the sovereign rating of China.

With the development of cach line of business, the internal risk control
mechanism has been perfected. A risk control systemn has been basically set up
with the separation of projoct evaluation from loan provision and intemal auditing
as its core. A sorics of measures, which include the strengthening of the credit
assels management. the regulating of position responsibility svsten and the
uperading of stafl quality. have helped in improving management and services
of the Bank.

The Bank will continue 1o adhere to the principle and purpose of policy
bank, and promote all lines of policy—orented [inancing business, with focus on
the export crecit,

The export finance including export credit. export credit insurance and
foreign exchange guarantee will aim at optimizing the composition of export
anc the growth mode of foreign trade and economic cooperation. The Bank
will give priority to l[inancing MEP export such as ships, complete sets of
equipment, telecommunication and electronic products and ele., to contribute
1o China's export markel diversification.

While giving full support to the stae—owned large and medium-sized
enterprises, the Bank will gradually expand its client base. [t will flexibly employ
such policy-oriented financial instruments as seller's credit. buyer's credit,
forfeiting, CCLFC and foreign cxchange guarantee to hetler support the growth
of the MEP export. The Bank will actively finance CKID or SKD plants and
encourage Chinese enterprises’ contracting for projects or nvesting overseas
to expand their MEP export and picneer the global market.

The Bank will, in accordance with the general requircinent of active,
reasonable and effective utilization of foreign funds, expedile onlending process
of the LFFG focusing on projects of infrastructure and hasic industries such as
agriculture and envirormment protection, giving more support 1o the economnic
development of China's mid and western regions.

In the aspeet of the CCLFC business. the Bank will explore and adopt
flexible financing means to accelerate the loan projects to push the referm of
aid to foreign countries and upgrade the utilization efficiency and management
of the CCLFC.

Above all these, the Bank will further strengthen its intermal control
mechanism, improve the operating nules and procedures, and standardize the
management procedures to ensure that financial risks are kepl al a dislance.
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The Agricullural Developiment Bank of China (ADBC) was established on
April 19, 1994 with the approval of the State Council. From Julv 1. 1 (
ench of 1996, ADBCs business was mairly entrusted 1o the Agricultura
China. I July 1996, the State Council decided 1o increase ADBC's hranches
vel, Sofar, ADBC has already established 35 branches
i1 various provinces, autononous regions. municipalities and cities desigmated
for independent planning. 294 branches at prefecture (city) level and 1617 sub
branches al county (cilv) level. Banking departments have been set up in the
ADBC Head Office. provincial branches and hranches at prefeciure (city) level.
By the end of 1997, ADBC has a total stafl of 50211,

ADBC is an agricultural policy—orienied bank directly under the leadership
of the State Cow Its Heacd Office is a legal entitv. Business of ADBC 1s
subject to the guidance and supervision of the People's Bank of China.

ADBC has a registered capital of RMB20 Billion yvuan. Sources of funds;
deposits of enterprises a stitutions that have legitimate accounts with the
bank, issuance of financial honds. fiscal aid to the agricultural sector and
horrowings from the central bank. A total amourn of RMBI10 billion vuan of
financial honds was issucd to domestic finarcial institutions ic 1996, RMB16
billion yuan m 1997, and EMB20 hillion yuan has been planned for 1998,

Major functi o ADBC. Pursuant to national laws, principles and policies,
ADBC is authorized to ratse funds for agricultural policy credit based on the
State credibility, undertake agricultural policy financial business, acts as an agent
for the Ministry of Finance to disburse agricultural funds; and serves the
agriculture and rural cconomic development.

Business scope. Extend and manage loans for procuring, storing, marketing
and importing grain, cotton and edible oil; provide loans for State reserves of
pork, beel, mutlon, sugar, wool and lobacco; disburse financial aid to the
agricultural sector on behalf of the central and provincial governments: open
special accounts for the grain risk fund established by the government at various
levels and disburse funds on their bel ssue financial bonds; provide deposits
and services for corporate customers: and conduct other business approved by
the State Council and the People's Bank of China.

Operational management of ADBC. Funds management is based on the
principle of unified planning, multi-level regulation, no diversion of special funds
and closed circulation.  Accounting practice is characterized by planning
lagement. accounting at different levels, consolidated profits and losses,
widization and cost—covering operation, ADBC does not handle any
husiness in competition with commercial banking institutions and is not profit
orient It conducts its business independently on a break—even basis and
interest loss resulted [rom lending activities is subsidized by the Ministry
Finance.

Since its inception fo ears agn. ADBC has conscientiously carried out
the state policy for the procurement and marketing of grain, cotton and edible

under the provine
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