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I . Banking Sector $R{T

1. The Evolution and Role of the Banking Sector in China P ERITWEELT R E/EH,

(1) Role of the Banking Sector in China H [E 4877\l B91EH .

Banks play a unique role in the economy through mobilizing savings, allocating capital funds to
finance productive investment, transmitting monetary policy, providing a payment system and trans-
forming risks. fRITIEATT P RIEEFRRIEN: ATLAZI RAHE, A TE B RRL 7T 4,
eI MBUR, RACIAHAR, FAAE.

In detail, five functions of banking sector (DA principal repository of liquid funds for the pub-
lic, @Facilitating efficient allocation of scarce financial resources, (3)Transmitting impulses of mo-
netary policy, (@National payments mechanism, (5Reducing risks through aggregation.

BHAORBL, WITRE T IAMMEMN: HafizshREmEEon . A ERA ST, %
SETTBOR RS A 5 XU AT B3 AR XURS:

(2) Evolution of Banking of China H[F4R 1T\l 78 725 .

The evolution of China’s banking industry with nearly six decades can be divided into four pha-
the PBC from 1948 t01984, Phase 2 featured by addi-
tion of four big state-owned specialized banks from 1984 101993, Phase 3 characterized by addition
of more banks from 1993 to 2001and Phase 4 since China’s access to the WTO in 2001.

T ERATILIT 60 4EAYIEAE > PO R Be: S —BrBr (1948 ~ 1984 4F) (WA h[E A R4
TR ZRTT, B BB (1984 ~1993 4F) Hefn 7 WK EA L BIT, =B (1993 ~
2001 4F) H4hn 1 EZARFTHLAY, DU BIA 2001 A E A B A S

In addition to the central bank—the PBC, four big state-owned specialized banks are the
ICBC, the ABC, the BOC and the CCB.

BR 1 SRAT R E A RRATSN, WREA LT R ELERT. PERIRTT.
rh AR T A E BT

Three policy banks are the Export & Import Bank of China, the Agricultural Development Bank

ses: Phase 1 featured by a mono-bank

_—
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of China and the State Development Bank of China.

= RBORPEARAT o EE TARAT . o E A R AR T AR [ RO AR AT

Since then, a number of effective measures have been adopted as follows, establishing a sound
and robust financial system to guard against and dissolve financial risks, cleaning up the balance-
sheets of the banks, improving the ownership of the banks, strengthening corporate governance of
the banks, developing market infrastructure, enhancing supervisory capacity, further opening the
banking sector to foreign participation, and a diversified and competitive banking system of China
has been gradually developed.

MIARETES , SRICT — R IR, HE 7R i) <5 Rl A 22 B Y M < Rl XURS: ,  BEAR
iR, SCERATHrAR, AT A RNA I, RIEIRATRA G, HoRisEEES,
WATL ) ES LIPS SR ES, hEBRLELE—-DZIU A A E R R ERT
19

(3) Important role of China’s banking sector has been played in facilitating the implementation
of the stabilization and structural measures as well as maintaining strong economic growth. 1 [E4R47
M FEAR i SRS E PSR I . DR ISP DT SR 38 K Iyl A A AR

2. The Reform and Functions of the Central Bank | 3R 1T E K HEREE,

The Law of the People’s Republic of China’s on the People’s Bank of China was enacted in
March 1995 with amendments in December 2003, pointing out the key functions of the PBC are to
conduct monetary policy, prevent and dissolve financial risks and maintain financial stability under
the leadership of the State Council.

(rpAe NRILFE T EANRBITIE) F 1995 4E3 H Lt T 2003 48 12 AE1T, f8HA
Fri IR R A [ 55 Be Sl R PUATIE MBOR, BiaJf A R X, e e miase .

Eight functions are specified according to the law for the PBC, (Dformulate & implement mone-
tary policy. (issue currency & regulate its circulation. (3)manage official international reserves.
@regulate inter-bank money market, inter-bank bond market, foreign exchange market and gold
market. (5act as fiscal agent. (©@)maintain payment & settlement system. (7)combat money launde-
ring activities. (Bparticipate in international financial cooperation.

R A RRATHREWS TAKBUE . BEIFPIT R MBOR, RITmIt s L@, &
e ErES, WERTRE DAY, |RITEGETS. SNCTTsMEedy, REE
E, Y SCATSEIR R, REERIEshZ S W bR g m S 1ES

Further Reformation measures have been taken for the central bank in China since 1997, sig-
nificant restructuring for the structure, consolidating supervisory functions and transferring them
from the central bank to new supervisory bodies, strengthening the key function of maintaining fi-
nancial stability and development of market infrastructure, establishing the Financial Stability Bu-
reau, the Financial Markets Department, and Shanghai headquarter of the PBC, greater reliance
on indirect monetary policy instruments, abolishing direct ones.

1997 £ LU, hEXS P RAT P, T E A, SR IRGE, I
ZMHRRITR AR AR R AL , R EERE, B 4R SRR AT R AR ) K
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&, WorAREAER . A mliin A R, A R B IBGR TR, PRI B
BUR T H,

Examples for indirect monetary policy instruments are (Drequired reserve ratio. (interest rate
adjustment. (3open market operation. (4window guidance, etc. While direct monetary policy in-
struments are credit ceiling, etc.

FHERMECE THA . & e% . FREE ., AFTiglsas. dases. |
PHr MBOR T R AE PR A

3. Vigorous Development of Commercial Banks T\ sR1TWHIEZN K B

(1) State-owned commercial banks [E& @V ERTT.

A phased reform of the wholly state-owned commercial banks has been gradually made, re-
structuring balance sheets, establishing corporate governance, transforming operational mechanism,
inviting strategic investors, listing them in stock markets, making them internationally competitive
Fls.

XA A AR T T o B B B, AT AT, 9l AR, AT B,
i Z B A [ PR 3E 4 7 69 S RpLA

The BOC, the CCB, the ICBC and the ABC have been listed since End —2003.

H 2003 4E4ENE, fr. BT, TATHRITIUREARITER i,

(2) Joint-equity banks A4 il 447 .

As an emerging force among commercial banks, they contribute to competition, efficiency in
financial intermediation and soundness of the banking system.

VER R RATRUETAE &, BN SRR 55 b 8958 P PERRCR DLRARI TR R v fd 7y
PR T Tk

(3) Rural banking institutions & FMERFTHLFE .

Aggregate NPLs ratio of rural credit cooperatives declined from 36.9% at end-2002 to 12. 6%
at end-June 2006.

ARAHE AR R B R ITHCRE £ 2002 4R4EJEAY 36. 9% [ E] 2006 4 6 H KK
12.6% ,

(4) Financial services 4@l 55 .

With reform and diversification of banking institutions in China, competition has been in-
creased and financial services have been improved, and financial transactions that banks offer have
changed from traditional deposit-taking and lending business to a broad range of intermediary serv-
ices.

WEE R SCE M Z oo, SERERNE, 2RSS LISGE, RITRAY 26
V55 AR GE B AF DR R R 3 R Y v a] ol 55

4. Increased Openness of the Banking Sector $R1T ! BN FF 1,

(1) Arrangements are made for the process of opening to foreign banks in China, firstly, ex-
panding the areas open to foreign banks from east to west and from special economic zones & coastal

cities to inland, secondly, expanding business scope, gradually shift of prohibition of local curren-

— 5 —
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cy business in China for foreign participation.

XANFARATIT A ZEHE, B e KT BOUT A AR B PE, BT W W
IR, Hk, FREELEELIDINHRTS5RAMAEE,

(2) What's the purposes for openness of RMB Operation? (DImproving of bank competition,
(@Help develop new products, (3)Learning of Expertise; (@Promoting of Efficiency in financial in-
termediation.

TR TS0 B : RIS, AR THRITR, FALMNTMR, Rk
rhA R 55 RO

(3) Important goals of liberalizing the banking sector is to give foreign banks National treat-
ment.

AT A LR — A EE Bl 4 TR R AT R A8

(4) Introducing strategic investors is also an important way of opening Chinese banking sec-
tors.

5 | SO B W R TR I ARAT L B T

5. Strengthened Banking Supervision S2{L5R1T\ &,

Actions have been taken to strengthen banking supervision in China, (I)Comprehensive risk
monitoring & warning system. (2)A risk-based 5-caiegory loan classification system consists of Nor-
mal, Special mention, Substandard, Doubtful and Loss. (3 replenishing capital of state-owned
banks. (4)separation of regulatory & supervisory authorities over banking & securities, insurance.
(5)Effective actions taken to deal with the problem institutions. (6)Management of financial institu-
tions have been subjected to fit-and-proper tests. (D)setting up asset management Co ( AMC) to take
over and dispose of NPLs. (8)developing nationwide credit reporting system. (@endorsing the core
principles for effective banking supervision of the Basel Committee and the spirit of the new Basel
Capital Accord. A0Establishing association of bankers to tighten self-discipline.

NI AL W4 ST R GE, SR T RS B R (EH . RE.
W, ATBERIRR TN 2EA)) , e AT AR R, AT SR AR B 2l
FHCABAEMEAL BEA [ NN, EOREBA R ZS N R W, = ElaAe, &%
EIFEEA RO, S REIEEARR, 2B ERE RS X TR A SRS M0 5
FI SRR E AU ARG, BT AR AT 2 b UBNSR B 42 o

6. Prospects for Banking Development $R1T\ & RHIAI =,

Structural reform: (D) further interest rate liberalization, (2)freer cross-border capital move-
ment, (3)greater exchange rate flexibility, (@) increased foreign presence in the banking sector,
(Sprogress in financial legislation.

SEtMECE . FIRAMMABREER, dEWARDEMA R, CRORAEEELR, SME
SRR E L, SR T R P

. Securities Sector i Z I/
1. Vigorous Development of the Securities Sector iE& N\ HIEIE R

The financial markets can be classified into six types: capital markets (stock and bond mar-

— 6 —
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kets), commodity market, money market, derivatives market, insurance market and foreign ex-
change market.

ST AR, FANY (KiiS60) . Bams, Bmiis, fiiEmiig,
R AT ZAINC T

Some financial instruments are A-shares, B-shares, securities investment funds, warrants,
treasury bonds ( T-bond), convertible bonds, commodity futures, ETF or Exchange Traded Fund
and LOF ( Listed Open-ended Fund).

—Eem T H, A K. B, IEHREES, PUE, EESF, w6, ol
W, ZHTRE, EiirBalEe.

2. The Role of the Securities Sector in China RENEZF W HI1ER o

Evolution of the role of securities sector in China happens from serving large SOEs to verifying
new public offering.

R RV A AR, RS T KB EA ol B AT 2 55 K47 .

Four key roles of securities sector in China are shown nowadays: (Dresources allocation, (2fa-
cilitating companies to grow bigger & stronger, (3)providing diversified investment instruments,
@providing new channel for foreign capital to be invested in China.

LAPEIEZR LA A EZEM, WHRIRE, REQ MR, REEZH SR T
B, AAMERHUE S R RIE

M. Insurance Sector {&[& I/

1. Insurance and Risks {R[& 5 X

A. What is insurance? {12 215552

(1) Definition; an arrangement by which one party ( the insurer) promises to pay another par-
ty (the insured or the policyholder) a sum of money if anything happens which causes the insured to
suffer a financial loss.

S REELRE R —T7 (IREEN) KRR A T AEAT 25 S OR B A 38 10U 55461 2 19
FE AT S T — T (BARB AR N) —E &2,

Parties to insurance are concerned, (Dthe insure, (@the insured, (3policyholder, @the fa-
vored party.

TR R S5 T RN SR A . BARAFZ 45 A

(2) One of insurance rationale is to follow the law of Large Numbers is followed, “Not all of
the insured will suffer losses at the same time. ”

ORISR — . BRI “ IR A B sk PR A Rl S 2 1k

(3) The insurers operate risk by pooling premiums together.

DR BS: AiE A T R B Bt i 2278 KUK

B. Risks. R,

Risks can not be controlled or foreseen, but to some extent, can be measured. Although the

precise future outcome is unknown, the possible alternatives can be listed.

-
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R To g s s T, (HRAE— R bl LAl A8 AN TR S 1 ) R e 45
EZ AT ASY ] BE L B AT O o

C. The Relationship between risk and insurance X[ 5 {358 2 [l e 5

Buying insurance is to cover risks in the future by a financial arrangement between the insurer
and the policyholder. To some extent, insurance can control risks. The ways of controlling risks for
insurance are as follows: The main way is to transfer responsibilities for bearing risk from one person
to another, directly affecting the risk by influencing the chances of losses ( positive and passive in-
fluences). There are such factors considered for the insurability of a given risk, losses being meas-
urable in monetary items, only pure risks being insurable, large quantity of similar risks can be col-
lected, losses must be fortuitous.

V) S 5 5 TR A 30 R 6 N A R A 2 (8] 1) W 552 HE AR B AR AU, o ORI ] LA AE —

FRBE bl RUBS: o DR BSAR  XUBS: 9 7 20 an R 32805 OB R XURS: 1 54 i — A 4 55 —
N5 PR R 2R R AR BBl r B R AU, (BRI AN R R ) o 25 S Aol XU 1Y
AR R A AT LASE b SR TR AR R 2R BUXRS . 412k iR aR 1S

2. Mathematic Basis ¥{=F 5

A good understanding of conception of “Risk transference”. P “ KGFFE" BIMEE

Principle that the law of large numbers relies on is that the larger the pool, the more predicta-
ble the amount of losses will be in a given period.

RS AR ) S 3R B 5 BRI, 7 IR B 1) B R T 300 40 2 ) i

Statistics and insurance: the statistician can assemble all of the information on death and sick-
ness into tables, hence mortality table and morbidity table are presented.

et e SO et NSl HCAERTA S TR T-FIBAI(SE B, IR HESE TRt i 3%
IR SR 3

3. Insurance: the Past and Present (%K : TE5ME,

(D3 and 2™ millennium BC, transferring or distributing risks practiced by Chinese and Baby-
lonian traders. (2750 BC, concept of “general average” was invented by the inhabitants of Rhodes.
3600 AD, the Greeks and Romans introduced the origins of health and life insurance: Guilds
called “benevolent societies”. Next, there was “friendly societies” in England. @In the 14" cen-
tury, insurance contracts were invented in Genoa. (5In the late 17" century, insurance was estab-
lished. (®)Nowadays wide range of insurance contracts includes transportation insurance, property
insurance, pecuniary insurance, other liability insurance, personal insurance and long-term insur-
ance, etc.

Z\JTHT 3000 4E T 2000 4, o [ A EL b AR RN S B e B XU sl A BOXUB: . 23 T T
750 4F, (RFmPR) PEL EMEREWT “—BOFE8T BE. 270600 4E,
ANFIE D A GI AR AR R AR : TTafh “EELH&", Hik, HEEE
CREET . MG T 14 HLAERIR R, 17 S, REEA SRR, S
RERREE S FAZMG . W™K, S0 PGRE . TR, A SRR,
FE,



