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GOVERNOR’S ADDRESS

In 2015, the domestic and international
economic and financial environment was very
grave and complicated. Under the leadership
of the CPC Central Committee and the
State Council, the PBC made active efforts
in adapting to and steering through the
new normal of economic growth, adhered
to the principle of seeking progress while
maintaining stability, implemented prudent
monetary policy, pressed ahead with reform
and opening up in the financial sector,
maintained financial stability and enhanced
financial services. These measures have
significantly boosted the quality, efficiency
and upgrading of the economy, and made
positive contributions to the successful
completion of the 72th Five-year Plan.

Significant progress has been made in
financial reform and development

Firstly, the ceiling on deposit interest rate
was lifted, which marked a key step forward
in the market-based interest rate reform. The
central task of reform turned into building a
market-oriented interest rate formation and
adjustment mechanism. Secondly, further
progress has been made in the quotation
mechanism of the RMB central parity, where
the market has played a more decisive role.
Thirdly, the deposit insurance system was
launched, which could better protect the
rights and interests of depositors. Fourthly,
reform of policy banks furthered, and the
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capital injection to China Development Bank
and the Export and Import Bank of China
was accomplished. Fifthly, steady progress
has been made in regional financial reforms
such as the Shanghai Free Trade Zone,
which provided replicable lessons and
experiences that could apply elsewhere. The
deepening of financial reforms has allowed
the market to play a more decisive role in
resource allocation, and facilitated finance to
serve the real economy in a more effective
manner.

The prudent monetary policy was kept
in an appropriate stance

Facing downward economic pressures,
the PBC continued to implement a prudent
monetary policy, by making universal and
targeted cuts in the reserve requirement ratio
on several occasions, using macro-prudential
policy to making counter-cyclical adjustments
and using a mix of policy instruments in the
adjustment of market liquidity and interest
rates. Meanwhile, guidance to credit policy
was reinforced to guide financial institutions
to channel more financial resources to key
areas and weak links in the economic and
social development. In 2015, the liquidity in
the banking sector was at a reasonable and
appropriate level, and the financing costs
were generally in decline, which bolstered
stable and healthy economic and financial
development.



China’s international and regional
financial influence has risen significantly

The PBC has unwaveringly maintained
strategic national interest by deepening
international financial cooperation and
opening up the financial sector. The RMB
was included into the SDR basket of the
IMF, marking an important milestone in
the internationalization of RMB. Efforts
were made to implement the 2010 quota
and governance reform of the International
Monetary Fund (IMF), which made China’s
share of IMF quota rising from the 6th to the
3rd place. The accession into European Bank
for Reconstruction and Development marked
that China has joined all the global and
important regional financial organizations.

Continued progress has been made in
RMB internationalization and capital
account convertibility

To better serve the real economy,
the PBC has been improving the policy
framework for cross-border use of RMB
and further expanded international use
of RMB. The PBC has signed currency
swap agreements with 33 foreign central
banks or monetary authorities, set up RMB
clearing arrangements in 20 countries
(regions) worldwide, and established RQFII
mechanism in 15 countries (regions). Efforts
have been made to promote steady progress
in RQDII mechanism, press ahead with the
Shanghai-Hong Kong Stock Connect and
launched the Mainland-Hong Kong Mutual
Funds Recognition Scheme.

The financial market developed in a
sustained and healthy manner

The PBC has made continuous efforts
in the innovation and development of
China’s interbank market, soundly managed
the disclosure-based issuance of project
financial bonds, green financial bonds, and
securitized credit assets, and lifted regulatory
approval requirements for the trading and
circulation of bonds. Efforts were made to
promote foreign institutions to issue RMB-
denominated bonds in China and to remove
the investment limits on quota and product-
category for foreign central banks, monetary
authorities and similar institutions. Overseas
RMB clearing banks and participating banks
were allowed to conduct bond repos.
The limits on foreign exchange surrender
position of national and market-maker banks
were expanded, and standardized foreign
exchange swap products were launched.
In terms of the types of participants and
products, trading mechanisms, infrastructure
setups and management approaches, the
opening-up of the interbank market to the
domestic and external market participants
has been significantly enhanced.

Steady progress has been made in
safeguarding financial stability

Amidst the complex economic and
financial environment in China and globally,
the PBC attached greater importance to
safeguarding financial stability. Efforts were
made to reinforce monitoring and analysis
of risks in critical industries and key areas,
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conduct timely research on turbulences in
the stock market and thoroughly review the
pilot on comprehensive business operation
of financial industry. The PBC effectively
prevented and mitigated financial risks and
kept the bottom-line of avoiding systemic
and regional financial risks.

Financial services and management
have been effectively modernized

Financial service is a key function of
the PBC, which provides the foundation
and safeguard for implementing monetary
policy and maintaining financial stability.
The PBC attaches great importance to
the application of information technology,
management technology and other modern
science and technologies in statistical work,
payment and clearing, currency issuance,
Treasury management, credit information
management, anti-money laundering,
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protection of consumer rights and etc,
through which the PBC provided richer and
safer financial services in a more convenient
and effective manner. Meanwhile, supervision
over the above-mentioned areas has been
enhanced.

The year 2016 marks the first year of the
13th Five-year Plan. In accordance with the
requirements and arrangements of the CPC
Central Committee and the State Council, in
order to achieve goals of stabilizing growth,
adjusting structure, promoting reform,
enhancing livelihood and preventing risks, the
PBC will further deepen reform and opening-
up of the financial sector, and ensure effective
financial services are provided in the structural
reform, which includes reducing overcapacity
and excess inventory, deleveraging, cutting
costs and addressing existing weaknesses,
SO as to make due contribution for building a
well-off society. B

Governor of the PBC
April 18th, 2016



THE MANAGEMENT OF
THE PEOPLE’S BANK OF CHINA

Zhou Xiaochuan

Governor of the PBC
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Yi Gang Wang Huaging Chen Yulu

Deputy Governor Commissioner of Deputy Governor
Administrator of the SAFE Discipline Inspection

Pan Gongsheng Fan Yifei Guo Qingping
Deputy Governor Deputy Governor Deputy Governor
THE PEOPLE'S BANK OF CHINA
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Zhang Xiaohui Yang Zigiang Yin Yong

Assistant Governor Assistant Governor Assistant Governor

Notes: 1. As of December 31, 2015 from January 1, 2015.

2. Hu Xiaolian and Li Dongrong were no longer served as deputy governor of the PBC from February 2015; Jin Qi was no longer served as
assistant governor of the PBC from March 2015.
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MEMBERS OF THE MONETARY POLICY
COMMITTEE OF THE PBC

Chairman: Zhou Xiaochuan Governor of the People’s Bank of China

Member: Xiao Jie Deputy Secretary-general of the State Council
Lian Weiliang Vice Chairman of the National Development and Reform Commission
Shi Yaobin Vice Minister of the Ministry of Finance
Yi Gang Deputy Governor of the People’s Bank of China

Administrator of the State Administration of Foreign Exchange
Pan Gongsheng Deputy Governor of the People’s Bank of China
Zhang Xiaohui Assistant Governor of the People’s Bank of China
Ning Jizhe Vice Chairman of the National Development and Reform Commission

Director of the National Bureau of Statistics

Shang Fulin Chairman of China Banking Regulatory Commission

Liu Shiyu Chairman of China Securities Regulatory Commission

Xiang Junbo Chairman of China Insurance Regulatory Commission

Tian Guoli President of the China Banking Association

Fan Gang Vice Chairman of Chinese Research Society for Economic System

Reform, and Professor

Huang Yiping Associate Dean and Professor of the National School of
Development at Peking University

Bai Chongen Associate Dean and Professor of Tsinghua University’s School of
Economics and Management

Note: In June 2015, with the approval of the State Council, Lian Weiliang, Shi Yaobin, Zhang Xiaohui, Tian Guoli, Fan Gang, Huang Yiping and Bai
Chongen were appointed members of the MPC. Zhu Zhixin, Hu Xiaolian, Ma Jiantang and Hu Huaibang were no longer members of the MPC.
Qian Yingyi, Chen Yulu and Song Guoqing have completed their term in the MPC. In March 2016, with the approval of the State Council, Liu
Shiyu and Ning Jizhe were appointed members of the MPC; Xiao Gang and Wang Baoan were no longer members of the MPC.
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ORGANIZATIONAL STRUCTURE OF

THE PBC

ORGANIZATIONS OF THE PBC (NUMBER)

Departments and Bureaus

of the Head Office 25
Enterprises and Institutions

Directly under the PBC 21
Overseas Offices 11
Departments of the Shanghai Head Office 13
Regional Branches and Operations Offices 10
Sub-branches in Provincial Capital Cities 20
Sub-branches in Quasi Province-level Cities 5
Sub-branches in Prefecture-level Cities 315
County-level Sub-branches 1762

THE PBC HEAD OFFICE ( PBCHO)

General Administration Department (General
Office of the CPC PBC Committee, Financial
Regulatory Coordination Office)

Legal Affairs Department
Monetary Policy Department
Monetary Policy Department
Financial Market Department
Financial Stability Bureau

Statistics and Analysis Department
Accounting and Treasury Department
Payment System Department
Technology Department

Currency, Gold and Silver Bureau
State Treasury Bureau

International Department (Office of Hong
Kong, Macao and Taiwan Affairs)

Internal Auditing Department

Human Resources Department (Organization
Division of the CPC PBC Committee)

Research Bureau
Credit Information System Bureau

Anti-money Laundering Bureau (Security
Bureau)

Financial Consumer Protection Bureau

Education Department of the CPC PBC
Committee

CPC Committee of the PBC Head Office
Retired Staff Management Bureau
Office of Senior Advisors

Staff Union Committee

Youth League
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GOVERNMENT AGENCY DIRECTLY THE PBC SHANGHAI HEAD OFFICE (PBCSHO)

UNDER THE PBC PLUS SUB-BRANCHES IN PROVINCIAL
CAPITAL CITIES AND QUASI PROVINCE-
LEVEL CITIES UNDER ITS ADMINISTRATION

State Administration of Foreign Exchange General Administration Department
(General Office of the CPC Committee, PBCSHO)

Open Market Operations Department
Financial Market Management Department
Financial Stability Department

Statistics and Research Department
International Department

Financial Service Department |

Financial Service Department |l

Foreign Exchange Management Department

Human Resources Department
( Organization and Education Division of the CPC
Committee, PBCSHO )

Discipline Enforcement and Supervision Department
(Internal Auditing Division )

Renminbi Cross-border Business Department

Financial Consumer Protection Department

Hangzhou Sub-branch
Fuzhou Sub-branch
Ningbo Sub-branch

Xiamen Sub-branch
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THE PBC BRANCHES AND OPERATIONS OFFICES PLUS SUB-BRANCHES IN
PROVINCIAL CAPITAL CITIES AND QUASI PROVINCE-LEVEL CITIES UNDER

ADMINISTRATION OF THESE BRANCHES

Tianjin Branch
Shijiazhuang Sub-branch
Taiyuan Sub-branch

Hohhot Sub-branch

Shenyang Branch
Changchun Sub-branch
Harbin Sub-branch

Dalian Sub-branch

Nanjing Branch

Hefei Sub-branch

Jinan Branch
Zhengzhou Sub-branch
Qingdao Sub-branch

Wuhan Branch
Nanchang Sub-branch

Changsha Sub-branch

Guangzhou Branch
Nanning Sub-branch
Haikou Sub-branch

Shenzhen Sub-branch

Chengdu Branch
Guiyang Sub-branch
Kunming Sub-branch

Lhasa Sub-branch

Xi’an Branch
Lanzhou Sub-branch
Xining Sub-branch
Yinchuan Sub-branch

Urumai Sub-branch

Operations Office (Beijing)

Chongging Operations Office
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GLOBAL ECONOMIC AND FINANCIAL

DEVELOPMENTS

In 2015, the global economic situation was more complicated, with economic
developments and monetary policies of major economies further diversified,

fluctuations in international financial markets and commodity markets increased,

and non-economic disturbances such as geopolitical factors deteriorated. The

recovery of the U.S. economy gradually steadied. The Euro zone economy went

back to recovery, but negative factors still existed. The Japanese economy was

still faced with relatively large volatilities and disinflation pressure. The growth

of emerging market economies continued to slow down, with some economies
confronted with the risk of economic distress. ll

Economic Developments in the Major
Economies

The recovery of the U.S. economy
gradually steadied. In the first quarter,
affected by factors such as bad weather
and strikes along the West Coast ports, the
real GDP growth rate of the United States
(quarter on quarter and annualized) was -0.7
percent. However, starting from the second
quarter and driven by factors including the
expansion of the manufacturing and service
sectors, rising growth rate of consumption,
and continued pick-up of the real estate
market, the U.S. economy recovered, and the
real GDP growth rate of the second and the
third quarter was 3.9 percent and 2.0 percent,
respectively. During the fourth quarter, the U.S.
economy continued to recover, with a slightly
dropped real GDP growth rate at 1.0 percent
and a slowdown in the expansion of the
manufacturing and service sectors; but labor
market kept improving, and the unemployment
rate declined to the lowest level since 2008.
Meanwhile, inflation remained at a low level,
which was still quite far from the inflation target
of the Federal Reserve.
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The Euro zone economy went back to
recovery, but negative factors still existed.
The economy benefited from factors such
as the stimulus policies of the European
Central Bank and devaluation of the euro,
and the quarter on quarter growth rate was
0.5 percent, 0.4 percent, 0.3 percent, and
0.3 percent in the four quarters of 2015,
respectively. The labor market continued to
improve, and unemployment rate declined
to 10.4 percent in December 2015, which
was the lowest level since February 2012.
At the same time, the inflation rate remained
subdued, and the pressure of disinflation still
existed. Besides, the impact of refugees and
the terrorist attack in Paris on the economic
recovery of the Euro zone remained to be
observed.

The Japanese economy was still faced
with relatively large volatilities and disinflation
pressure. During the first quarter, the growth
rate of Japan rebounded substantially, but
with the large decline of private consumption
and net export afterwards, the economy
with the
GDP growth rate (quarter on quarter and

contracted to some extent,



annualized) at -0.5 percent, 1.0 percent,
and -1.4 percent, respectively in the second,
third, and fourth quarter. Although PMI of the
manufacturing sector withessed an evident
rise and the employment situation kept
improving during the fourth quarter, affected
by factors such as the continued fall of
international oil prices, disinflation pressure
still existed, and the year-on-year CPI growth
rate was 0.2 percent in December, far from
the 2 percent target set by the Bank of
Japan.

The growth of emerging market economies
continued to slow down, and some economies
experienced negative growth. Affected by
factors such as persistently low prices of
commodities, reversal of international capital
flows in the context of expectations on the
interest liftoff of the Federal Reserve, and
geopolitical shocks, the emerging market
economies experienced growing risks in
financial markets. In addition, structural
factors also constrained the growth of some
emerging market economies. As a result, the
growth of some emerging market economies
slowed down, and certain countries even
witnessed negative growth, such as Russia
and Brazil, whose GDP growth rate in
2015 was -3.7 percent and -3.8 percent,
respectively.

Development of Global Financial
Markets

In 2015, global financial markets
continued to face large fluctuations due to

factors such as expectations on the interest

liftoff of the Federal Reserve, diversified
monetary policies of major economies,
rising geopolitical risks and persistently low
international oil prices.

Most of the currencies depreciated
against the U.S. dollar. Affected by the
expectations on the interest liftoff of the
Federal Reserve, the U.S. dollar index
kept rising, while most of the other major
currencies depreciated against the U.S.
dollar at varying degrees. At the year-end,
the exchange rates of the euro, pound
sterling and Japanese yen against the U.S.
dollar closed at 1.086 dollar per euro, 1.4738
dollar per pound sterling, and 120.3 yen
per dollar, depreciating by 10.23 percent,
5.36 percent and 0.52 percent respectively
compared with those in the previous year.
Currencies of emerging market economies
depreciated substantially against the
U.S. dollar in general. Specifically, the
Kazakhstani tenge and Brazilian real both
depreciated by over 30 percent, the South
African rand, Russian ruble and Argentine
peso all depreciated by more than 20
percent, and the Malaysian ringgit, Mexican
peso and Indonesian rupiah depreciated by
more than 10 percent.

The government bond yields of major
advanced economies experienced higher
fluctuation, while those of emerging market
economies diversified. Affected by the
expectations on the interest liftoff of the
Federal Reserve, the government bond vyields
of major advanced economies showed a trend
of increased volatility. At the end of 2015,
the 10-year government bond vyields of the
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U.S., Germany and the U.K. closed at 2.275
percent, 0.634 percent and 1.961 percent,
up by 10 basis points, 14 basis points, and
21 basis points compared with those in
2014, respectively. The 10-year government
bond vyield of Japan closed at 0.325 percent,
decreasing by 5 basis points than that in
2014. Some emerging market economies saw
diversified trends of government bond yields.
The 10-year government bond yields of
Argentina, Russia and Greece decreased by
840 basis points, 428 basis points, and 121
basis points respectively compared with those
at the end of 2014, while the yields of Brazil,
Turkey, South Africa and Indonesia rose by
416 basis points, 238 basis points, 197 basis
points, and 102 basis points respectively
compared with those in the previous year.

Global stock markets fluctuated sub-
stantially. In the first quarter, global stock
markets performed generally well, but during
the second and the third quarter, affected
by deteriorating economic fundamentals
of major emerging market economies,
fluctuations across global stock markets rose
substantially, and stock indices dropped
sharply until the fourth quarter. At the end
of 2015, the Down Jones Industrial Average
index closed at 17 425.03 points, down by
2.23 percent year on year, while the EURO
STOXX 50 and Nikkei 225 indices closed at
3 100.26 points and 19 033.71 points, up by
3.21 percent and 5.73 percent respectively
compared with those at the end of 2014.
Stock indices of emerging market economies
generally declined, and the stock indices
of Turkey and Indonesia dropped by 16.32
percent and 12.39 percent, respectively.
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The international oil prices remained
low, and the price of gold fluctuated and
went down. From February to June, driven
by short-term factors such as the decrease
of crude oil inventory of the United States,
oil price fluctuated and rose from 45 dollars
per barrel to above 60 dollars per barrel.
However, since July, as the supply of global
crude oil continued to exceed demand,
international oil prices double dipped, and
the prices of Brent oil and U.S. oil both
dropped to below 40 dollars per barrel. The
end of 2015 priced Brent oil and U.S. oil at
37.60 dollars per barrel and 36.69 dollars
per barrel respectively, which were close
to the lowest level since the global financial
crisis. Affected by factors such as U.S. dollar
revaluation, the price of gold fluctuated and
went down. During the year, the highest
price of gold reached 1 295.75 dollars per
ounce, while the lowest was 1 049.40 dollars
per ounce, and the year-end level closed at
1 062.25 dollars per ounce, down by 11.4
percent compared with the end of last year.

World Economic Outlook

Looking into 2016, global economy will
continue to go through deep adjustment,
and major risks include the following:

First, the liftoff of the policy rate of
the Federal Reserve will lead to further
diversification of monetary policies
among major developed economies,
which may cause some spillover effects.
The diversification and interaction of the
monetary policies of major economies
will lead to adjustment of global asset



allocation and re-pricing of risks, further
intensifying the fluctuation of cross-border
capital flows. The path of interest rate liftoff
of the Federal Reserve is constrained by
many uncertainties, and may cause higher
fluctuations in global economy and financial
markets.

Second, some emerging market economies
may encounter severe downward pressure.
After the Federal Reserve started to raise
its policy rate, the diversification between
macroeconomic policies of emerging market
economies and developed economies has
further increased, and some emerging market
economies are faced with the dilemma
between responding to capital outflows and
the slowing down of economic growth at
the same time. In particular, economies that
were characterized with high current account
deficit, high reliance on external debt, high
dependence on commodities exports, and
exchange rate regimes that were pegged to
the U.S. dollar de jure or de facto, would face
much higher potential risks.

Third, global commodities prices fluctuated
at a low level, which will result in higher
pressure to economic growth of commodities
exporting countries and raise their debt
burden. Affected by multi-factors such as
geopolitical issues and supply and demand,
the prices of commodities will still be
uncertain in the future. Therefore, some
economies that have relatively less diversified
economic structure and high dependence
on commodities exports might face serious
problems.

Fourth, global disinflation pressure still

exists. Affected by lower oil prices and the
lack of domestic demand, major developed
economies are generally faced with
disinflation pressure, with inflation levels still
largely below policy targets. Due to relatively
weak global economic recovery, high debt
levels and slowing down of investment
growth, there is still disinflation pressure in
the mid-term.

Fifth, global trade growth kept decelerating.
Because of factors such as weak global
economic recovery, decline of raw material
import demand by emerging market
economies, changing of global trade
structure, internalization of global value chain,
and the rise of new trade protectionism,
global trade growth is slowing down and
may drag global economic growth down.

Sixth, geopolitical risks have risen. The
urgency of global anti-terrorism is higher,
and the geopolitical situation in the Middle
East tends to be more complicated, which
may have an impact on international crude
oil prices and the global financial markets.
Meanwhile, it is difficult to find a workable
plan to solve the refugee issue in Europe,
which might affect the economic recovery of
the Euro zone.

In its update of the World Economic QOutlook
in January 2016, the International Monetary
Fund has lowered the world economic growth
rate forecast by 0.2 percentage points to 3.4
percent. In particular, the forecasts for the
growth rates of the United States, the Euro
zone, Japan and emerging market economies
were 2.6 percent, 1.7 percent, 1.0 percent,
and 4.3 percent, respectively. R
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CHINA’ MACROECONOMY

The domestic and international economic and financial environments were
complex and fluid in 2015, leaving Chinese economy facing multiple difficulties and

serious challenges. Against this backdrop, the Chinese government continued to

adhere to the guidelines of seeking progress while maintaining stability, took initiatives

to adapt to and guide the new normal, introduced renovated macro-management

methods, promoted in-depth structural reform, endeavored to encourage innovation

drive and stimulated the innate vitalities of the economy. Overall, as a result, the
economy has grown steadily and the structural adjustment continued to go forward. ll

The economy grew steadily and the
industrial restructuring made new
headway

According to the preliminary statistics of
National Bureau of Statistics, China’s GDP
stood at RMB67.67 trillion in 2015, growing
by 6.9 percent year on year, which ranked in
the forefront of the world’s major economies.
In the four quarters, the GDP grew by 7.0
percent, 7.0 percent, 6.9 percent and 6.8
percent respectively, exhibiting an overall
stable trend (Figure 1). By industry, the
value-added of the primary industry was
RMB6.09 trillion, increasing 3.9 percent.

Figure 1 China’s Economic Growth

YoY growth rate in current quarter
YoY accumulative growth rate

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 @2 Q3 Q4 Q1 Q2 Q3 Q4
2011 2012 2013 2014 2015 Year, quarter

Source: National Bureau of Statistics
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The value-added of the secondary industry
was RMB27.43 trillion, an increase of 6.0
percent, of which, the total industrial value-
added reached RMB22.90 trillion, achieving
a year on year increase of 5.9 percent
when calculated at comparable prices,
slowing down by 1 percentage point from
that of the previous year. The value-added
of statistically large enterprises rose by 6.1
percent, down by 2.2 percentage points
from the previous year. The value-added
of the tertiary industry reached RMB34.16
trillion, growing by 8.3 percent.

The share of the service industry in GDP
increased significantly. In 2015, the share
of the service industry in GDP exceeded
50 percent for the first time, reaching 50.5
percent, up by 2.4 percentage points over
the previous year, and exceeding that of the
secondary industry by 10 percentage points.
The contribution of service industry to GDP
growth reached 57.7 percent, up by 7.1
percentage points. Accordingly, the shares
of the primary industry and the second
industry in the GDP were 9.0 percent and



40.4 percent respectively, decreasing by 0.2
percentage point and 2.2 percentage points
year on year respectively.

The industrial structure continued to
optimize, whereas statistically large companies
in high-tech and equipment manufacturing
industries grew 10.2 percent and 6.8 percent
year on year respectively, 4.1 percentage
points and 0.7 percentage point higher
than the overall growth of statistically large
enterprise. As the integration of the Internet
and various industries accelerated, emerging
industries grew rapidly; and, the mass
entrepreneurship and innovation flourished.
2015 saw newly registered companies
increased by 21.6 percent. Energy saving
efforts made new progress with the energy
intensity of per unit of GDP decreased by
5.6 percent, 0.8 percentage point larger
comparing to that of 2014.

The structure of demand improved with
higher consumption contribution to
growth

Consumption growth was basically stable,
and its contribution to growth became
stronger. In 2015, the contribution of the
final consumption to economic growth
reached 66.4 percent, up by 15.2 percentage
point year on year. The total retail sales of
consumer goods amounted to RMB30.09
trillion, growing by 10.7 percent in normal
terms and 10.6 percent in real terms with the
real growth 0.3 percentage point lower than
in the previous year (Figure 2). Specifically,
retail sales of consumer goods in urban areas

totalled RMB25.90 trillion, increasing 10.5
percent year on year, whereas that in rural
areas reached RMB4.19 trillion, increasing
11.8 percent year on year. By consumption
type, retail sales of goods grew by 10.6
percent to RMB26.8 trillion and catering sales
by 11.7 percent to RMB3.23 trillion. Annual
online retail sales, amounting to RMB3.88
trillion, posted a year on year growth of 33.3
percent. Specifically, online retail sales of
consumer goods stood at RMB3.24 trillion, a
year on year growth of 31.6 percent.

Investment growth decelerated. Total
fixed asset investment in the whole country
reached RMB56.20 trillion in 2015, a year on
year growth of 9.8 percent in nominal terms
and 11.8 percent in real terms, down by 5.5
percentage points and 2.9 percentage points
respectively (Figure 2). During the year,
investments to the three industrial categories
reached RMB1.56 trillion, RMB22.41
trillion, and RMB31.19 trillion respectively,
growing year on year by 31.8 percent, 8.0
percent and 10.6 percent. The real estate
development investment was RMB9.6 trillion,
a year on year growth of of 1.0 percent in
nominal terms, and 2.8 percent in real terms,
down by 9.5 percentage points and 7.1
percentage points respectively.

Imports and exports fell. In 2015, the
total imports and exports of goods was
RMB24.57 trillion, decreasing 7.0 percent.
Specifically, total exports was RMB14.13
trillion, down by 1.8 percent (Figure 2); total
imports reached RMB10.45 trillion, a decline
of 13.2 percent. The annual trade surplus
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reached RMB3 677 billion, increasing 56.3
percent year on year, 10.1 percentage points
higher than in the previous year.

Overall price levels remained subdued

The CPI remained subdued, climbing 1.4
percent year on year, or 0.6 percentage
point lower than that in 2014. In the four
quarters of the year, the CPIl rose 1.2
percent, 1.4 percent, 1.7 percent and 1.5
percent respectively (Figure 3). In terms of
food and non-food prices, food prices rose
2.3 percent, down by 0.8 percentage point
over the previous year. Non-food prices rose
1.0 percent, sliding 0.4 percentage point.
In terms of consumer goods and services,
prices of consumer goods rose 1.2 percent,
the growth falling by 0.6 percentage point;
the prices of services rose 2.0 percent,
down by 0.5 percentage point comparing to
the growth in last year.

The PPI continued to remain low throughout
2015, decreasing 5.2 percent year on year,
representing a 3.3 percentage points wider
decline than that in the previous year. For

Figure 2 Accumulative Growth of Three Demands
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the four quarters, PPl fell 4.6 percent,
4.7 percent, 5.7 percent and 5.9 percent
respectively (Figure 3). The prices of capital
goods fell 6.7 percent or 4.2 percentage
points larger than the decline in 2014. Prices
of consumer goods fell 0.3 percent, or 0.1
percentage point greater than that of last
year. The Purchasing Price Index of Raw
Material, Fuel and Power (PPIRM) fell 6.1
percent year on year, 3.9 percentage points
larger than that in 2014. By quarters, the
PPIRM fell 5.6 percent, 5.5 percent, 6.5
percent and 6.9 percent respectively.

Overall employment situation was
stable and households’ income grew
steadily

During 2015, new urban employment
reached 13.12 million, a decrease of 100 000
people from the previous year (Figure 4).
The registered urban unemployment rate
stood at 4.05 percent in 2015, a year on
year decrease of 0.04 percentage point.
According to the statistical analysis of
the Chinese Human Resources Market
Information Monitoring Center, based on the

Figure 3 Monthly YoY Development of Major Price
Indicators
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supply and demand information of public
employment service institutions in about
100 cities, the ratio of job seekers to job
vacancies for the four quarters of the year
were 1.12, 1.06, 1.09, and 1.10 respectively.
Although the ratios were lower than those
in the same period of last year, the labor
market demand was still slightly larger than
the supply.

The national average per capita disposable
income stood at RMB21 966, growing 8.9
percent year on year in nominal terms and
7.4 percent in real terms, which was higher
than the GDP growth. Specifically, per capita
disposable income of urban residents reached
RMB31 195, growing 8.2 percent in nominal
terms and 6.6 percent in real terms. The per
capita disposable income of rural residents
was RMB11 422, up by 8.9 percent in
nominal terms and 7.5 percent in real terms.
As rural residents’ income has continued to
outpace that of urban residents, the income
gap between urban and rural residents has

Figure 4 Changes in New Urban Employment
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continued to shrink. The per capita income
gap between urban and rural residents was
2.73 times, 0.02 times lower than in last year.

Fiscal revenue grew slowly, whereas
fiscal expenditure grew in a faster pace

In 2015, the fiscal revenue in China
was RMB15.22 trillion, a year on year
increase of 5.8 percent on a comparable
basis', falling 2.8 percentage points
from the previous year. Specifically,
the central government fiscal revenue
reached RMB6.92 trillion, making up 45.5
percent of the total revenue, an increase
of 7 percent on a comparable basis; the
fiscal revenue of local governments was
RMB8.30 trillion, accounting for 54.5
percent of the national total, increasing
4.8 percent on a comparable basis. In
terms of revenue structure, the tax revenue
was RMB12.49 ftrillion, representing 82.2
percent of the national total revenue, up
4.8 percent year on year on a comparable
basis; the non-tax revenue was RMB2.73
trillion, accounting for 17.8 percent of the
national revenue, up 10.6 percent year
on year on a comparable basis. China’s
general public fiscal expenditure reached
RMB17.58 trillion, a year on year increase
of 13.2 percent on a comparable basis, up
by 4.9 percentage points. Specifically, the
central government fiscal expenditure was
RMB2.55 trillion, up 12.77 percent on a
comparable basis. The fiscal expenditure

1 In accordance with the requirements to improve the government budget system, a total of 11 funds, including funds used to provide basic
public services and mainly used for personnel and institution operations, were recorded in the general public budget in 2015. As such, when

to calculate comparable basis growths, it needs to deduct the above-mentioned 11 funds, and the same below.
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of the local governments was RMB15.02
trillion, increasing 13.24 percent on a
comparable basis.

Macroeconomic outlook

Downward pressures will remain significant;
nonetheless, the economy is expected to
perform within a reasonable range.
At present, international and domestic
economic and financial situations are still
complex and grim. Internationally, with
the weak global economic recovery and
the sluggish growth of international trade,
instability and uncertainties in the external
environment are on the rise. Domestically,
China is in a period of transformation of
growth model and structural upgrade
and in a process of converting from
traditional growth engines to new ones;
the accumulated imbalances and risks
have further emerged in the country; and,
the economic downward pressures are
significant. However, as the world’s second
largest economy and a major developing
country, Chinese economy has durable
resilience, great potentials, and ample room
for maneuver. The potential for economic
growth and room for development is huge.
A series of policy measures adopted
previously with regard to maintaining
stable growth, pushing forward economic
structure adjustment, improving people’s
livelihood, and facilitating reforms have
generated and are still releasing positive
effects. In the meantime, the dual engines
for economic growth formed by mass
entrepreneurship and innovation on the
one hand and expansions of public goods
and services supply on the other, are

THE PEOPLE'S BANK OF CHINA
2015 Annual Report

working well. New industries, new business
models, and new growth engines are being
fostered. The service industry and consumer
consumption are experiencing fast growth.
All these have become major forces that
will bolster economic growth; at the same
time, endogenous economic vitalities are
gradually gaining momentum. In 2016 the
macroeconomic policy will remain stable
and continue to improve. The economic
development potentials are expected to
continue to be released, thus enable the
Chinese economy to maintain a medium to
high growth, to march toward more advanced
stage of development and to achieve a good
beginning for the implementation of the
“Thirteenth Five-year Plan”.

With the supply-side structural reform
being pushed forward, the quality and
efficiency of the supply system is expected
to improve. Currently, the cyclical and
structural problems in the economy are
intertwined, but the major issues are
structural imbalances that dominate the
supply side. The central government has
made it clear that in the period during and
after 2016, while appropriately expanding
the aggregate demand, China needs to
step up efforts in the supply-side reform
and implement the “Five Main Tasks”,
namely reducing overcapacity and excess
inventory, deleveraging, cutting costs,
and addressing existing weaknesses
in the economy. Efforts shall also be
made in promoting decentralization and
integrating deregulations and regulations;
transforming government functions and
improving efficiency; and, increasing the
supply of public goods and services.



The government shall also implement the
innovation-driven development strategy,
promote the in-depth integration of science
and technology and the economy, transform
and upgrade traditional industries, foster
and develop emerging industries, accelerate
the development of modern service
industry, and improve the overall quality
and competitiveness of the real economy.
Measures shall also be taken to actively and
steadily dispose the “zombie companies”,
strictly control the expansion of production
capacities, remove excess capacities
and promote industrial optimization
be
made to replace the business tax with

and re-structuring. Efforts shall

a value-added tax, take comprehensive
measures to reduce businesses’ costs
of transaction, logistics, financing, energy
consumption, and etc. The government will
also promote the investment and financing
system reform, develop a multi-level
capital market, increase direct financing,
and optimize financing structure. Other
measures include vigorously promote the
reform of state-owned enterprises, better

stimulate the non-public sector’s economic
vitality, and promote the development of all
types of companies and let them grow their
strengths. As the supply-side structural
reform will accelerate and so will the release
of its effects, the supply system will improve
in both quality and efficiency, enabling the
supply structure to better adapt to changes
in demand.

CPI will rise moderately with certain
uncertainties. As the domestic economy
is still facing some downward pressures,
while excess supply and inadequate supply
co-exist and structural overcapacity is quite
serious, the probability that price remains
stable will be relatively large. However,
international commodity prices are unlikely to
fall dramatically further, whereas the prices
of certain agricultural products may fluctuate;
labor costs and service prices have some
rigidity; the increase in housing prices may
spread into other sectors. In addition, CPI
expectations are not so stable. The above
factors may pose certain upward pressures
on price development. &
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CHINA FINANCIAL PERFORMANCE

In 2015, the PBC continued to implement sound monetary policy, creating
a robust and neutral monetary and financial environment for the economic and

social development. Overall, the liquidity in the banking system was appropriately

adequate; money and credit and all-system financing aggregates grew steadily; the

credit structure continued to improve; interest rates declined noticeably; the RMB

exchange rate showed greater flexibility; and, China’s balance of payments was

generally in equilibrium. H

Monetary aggregates grew rapidly

At the end of 2015, the outstanding
broad money (M2) reached RMB139.2
trillion, a year on year increase of 13.3
percent, 1.1 percentage points higher than
that at the end of 2014. The outstanding
narrow money (M1) was RMB40.1 trillion,
increasing 15.2 percent year on year, 12.0
percentage points higher than that at the
end of 2014. Currency in circulation (MO)
grew by 4.9 percent year on year to RMB6.3
trillion, representing an acceleration of 2.0
percentage points compared with that of the
end-2014. Net cash injections throughout
2015 amounted to RMB295.7 billion,
increasing by RMB126.9 billion year on year.

Aggregate financing to the real economy
remained at appropriate levels

At the end of the year, the stock of
aggregate financing to the real economy
stood at RMB138.28 trillion, representing an
increase of 12.5 percent year on year, 1.8
percentage points lower than that at the end
of 2014. The incremental aggregate financing
in 2015 was RMB15.41 trillion, RMB469.8

billion less than that in 2014. In terms of
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structure, there was a substantial increase
in RMB loans and direct financings to the
real economy. During 2015, the incremental
RMB loans reached RMB11.27 trillion, up by
RMB1.52 trillion year on year; non-financial
corporates’ bond and equity financings at
home totalled RMB3.7 trillion, increasing
RMBB830 billion. Foreign currency loans and
off-balance-sheet financing shrank. The
annual RMB equivalent of foreign currency
loans decreased RMB642.7 billion, down
by RMB766.2 bilion when compared to the
previous year; the aggregate financing in the
forms of entrusted loans, trust loans and
undiscounted banker’s acceptances reached
RMB577.8 billion, decreasing by RMB1.99
trillion. Taking into account of the swaps of
local debts and other factors, we believe that
the aggregate financing provided substantial
support to the real economy in 2015.

Loans of financial institutions registered
stable and relatively rapid growth

At the year end, the outstanding local
and foreign currency loans of all financial
institutions reached RMB99.3 trillion, a year
on year increase of 13.4 percent, essentially
at par with the growth at the end of 2014.



This was RMB11.7 trillion more than at the
the beginning of the year and an acceleration
of RMB1.3 trillion. The outstanding RMB
loans registered RMB94.0 trillion, a year
on year increase of 14.3 percent, or 0.6
percentage point more than that at the end
of 2014. This was an increase of RMB11.7
trillion from the beginning of 2015 and an
acceleration of RMB1.8 ftrillion.

The lending structure continued to
improve

The credit support to “agriculture, farmers
and rural areas” and to the small and micro
companies, and other key sectors showed
overall strength. By the end of the year,
the outstanding loans to small and micro
companies stood at RMB17.4 trillion, a
year on year increase of 13.9 percent,
exceeding the growth of loans to large and
medium-sized companies during the same
period by 2.7 percentage points and 5.3
percentage points respectively; the financial
institutions outstanding local and foreign
currency loans to the agricultural sector
registered RMB26.4 trillion, a year on year
increase of 11.7 percent, accounting for
27.8 percent of all types of loans.

The interest rates on loans of financial
institutions declined noticeably

In December 2015, the weighted
average lending rate offered to non-financial
companies and other sectors was 5.27
percent, down by 1.51 percentage points
year on year. In terms of floating interest
rates, the share of loans with interest rates

lower than the benchmark rates increased,
whereas the share of loans with benchmark
or higher rates fell. In general, loans with
lower than benchmark rates accounted for
21.45 percent of the total loans, up by 8.34
percentage points than that in December
2014.

Money market interest rates plumped,
exhibiting a overall trend from high
to low

In the first quarter, the weighted average
interest rate of 7-day pledged repo stood at
4.3 percent, but it plumped to 2.6 percent
toward the end of the second quarter and
fluctuated within a narrow range of 2~2.6
percent in the second half of the year.
Affected by the cash reserve and other
factors during the Spring Festival, the
interest rate of 7-day pledged repo peaked
at 4.87 percent on February 16, a day close
to the Spring Festival, and dropped all the
way to the bottom of 1.88 percent on May
15, 2015. In December, interbank lending
rate and weighted average interest rate of
bond repurchase were 1.97 percent and
1.95 percent respectively, decreasing 1.52
percentage points and 1.54 percentage
points respectively comparing to the same
period of the previous year.

Yield curves of government securities
moved downward sharply

At the year end, the yields of 1-year,

3-year, 5-year, 7-year, and 10-year
government securities were 2.30 percent,

2.55 percent, 2.70 percent, 2.84 percent
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and 2.82 percent respectively, down by 96,
82, 81, 77, and 80 basis points respectively
comparing to the beginning of the year. The
interest rate differential of 10-year and 1-year
government securities was 52 basis points,
increasing 16 basis points from the the
beginning of the year. In the first quarter, the
yields of government securities fell first and
then rose; in the second quarter, affected
by the combined effects of falling money
market rates, a jump in the supply of local
government bonds, and the strong stock
market performance, the yields of short-term
government securities dropped sharply,
showing a steep curve; since the third
quarter, the yields of mid- and long-term
government securities moved significantly
downward as a result of violent volatility
in the stock market, the heavy downward
pressures in the economy and the intensified
risk aversion in the market.

Bond indices trended up, whereas
stock indices were volatile

In 2015, China Interbank Composite Bond
Index increased from 158.77 points at the
beginning of the year to 171.37 points at the
end of the year, increasing 12.60 points, or
7.94 percent. China Interbank Government
Bond Index on the stock exchange rose from
145.80 points at the beginning of the year
to 1564.54 points at the year end, increasing
8.74 points or 5.99 percent. The stock
market indices climbed rapidly in the first half
of the year, fell sharply in the middle of the
year, and rebounded amid fluctuations after
bottoming out in August and September. At
the year end, the Shanghai Stock Exchange
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Composite Index closed at 3 539 points,
9.4 percent higher than at the end of 2014;
the Shenzhen Stock Exchange Component
Index closed at 12 665 points, exceeding
the level at the end of 2014 by 15.0 percent;
the Growth Enterprise Board (GEB) Index
(Chinext Price Index) closed at 2 714 points,
exceeding the level at the end of 2014 by
84.4 percent.

RMB exchange rate fluctuated in both
directions with enhanced flexibility

At the end of the year, the central parity of
the RMB against the USD was RMB6.4936
yuan per USD, depreciating by 3 746 basis
points or 5.77 percent from the end of
previous year. From the time when China
started to reform the RMB exchange rate
regime in 2005 to the end of 2015, the
accumulative appreciation of the RMB against
the USD was 27.46 percent. In 2015, the
appreciation of the RMB against the EURO
was 5.08 percent and the depreciation of the
RMB against the JPY was 4.65 percent. At
the end of the year, CFETS RMB exchange
rate index was 100.94, appreciating by 0.94
percent compared to the level at the end
of 2014. The RMB exchange rate indexes
referring to BIS currency basket and SDR
currency basket were 101.71 and 98.84,
respectively, with the former appreciating
1.71 percent and the latter depreciating
1.16 percent compared to 2014 year end
respectively. According to the calculation
of the BIS, the nominal effective exchange
rate appreciation of RMB was 3.66 percent,
whereas the real effective appreciation was
3.79 percent in 2015.



China’s balance of payments was
generally balanced with overall foreign
debt risks under control

In 2015, China’s current account surplus
was US$330.6 billion, a year on year
increase of 19 percent, accounting for 3.0
percent of GDP, up by 0.3 percentage point
compared to the previous year. The current
account surplus was in an internationally
recognized reasonable range. In terms of
external assets, in 2015 the net increase of
China’s external investments was US$392
billion, of which direct external investments
increased by 53 percent and securities
investments increased 5.8 times year on year,
indicating that Chinese market entities were
more active in participating in international

economic activities. In terms of external

liabilities, in 2015 there was a net decrease
of US$93.6 billion in foreign investments in
China. By contrast, in 2014 there was a net
increase of US$411.5 billion. The decrease
in 2015 was mainly due to the net decline
of US$351.5 billion in foreign investment
such as loans and trade financing in China,
reflecting the unwinding of external debts by
Chinese companies. In addition, foreign direct
investments in China remained a sizable net
capital inflow, showing that foreign capital
aiming for making long-term investments
was still optimistic about China’s economic
prospects. The warning indicator of external
debt has been within the safe range according
to international standards. Foreign debt risks
continued to be under control, while foreign
debt repayment was carried out smoothly. B
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MONETARY POLICY

Since the beginning of 2015, the Chinese economy has experienced increased
downside pressures, moderating price levels and more frequent shocks from

external uncertainties. Following the overall deployment of the Communist Party of
China (CPC) Central Committee and the State Council, the PBC took the initiative to
adapt to the new normal of economic development. Specifically, the PBC adhered

to the general guideline of seeking progress while maintaining stability, continued to

implement sound monetary policy, flexibly used price and volume monetary-policy

instruments, further improved the macro-prudential policy framework, strengthened

fine-tuning and preemptive adjustment, maintained appropriate and adequate

liquidity situation, guided the lowering of financing costs, promoted economic

restructuring, and at the same time firmly promoted market-based financial reform
and further improved the monetary-policy framework. ll

The mix of policy instruments and term
structures were optimized to ensure
appropriate and adequate liquidity

Affected by factors such as expected
interest rate hike of the U.S. Federal Reserve
and the change in RMB equivalent of
foreign exchange purchases, the supply and
demand pattern of liquidity in the banking
system changed greatly during 2015. In
addition, various uncertainties such as stock
market volatility, local government debt
binge, and etc., also affected the supply and
demand of liquidity. These have increased
the difficulty and complexity of liquidity
management. In view of the change in the
liquidity situation, the PBC timely adjusted
the operating direction of monetary-policy
instruments, flexibly provided liquidity
with various terms, and maintained the
reasonable and adequate liquidity in the
banking system, thus playing an important
role in promoting the steady slide of money
market interest rates and the lowering of

THE PEOPLE'S BANK OF CHINA
2015 Annual Report

social financing costs. The PBC lowered
deposit reserve requirement ratio five times,
in order to compensate for the long-term
liquidity gap. The PBC flexibly carried out
open market operations mainly via reverse
repos and Short-term Liquidity Operations
(SLO), effectively smoothing out short-term
liquidity fluctuations. It also used central
bank lending, Standing Lending Facility
(SLF), Medium-term Lending Facility (MLF),
Pledged Supplementary Lending (PSL) and
other tools, to timely provide liquidity to the
banking system. The PBC expanded the
pilot scope of credit-asset pledged central
bank lending program to 11 provinces
(municipalities), constructed the PBC internal
rating system, and improved the PBC
collateral management framework. These
measures have not only expanded channels
for small and medium financial institutions
to access central bank funding, but also
provided safeguard for the safety of central
bank assets.



Using the price leverage to guide the
slide of market interest rates

Given the increased downward pressures
in the economy and the subdued price
levels, and etc., the PBC timely and
appropriately adjusted the prices of funds,
guided and stabilized market expectations,
and in turn lowered social financing costs.
It successively lowered the benchmark
lending and deposit interest rates rates five
times, with 1-year loan and 1-year deposit
benchmark interest rates lowered to 4.35
percent and 1.5 percent respectively. It
guided 7-day repo interest rate to move
lower nine times with the year-end repo
interest rate standing at 2.25 percent and
the corresponding money market rates
trending down steadily. At the same time,
the PBC paid more attention to stabilizing
short-end interest rates, clearing up interest
rate transmission channels, and exploring
ways to build an interest-rate corridor
mechanism. The PBC also promoted the
SLF operations at its branches across China,
explored SLF role as the upper limit of the
interest-rates corridor, and explored the MLF
role in leading mid-term interest rates when
using it to increase liquidity to the market.

The macro-prudential policy framework
was improved to guide reasonable
growth of money and credit

First, the dynamic adjustment mechanism
of the differentiated reserve requirement
ratios was upgraded into Macro-prudential
Assessment (MPA). Starting from 2016, the
PBC conducted multi-dimensional guidance
on the operation of financial institutions

in the following seven aspects: capital
and leverage, balance sheet, liquidity,
pricing behavior, asset quality, cross-
border financing risks, and credit policy
implementation, in order to establish a
more comprehensive and resilient macro-
prudential policy framework and guide
financial institutions to strengthen self-
regulation and self-management. Second,
the PBC conducted research on establishing
a macro-prudential policy framework on
capital flow management, incorporating
information such as foreign exchange
liquidity and cross-border capital flows into
the scope of macro-prudential management.
The PBC also collected a risk reserve on
forward sales of foreign exchange, expanded
the macro-prudential management of overall
integrated local and foreign currency cross-
border financing, and applied the normal
reserve requirement ratio to offshore financial
institution’s onshore deposits.

More efforts was made with regard to
key areas and weak links to support
structural adjustment and upgrade

First, targeted cuts in reserve requirement
ratio were deployed to provide positive
incentives and structural adjustment
guidance. Relatively low reserve requirement
ratios were applied to small- and medium-
sized financial institutions and rural financial
institutions. Targeted cuts in reserve
requirement ratios were made five times, the
accumulated above normal cuts amounting
to 0.5 to 6.5 percentage points. Second,
credit policy-related central bank lending
and discounts were used to promote optimal
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lending structure. The limits on agriculture-
related and small-enterprise-related central
bank lending and discounts were raised
and interest rates on credit policy-related
lending were lowered twice. Third, the
administrative rules on agriculture-related
central bank lending were improved and the
research on setting up poverty alleviation-
related central bank lending was carried out.
Implementing the decisions of the Central
Poverty Alleviation and Development Work
Conference, the PBC stepped up its efforts
in providing financial support to poverty
alleviation, studied relevant approaches
and set up poverty alleviation-related
lending mechanism under the framework
of lending to the agriculture sector and
applied a more favorable interest rate, in
order to guide financial resources to flow
to poverty-stricken areas and to improve
the financial services targeted at poverty
alleviation and development. Fourth, support
to the Pledged Supplementary Lending
(PSL) by developmental and policy financial
institutions was strengthened. The PSL
targets have been expanded from China
Development Bank to the Agricultural
Development Bank of China and the Export-
Import Bank of China. The PSL was used to
support loans for renovation of shanty towns,
major water conservancy projects and RMB
“going global” projects.

|J!

Reform measures and macro-prudential
management was combined to improve
the efficiency of the financial sector

First, the PBC accelerated market-
based interest rate reform, while constantly
improved the market-oriented interest rate
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formation and transmission mechanism. In
October 2015, the PBC removed the upper
limit of deposit interest rates. This marked
the end of the control for interest rate
and was a significant step in the market-
based interest rate reform. The members
of the self-regulatory mechanism for market
interest-rate pricing were expanded, and
the mechanism was further improved. The
PBC actively promoted the establishment of
provincial self-regulatory mechanisms across
China to strengthen industry self-regulation
and guidance on interest rate pricing for
small and medium financial institutions, and
to maintain a fair market competition order.
The PBC worked on further strengthening
the construction of Shanghai Interbank
Offered Rate (Shibor) and Loan Prime Rate
(LPR), and fostering and improving the
financial market benchmark rate system.
The interbank certificate of deposit business
was promoted; the issuance of large-
denomination certificate of deposit to
businesses and individuals was launched;
and, the market-priced liability products of
commercial banks were expanded. Second,
the PBC continued to proceed with the
reform of market-based RMB exchange
rate regime in a sound and orderly manner.
On August 11, 2015, Chinese authorities
improved the quotation mechanism of
the central parity of the RMB against the
USD, stressing that the quotes of central
parity should refer to the closing rate of the
interbank foreign exchange market of the
previous day so as to reflect the change in
market supply and demand. On December
11, 2015, China Foreign Exchange Trade
System (CFETS) released RMB exchange
rate index, putting great emphasis on the



value of RMB with reference to a basket
of currencies, so as to better maintain
the basic stability of RMB exchange rate
against a basket of currencies. Thus,
the RMB exchange rate regime, which
is based on market supply and demand
and referred to a basket of currencies, is
further strengthened, and with balanced
consideration given to reflecting the market
supply and demand, maintaining the basic
stability of RMB exchange rate against a
basket of currencies and stabilizing market
expectations. Further steps were taken to
promote the development of RMB direct
trading market. In November 2015, the
RMB/CHF direct trading was launched in the
interbank foreign exchange market. Third,
an averaging method was used in assessing
required reserves. Starting September 15,
2015, the averaging method was used in
assessing required reserves. At the initial
stage, the new method was applied in
small steps and in a prudent manner with
the end-of-day overdraft limit applied. The
reformed assessment method can not only
provide a buffer mechanism and increased
flexibility for financial institutions in managing
liquidity, but also help improve the monetary-
policy transmission mechanism, creating
proper conditions for the transformation of
monetary-policy operation framework.

Monetary policy communication was
strengthened to appropriately guide
market expectations

The PBC promulgated policies through
various channels, including publications
such as Monetary Policy Report and
Regional Financial Performance Report.

After the promulgation of major policies,
the PBC used various platforms such as
press releases, press conferences or media
briefings, interviews by journalists, online
interviews, and expert interpretation to
provide information about the background,
progress and implementation of policy
measures in response to expressed
social concerns. The timely disclosure of
monetary policy operation was improved
with immediate release of information
on open market operations, SLF and
other operations. Greater transparency of
monetary policy is conducive to boosting
market confidence and stabilizing public
expectations.

Overall, the sound monetary policy
has achieved good outcomes. There
was appropriately adequate liquidity in
the market; the money market operated
smoothly; the lending rates of financial
institutions declined noticeably; the flexibility
of RMB exchange rate was enhanced; the
money and credit and all-system financing
aggregates maintained a rapid but stable
growth; and, the credit structure was
optimized. All of the above have created a
suitable monetary and financial environment
for the restructuring and transformation and
upgrade of the economy.

Monetary policy outlook

In 2016, the PBC will earnestly implement the
decisions of the 18th CPC National Congress,
the Third, Fourth, and Fifth Plenary Sessions
of the 18th CPC Central Committee and the
Central Economic Work Conferences, and will
follow the strategic arrangements of the Party
Central Committee and the State Council. The
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PBC will adhere to reform and opening up,
adhere to the guideline of making progress
while maintaining stability and the overall
principle of maintaining stable macroeconomic
policies while adopting flexible microeconomic
policies, take the initiative to adapt to the new
normal of economic development, and maintain
policy consistency and stability. The PBC will
continue to implement a sound monetary
policy that is neither too tight nor too loose,
conduct timely and appropriate fine-tuning and
preemptive adjustment, enhance policy focus
and flexibility, and manage aggregate demand
in the supply-side structural reform, in order
to create a neutral and fitting monetary and
financial environment for structural reforms
and to promote sustainable and balanced
development of the economy. There will be
an increased focus on reform and innovation
and more measures to integrated reform and
macroeconomic management, to combine
monetary policy adjustment with in-depth
reform, and to enable the market to play a more
decisive role in resource allocation. Measures
will be adopted in view of the deepening
of financing and innovation to improve the
monetary-policy framework, to strengthen
price-based adjustment and transmission
mechanism, to smooth transmission of
monetary policies to the real economy, to
address the outstanding issues emerging in
the economic and financial operations, and to
improve the efficiency of the financial system
and its ability to serve the real economy.
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First, the PBC will deploy a combination
of monetary-policy instruments, optimize
policy mix, strengthen and improve macro-
prudential management, plan and implement
macro-prudential assessment, maintain
appropriate liquidity situation, and achieve
appropriate growth of money, credit and all-
system financing aggregates.

Second, the stock of credit assets will be
revitalized and new loans will be optimized
to support the structural adjustment,
transformation and upgrading of the
economy.

Third, the market-based interest rate
reform and the RMB exchange-rate regime
reform will be deepened to improve efficiency
in the allocation of financial resources and to
improve the monetary-policy framework.

Fourth, there will be continued efforts to
improve the system of financial markets in
order to support the role of financial markets
in preserving stable economic growth,
supporting economic structural adjustments,
transformation and upgrading, deepening
reform and opening up, and preventing
financial risks.

Fifth, the reform of financial institutions
will be deepened to improve financial
services by increasing supply and enhancing
competition.

Sixth, effective measures will be adopted
to mitigate systemic financial risks and to
preserve stability in the financial system. B



Critical Progress Made in the Market-Based Interest [l 00

Rate Reform

Market-based interest rate reform is
one of the most central tasks in China’s
financial sector reform. In recent years,
China’s market-based interest rate reform
was expedited and made critical progress,
consistent with the strategic arrangements
of the Central Committee of the Communist
Party of China and the State Council.
At present, interest rates are basically
liberalized, while interest rate formation and
adjustment mechanisms keep improving,
which has created favorable conditions
for market to fully play a decisive role in
resource allocation.

First, interest rates are basically liberalized.
In March and May 2015, the PBC increased
the upper limit for RMB deposit rates from
1.2 times the benchmark to 1.3 times
and 1.5 times respectively. In August, the
upper limit for deposit rates above one
year (excluding one-year) was removed. In
October, the floating ceiling of deposit rates
at commercial banks and rural cooperative
financial institutions was lifted. In May
2015, the upper limit of small-amount
foreign currency deposit rates was removed
nationwide.

Second, the self-discipline mechanism
of market rate pricing was improved
continuously. Membership of the self-
discipline mechanism was further expanded
to 643, including 10 core members, 469
basic members and 164 observers. The self-
discipline mechanism played an important
role in the self-discipline of financial
institutions regarding independent pricing,

maintaining market rate pricing order and
orderly promoting interest rate liberalization.

Third, financial product innovation was
advanced in a well-sequenced manner.
Efforts were made to promote the issuance
and trading of interbank certificates of
deposit (CDs), introduce large-value CDs for
enterprises and individuals, and continuously
expand the scope of market-based pricing
for liability products by commercial banks.
The annual cumulative issuance of interbank
CDs posted 5.3 trillion yuan, and trading on
secondary market reached 18.4 ftrillion yuan.
The cumulative issuance of large-value CDs
was 2.3 trillion yuan. The orderly increase
in the size of CD issuance and trading not
only effectively improved banks’ capacity for
active liability management and independent
pricing, but also accumulated precious
experience for carrying forward market-
based interest rate reform.

The expedited market-based interest rate
reform, on the one hand, injected new vitality
into the transformation and development
of financial institutions, which would help
financial institutions further improve the
capacity for independent pricing, refine
financial services, and enhance the ability
to pursue sustainable growth. On the other
hand, the reform created conditions for
transforming monetary policy framework,
which would enable interest rates to truly
reflect market supply and demand, and
provide an important reference for central
banks to adjust the level of interest rate
so as to improve the efficiency of macro
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adjustment. Besides, it was also of great
significance in that it could allow the market to
fully play a decisive role in resource allocation.

The PBC took advantage of good timing
when the price level remained subdued
and market rate showed a downward
trend to generally liberalize interest rates,
which showed positive effects. Interest rate
pricing behaviors of financial institutions
were relatively rational amid a multi-tiered
interest rate pricing pattern with competitive
differentiation. Besides, the market-based
interest rate formation and adjustment
mechanisms kept improving, which would
also contribute to lower social financing
costs, and foster a suitable monetary
and financial environment for sound and
sustainable economic growth.

China’s market-based interest rate reform
entered a new phase after administrative
restrictions on interest rates were lifted
with the core task shifting to speeding up
the development of interest rates formation
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and adjustment mechanisms tailored to
market needs. During the next step, the
PBC would continue to deepen the market-
based interest rate reform, urge financial
institutions to improve internal control
arrangements, improve the capacity for
independent and reasonable pricing as well
as risk management, focus on fostering
benchmark market rates and yield curves,
and continuously improve the market-based
interest rate formation mechanism. The
central bank’s policy rate system would be
improved, with stronger capacity for interest
rate adjustments. Efforts would be made
to smooth the transmission mechanism
of central bank’s policy rates to financial
markets and real economy. Three lines of
defense, which refers to financial institutions,
self-discipline mechanism and the central
bank, should be given full play. Irrational
pricing by financial institutions should be
supervised and regulated, with effective
incentives and constraints on interest rate
pricing behaviors so as to maintain fair and
reasonable pricing. W



CREDIT POLICY

In 2015, the People’s Bank of China (PBC) actively adapted its policy to the
New Normal in economic development by strengthening the coordination of credit

policy and industrial policy, improving ways to implement credit policy, diversifying

credit policy operations, and enhancing effects of credit policy. Credit policy was

given full play in stabilizing growth, adjusting structure, transforming growth pattern

and benefiting people’s livelihood. Financial institutions were encouraged to step

up support for key and weak sectors so as to improve the quality and efficiency of
national economy as well as promote sound and sustainable development. B

Actively facilitate economic restructuring
along with industrial transformation and
upgrading

The PBC followed the requirements of
macro adjustment and industrial policy,
and encouraged financial institutions to
improve credit management institutions,
optimize credit structure, and beef up
support for technological upgrading by
enterprises, strategic emerging industries,
“Made in China 2025”, as well as mass
entrepreneurship and innovation. It led
the effort to publish Several Opinions on
Providing Financial Support for Stabilizing
Growth, Adjusting Structure and Increasing
Efficiency in Industry in a bid to promote
the expedited industrial transformation
and upgrading. Financial institutions were
encouraged and guided to speed up
product and service innovation, and provide
a strong support for the development of
such sectors as services, domestic trade
circulation, exports, science and technology,
and culture. More efforts were made to
properly handle financial services aimed
at easing conflicts arising from reducing
excess capacity. At the end of the year,

outstanding medium- and long-term loans
to sectors with excess capacity went up 1.5
percent year on year, down 2.4 percentage
points compared with the growth at the end
of last year. Banking financial institutions
were encouraged to boost green credit by
continuously improving financial services
for energy-saving and emission reduction,
low-carbon economy, circular economy,
as well as pollution prevention and control.
They were also encouraged to provide more
financial support and services to promote
consumption. Efforts were made to provide
credit policy guidance on the coordinated
development of Beijing, Tianjin and Hebei in
an attempt to continuously improve financial
services for the coordinated development of
these three places.

Enhance financial services for agriculture,
farmers and rural areas as well as small
and micro businesses

The PBC deepened rural financial reform
and innovation, steadily advanced the pilot
program of loans collateralized with the
business right of rural contracted land and
property right of farmer’s housing in a well-
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sequenced manner based on laws, and
effectively revitalize rural resources, funds
and assets so as to promote expedited
agricultural modernization. Credit support
for agro-linked projects such as new type
of agriculture and hydraulic projects was
enhanced through designating a leading
bank for each project and ad hoc bridge
loans to actively support the Going Global
initiative of the agricultural sector. Small
and medium-sized enterprises (SMEs)
were encouraged to raise funds by issuing
non-financial enterprise debt financing
instruments, and eligible financial institutions
were given support in issuing financial
bonds for the specific purpose of extending
loans to small and micro businesses. The
assessment of credit policy effects was
improved to ensure financial policies rolled
out by the central government and financial
authorities on agriculture, farmers and rural
areas as well as small and micro businesses
could be fully implemented. As of the year-
end, outstanding agro-linked loans in broad
statistical terms went up 11.7 percent over
2014 to 26.4 trillion yuan, and outstanding
loans provided by financial institutions to
small and micro businesses jumped 13.9
percent year on year to 17.4 trillion yuan.

Step up financial support for such key
areas as poverty relief, employment
and minorities

In line with the overall arrangement by
the central government regarding poverty
relief and development, the PBC proposed
financial policy measures for targeted poverty
relief based on research to strengthen the
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interface between financial services and
targeted poverty relief. Considerable efforts
were made to promote financial inclusion and
support the development of poverty-stricken
areas as well as lift the poor out of poverty
and help them live a well-off life. As of the
year-end, outstanding RMB loans to poverty-
stricken areas posted 4.15 trillion yuan, a
year-on-year increase of 18.17 percent, 3.14
percentage points higher than the national
average growth. Investment and financing
channels for start-ups were broadened in
a bid to provide strong support for college
graduates, urban residents having difficulty in
finding a job and veterans to get employed
and start their own businesses. As of the
year-end, outstanding micro collateralized
loans extended by financial institutions
nationwide posted 78.69 billion yuan, and
outstanding student loans added 13.7
percent over the previous year, reaching
69.73 billion yuan. The PBC assisted relevant
departments in improving national policies on
student loans. Financial services in regions
populated by ethnic groups were further
improved. The PBC continued to oversee
the implementation of preferential policies
designed for minorities, including preferential
interest rates on loans for minority trade
and manufacturing of minority goods, and
encouraged, along with guidance, financial
institutions to increase credit support for
regions populated by ethnic groups.

Further improve housing financial services

The minimum percentage for down
payment in personal housing loans was
lowered twice to bolster reasonable



housing consumption. In accordance with
the principle of providing differentiated
guidance and adopting policies by taking
into account local circumstances, the
PBC developed a nationwide region-
specific differentiated housing credit policy
system under which each province could
make adjustments by themselves based
on a self-discipline mechanism. It assisted
the Ministry of Housing and Urban-Rural
Development in reforming institutions on
housing provident fund and exploring the
development of a long-term mechanism for
replenishing liquidity at the housing provident
fund center. Guidance was offered to the
Shanghai Housing Provident Fund Center
when it issued, on a trial basis, 7 billion yuan
securitized products backed by housing
provident fund loans on the interbank bond
market. The PBC explored the securitization
of loans for shanty town renovation by
supporting the China Development Bank
(CDB) in issuing 3.04 billion yuan securitized
products backed by shanty town renovation
loans, first of its kind in China. It continued
to support reasonable financing needs of the
real estate sector by facilitating the issuance
of non-financial enterprise debt financing
instruments by real estate enterprises on
the interbank market and pushing forward
the issuance of mortgage-backed securities
(MBSs) by banking financial institutions on
the interbank market. The pilot program
of extending loans collateralized with the
property right of farmers’ housing was
launched.

Properly deal with financial services related
to local government debt management,
and support the innovation of investment
and financing systems for urban development

The PBC assisted the Ministry of Finance
(MOF) in publishing the Opinions on
Properly Addressing Follow-up Financing
of Ongoing Projects by Local Government
Financing Vehicles to support the orderly
progress of projects under construction. It
took part in the institution building related
to the supervision and regulation of special
construction fund to promoted the regulated
operation of special construction fund
and support the swift disbursement of
special fund so as to tackle key problems
constraining investment growth in time.
Efforts were made to innovate the investment
and financing mechanism for supply of
public goods, and guide financial institutions
to increase financial support for franchised
programs and public-private partnerships.
Financing support for the urban underground
pipe gallery construction and the
development of sponge cities was improved
to drive effective investment focusing on
increasing supply of public goods.

Promote the innovation on credit asset
securitization market

The PBC issued a circular, specifying
operational procedures for separate
discretionary issues of credit asset-backed
securities with one-time registration. It

offered guidance to the National Association
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of Financial Market Institutional Investors
(NAFMII) in drafting information disclosure
guidelines for different types of underlying
assets. Market constraint and incentive
mechanisms were improved along with ex
post management as well as management
during the issuance process. Credit asset-
backed securities were diversified, the scope

of issuers and investors was expanded,

Targeted Financial Support for Poverty Alleviation

Multiple measures were taken to push forward
targeted financial support for poverty alleviation
with vigorously developing inclusive finance as
the focal point

In accordance with the overall deployment
and requirements of poverty alleviation
and development tasks of the CPC Central
Committee and the State Council, the PBC
has spared no efforts in promoting the
development of inclusive finance and done
its best in providing financial support to
facilitate the mission of poverty alleviation.
The measures taken include using multiple
monetary policy tools, strengthening credit
policy guidance, promoting innovation in
financial products and services, strengthening
financial infrastructure construction and
optimizing financial ecological environment in
the poverty-stricken areas.

First, a combination of monetary

THE PEOPLE'S BANK OF CHINA
2015 Annual Report

and product standards and liquidity on
secondary market were improved. As of the
year-end, 198 credit asset-backed securities
were issued by financial institutions with a
cumulative value of 782.5 billion yuan and
the outstanding value being 531.1 billion.
Among it, 104 were issued in 2015 with the
size of issuance being 398.7 billion yuan, a
year-on-year gain of 123.7 billion yuan. B

policy tools were deployed, including
making full use of differentiated reserve
requirement ratio and increasing central
bank agriculture-linked lending. The central
bank agriculture- linked loans to financial
institutions in poverty-stricken areas were
issued at a rate of 1 percentage point lower
than the rate of normal agriculture linked
central bank lending. Second, credit policy
guidance was strengthened. In December
2015, the PBC, together with the National
Development and Reform Commission,
the Ministry of Finance, China Banking
Regulatory Commission, China Insurance
Regulatory Commission, China Securities
Regulatory Commission, and the State
Council Leading Group Office of Poverty
Alleviation and Development, jointly held a
national teleconference to launch the national
work-plan on using finance to promote
poverty alleviation. Third, innovation in
financial products and services targeted at



poverty-stricken areas were actively pursued.
The related measures included selecting 67
poverty-stricken counties to participate in the
pilot program of issuing loans collateralize
with operation rights for contracted land and
user rights for rural housing land, effectively
broadening the pool of mortgage collaterals.
Also, efforts were put into promoting
poverty alleviation discount interest loans,
and doing research and improving policies
on entrepreneurship secured loans and
subsidized student loans, so as to support
local entrepreneurship and employment
and poor students’ access to education.
Fourth, financial infrastructure construction
in poverty-stricken areas was strengthened.
Measures were taken to enhance farmers’
use of bank card making withdrawals and
bankcard services for migrant workers and
to popularize settlement accounts, building a
multi-leveled, extensive network of payment
services and enhancing the poor farming
households’ access to financial services.
The Proposal on Aiding-farmers Withdrawal
Service Policy Subsidy was drawn to put
forward specific subsidy standards reflecting
the special difficulties in poverty-stricken
areas to facilitate poverty alleviation. The
program of building “credit households,
credit villages, credit townships (towns)”
were actively introduced to help people take
advantage of credit information to secure
financing. Fifth, greater efforts were put
into financial literacy outreach to create a
favorable environment for financial services
to support development-oriented poverty
alleviation.

As a result of constant efforts in
promoting inclusive financial services in
poverty-stricken areas, loans to these areas
maintained rapid growth and the coverage
of basic financial services was expanded
constantly, reflecting the continued efforts
in using finance to support poor households
to reduce poverty and become prosperous.
As of the end of the year, the outstanding
RMB loans in China’s poverty-stricken
areas (a total of 832 counties, including 680
counties in the concentrated contiguous
severe poverty-stricken areas and 152 key
counties in the non-concentrated contiguous
severe poverty-stricken areas) was RMB4.15
trillion, a year on year increase of 18.17
percent, 3.14 percentage points higher than
the national average growth rate. In these
areas, there were 5 185 county-level banking
financial institutions with 43 598 outlets
providing services. The numbers of branches
of securities companies and of insurance
companies were 167 and 5 315 respectively.
In poverty-stricken areas, there were a total
of 1.208 million ATM machines and POS
devices, and other self-service equipment.

Forming “Tiandong Model” of using targeted
financial support to reduce poverty, with
rural financial reform as the focal point

At the Central Poverty Alleviation and
Development Work Conference, held in
November 2015, General Secretary Xl
Jinping highly praised the achievements
made in Tiandong County, Guangdong
Province in taking advantage of finance
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to alleviate poverty. He pointed out that
“Tiandong County effectively addressed
the financing difficulties faced by poor
households, through the construction of six
financial service systems, namely, institution,
credit, payment, insurance, guarantee, and
village-level service organization. As a result,
the farming household’s loan coverage
reached 90 percent”. The main experiences
of “Tiandong model” in leveraging finance to

alleviate poverty include the following:

First, the financial system was improved
through building the institutional system
and expanding financial service providers.
Multiple financial institutions, such as banks,
securities companies, insurance companies,
guarantee companies, small loan companies,
and rural funding cooperatives, and etc. have
set up shop in Tiandong County. Second,
the credit information system was improved
to allow farmers easier access to small-sum
loans. “Tiandong Farming Households Credit
Information Collecting and Rating System”
was set up and the credit information and
poverty alleviation information management
were integrated. Poor households can
rely on credit ratings to get collateral-free
and guarantee-free loans and they can
obtain a loan of RMB1 000 to 100 000 in
one day. During the past five years, the
small-sum loans granted to 59 000 farming
households have amounted to RMB2.28
billion, whereas loans granted to 9 145
poor households reached RMB456 million.
Third, the village-level financial services
system was improved, and the mechanism
of “rural finance handled in villages” was

set up. All poor villages in the entire county
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set up “agriculture-related financial service
offices” with designated financial service
councilors, allowing basic financial services
such as credit information collection,
pre-loan investigation, post-loan debt
collection, insurance services, and financial
knowledge dissemination, be handled at the
village level. Fourth, the payment system
was improved to address the difficulties of
payment and settlement problems faced by
poor farmers. POS devices and telephones
for making money transfers were installed in
all poor villages, thus the farmers can handle
deposits and withdrawals of no more than
RMB2 000 without leaving their villages. As a
result, Tiandong became China’s first county
to have achieved “transferring payments by
phone at each of its village”. Fifth, insurance
system was strengthened to afford protection
for poor farmers’ production and their living.
Insurance on diversifying production risk of
13 agricultural products, such as mango,
was offered. The insurance companies and
banks worked together to promote services
of “small farming households + small loans +
small insurance” and diversification of risks,
and provided the accidental injury insurance
for left-behind children, insurance for the
disabled, and other insurance products to
protect the poor. Sixth, the guarantee system
was strengthened and the financing channels
for people living in poverty-stricken areas
were expanded. Financing and guarantee
companies were set up to help farmers to get
loans. The accumulated guaranteed financings
totaled RMB145 million with greater emphasis
on small and micro agricultural companies
engaging poverty alleviation and specialized
large breeding farms. W



FINANCIAL LEGISLATION

In 2015, the PBC continued to focus on improving the system of financial laws
and regulations in line with the decisions and arrangements of the CPC Central

Committee on fully promoting rule of law and building a law-governed government

and by centering upon the mainstream of deepening financial reform. Efforts were

made to properly deal with international financial legal affairs, strengthen law-

governed administration and development of legal services, enhance the study of

rule of law in financial sector, and deepen education of rule of law in financial sector

so as to provide an effective support for fulfilling mandates in line with laws and
promoting financial reform and development. B

Focus on advancing financial legislation

Financial laws and institutions are the
important corner stone to support orderly
financial market development and maintain
financial stability. In 2015, the PBC adhered
to making laws in a scientific and democratic
way and made new progress in formulating,
amending, revoking and interpreting financial
laws and regulations. First, it actively
assisted the National People’s Congress and
relevant leading departments in formulating
or amending laws and regulations related
to fulfilling mandates, such as the Law on
Commercial Banks, the Securities Law, the
Law on the Futures, the Law on E-commerce,
and the Regulations on the Implementation
of Budget Law. Second, it promoted the
development of the Regulations on Deposit
Insurance, which set out ground rules
for China’s deposit insurance scheme,
including the objectives, coverage, source
of deposit insurance fund and management
mechanism. It improved China’s financial
safety net. Third, it led the drafting of the
Regulations on Non-depository Lending
Agencies, which was issued by the Legal

Affairs Office of the State Council in August
as an exposure draft. Fourth, it expedited
the revision of the Regulations on Foreign
Exchange Administration according to the
annual legislation plan of the State Council.
Fifth, after consulting with departments
concerned, it submitted to the State Council
the suggested revision of the Regulations
on Cash Management. Sixth, it steadily
pushed forward the revision of the Law on
the People’s Bank of China. Seventh, it
formulated and cleaned up regulations and
normative documents. The Administrative
Measures on Imports and Exports of Gold
and Gold Products, the Administrative
Measures for Online Payment Business
of Non-bank Payment Institutions, the
Measures for Supervising and Regulating
Participants in Payment Systems, the
Provisional Administrative Measures for
Large-denomination Certificates of Deposit
were unveiled. In line with requirements of
the State Council on enterprise registration
reform, the PBC cleaned up relevant
regulations and normative documents by
revoking or amending those that could not
meet the requirements.
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Regulate the development of Internet
finance and engage in recovery of corrupt
assets and repatriation of fugitives from
abroad

The Guiding Opinions on Promoting the
Healthy Development of Internet Finance
was issued, which proposed a series of
policy measures for encouraging innovation
and supporting the steady development
of Internet finance, set down regulatory
principles and division of labor for major
business forms of Internet finance, specified
regulatory responsibilities, and clearly defined
the dividing line among businesses. It also
put forward specific requirements regarding
improving administration and preventing
risks in such aspects as the administration
of the industry, fund depository, information
disclosure, consumer rights protection,
cyber and information security, anti-money
laundering and prevention of financial crimes.
The Administrative Measures for Online
Payment Business of Non-bank Payment
Institutions was issued to further tighten
regulation of online payment activities. In
addition, efforts were made to promote the
establishment of National Internet Finance
Association of China to strengthen self-
discipline in Internet finance and promote
the regulated and sound development of this
sector. The PBC assisted in the recovery of
corrupt assets and repatriation of fugitives
from abroad under the anti-corruption drive
by leading the inter-departmental campaign
on cracking down on transfers of illegal
funds through off-shore companies and
underground banks, which saw remarkable
effects.
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Earnestly deal with international
financial legal affairs

The PBC actively participated in
improving international economic and
financial governance to protect China’s
rights and interests in financial development.
In line with the overall arrangement of
the State Council, it played a leading role
in completing negotiations with the U.S.
on intergovernmental agreement on the
U.S. Foreign Account Tax Compliance
Act (FATCA). It undertook work related
to China-U.S. and China-EU bilateral
investment treaty (BIT) negotiations,
organized the 99th committee meeting of
the Committee on International Monetary
Law of the International Law Association,
and attended the First Legal Affairs Meeting
of the European Central Bank and delivered
a speech, holding in-depth exchanges on
post-crisis central bank governance reform,
the international role of the RMB, and
Europe’s Capital Markets Union.

Fully strengthen law-based administra-
tion

The PBC strengthened institutions of law-
based administration and capacity building
by actively implementing the requirements
of the State Council regarding streamlining
administration and delegating powers,
exercising administration while delegating
powers, and optimizing services. First,
it vigorously reformed the institution of
administrative approvals, as it cancelled
the approval of bond transaction and
circulation on interbank bond market, with



the number of administrative approvals
reduced from 24 at end-2013 to 17. It fully
sorted out and cancelled 14 intermediary
services in administrative approvals with
only one service maintained. It compiled the
PBC’s negative list of market access and
service guide for administrative approvals,
and developed an online platform for
handling issues related to administrative
approvals. To further change the mindset,
the PBC studied in time how to strengthen
concurrent and ex-post regulation, optimize
procedures and improve efficiency. Second,
focus was put on improving institutions
of law-based administration. The PBC
published the amended Administrative
Measures of the People’s Bank of China
for Law Enforcement Certificate and
drafted the Formulation Procedures and
Administrative Rules of the People’s Bank
of China for Normative Documents. Third,
the PBC continued to strictly regulate law
enforcement to ensure it is fair and polite.
[t promoted comprehensive inspection of
law enforcement and information disclosure
regarding administrative law enforcement,
and put in place a random inspection
mechanism to improve the efficacy of
financial administration. Fourth, the PBC
handled cases of administrative review
based on laws. During the year, it received a
total of 79 administrative review applications.
Through handling administrative reviews
based on laws and regulating behaviors in
administrative law enforcement, it improved
performance in law-based administration.

Improve the quality of legal consultancy

The PBC explored the development of
a legal risk prevention and control system
and the arrangements of appointing external
lawyers. It designed the sample contract
text and distributed to PBC branches for
reference. It strengthened legal review
of contracts, agreements, administrative
law enforcement documents and replies
regarding government information disclosure.
The system of guidance on addressing
classic cases was put in place. Sources
of risk in legal affairs were sorted out and
distributed to branches regularly. The PBC
actively studied experience in dealing with
cases and techniques to handle lawsuits,
and properly handled various lawsuits and
disputes. It promoted the development of
information system for legal affairs to make
financial legislation more information-based
and more regulated.

Enhance research on financial legislation

Thematic research on financial legislation
was enhanced by focusing on financial
legislation programs and major legal issues
that need to be addressed in deepening
financial reforms. Research papers, such
as the Legal Issues and Thoughts on
Solutions in the Issuance and Use of Digital
Currency and the Research of Central Bank
Governance Structure, were completed.
The joint research program with the Asian
Development Bank, the Comparative
Study on Post-crisis Central Bank Act,
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was completed. An international seminar
on central bank legal institutions was held
jointly with the European Commission
Delegation to China. The book titled the
Theory and Practice of Central Bank Act
was compiled and improved. In-depth study

Development of Legislation on Internet Finance

Internet finance is a new type of financial
business model built on Internet technology
and information telecommunication technology
through which conventional financial
institutions and Internet enterprises could
provide such services as financing, payment,
investment and information intermediation.
[t mainly includes Internet payment, online
lending, crowd equity financing, Internet
fund sales, Internet insurance, Internet
trust and Internet consumer finance. In
recent years, Internet finance has shown
a fast growth momentum with increasingly
bigger influence. To encourage innovation in
Internet finance and prevent systemic risks
at the same time, the PBC intensified efforts
regarding the development of legislation on
Internet finance so as to promote regulated

and sound development of Internet finance.

Publish the Guiding Opinions on Promoting
the Healthy Development of Internet Finance
to regulate the innovation and development
of Internet finance

In July 2015, the PBC published in tandem
with other departments the Guiding Opinions
on Promoting the Healthy Development of
Internet Finance (hereinafter referred to as
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was carried out on topical legal issues in
fulfilling mandates, including online lending,
regulation of Internet finance, bill business,
and government information disclosure,
which provided references for decision-
making and specific work. &

the Guiding Opinions). Following the general
requirement of encouraging innovation,
preventing risks, fostering strengths and
avoiding weaknesses, and pursuing healthy
development, the Guiding Opinions regulates
and guides the development of Internet
finance.

First, it has proposed a series of policies
on encouraging innovation and supporting
the steady development of Internet finance.
It encourages innovation of Internet finance
platforms, products and services to activate
market dynamics. Institutions engaged in
Internet finance are encouraged to forge
cooperation to complement each other.
Financing channels for these institutions are
expanded as an effort to improve financing
environment.

Second, case specific guidance was
offered and the regulatory responsibilities for
Internet finance were clearly spelt out. In line
with the principle of law-based regulation,
proper regulation, case specific regulation,
coordinated regulation, and innovation-
driven regulation, the PBC clearly set down
the division of regulatory responsibilities for



major business models in Internet finance
so as to specify regulatory responsibilities
and clarify the business dividing lines and
minimum requirements for major business
models in Internet finance, such as Internet
payments, individual online lending, online
micro loans, and crowd equity financing.

Third, a series of concrete requirements
for improving institutions was proposed to
regulate market order of Internet finance
and create a favorable environment for the
healthy development of Internet finance.

Fourth, policy arrangements on streamlining
administration and delegating powers, improving
fiscal and tax policies, and developing credit
infrastructures were proposed to foster
a supporting service system for Internet
finance.

The Guiding Opinions is a guideline
document for the development of Internet
finance, which has identified the direction for
the development of Internet finance in next
phase, proposed measures, and clarified
requirements. First, it clearly set down
the development philosophy for Internet
finance which focuses both on encouraging
innovation and seeking regulated
development. Several incentive policies and
supporting measures were mapped out to
activate market innovation dynamics and
promote the steady development of Internet
finance. Second, it clearly spelt out the
basic principles and requirements for the
development of major business models in
Internet finance, and clarified the boundary
between legal and illegal activities so as to
crack down on the latter while protecting
the former and prevent relevant risks.
Third, it laid down the regulatory principles

for Internet finance, clarified division of
regulatory responsibilities for major business
models, specified regulatory responsibilities,
and combined encouraging innovation with
tighter regulation in a bid to promote the
healthy growth of Internet finance and better
serve real economy.

Publish the Administrative Measures for
Online Payment Business of Non-bank
Payment Institutions to further regulate
online payments

To encourage innovation in payments,
prevent systemic risks, regulate the market
order of payment services, safeguard
consumers’ legal rights and interests, and
promote the healthy development of online
payments, the PBC issued in December
2015 the Administrative Measures for Online
Payment Business of Non-bank Payment
Institutions (hereinafter referred to as the
Measures), effective on July 1, 2016.

The Measures clearly defined the connotation
and boundaries of online payment business
by non-bank payment institutions by fully
taking into account the need for innovation
and development of payment services
market. It clarified regulatory standards and
rules, and set down institutional arrangements
in a systematic way, including arrangements
on the real-name registration of payment
accounts by payment institutions, business
and risk management, cyber and information
security, risk warning and protection of
customers’ rights and interests, information
disclosure and legal responsibilities. A risk
separation mechanism necessary to stop
cross-market risks in Internet finance was
put in place, and efforts were made to strike
a balance among innovation, convenience
and safety.
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As a supporting regulatory measure to
the Guiding Opinions, the Measures is an
important step in further developing and
improving the system of regulatory rules and
institutions of Internet finance, which plays a
significant role in regulating payment market
development, protecting fair and orderly
competition, balancing payment security
and efficiency, protecting consumers’
legal rights and interests, promoting
payment innovation, and pursuing healthy
development of Internet finance.

Establish the National Internet Finance
Association of China to enhance self-
discipline

To allow self-discipline to play a positive
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role in regulating the market behaviors of
institutions engaged in Internet finance and
protecting the legal rights and interests
related to Internet finance and in line with the
requirements of the Guiding Opinions, the
PBC, together with departments concerned,
actively pushed forward the establishment
and official operation of the National Internet
Finance Association of China (NIFAC). The
NIFAC is a national self-discipline organization
for Internet finance, covering a whole
spectrum of business models. It is expected
to play a positive role in enhancing self-
discipline, promoting regulated development
of the industry, protecting consumers’ rights
and interests, and unleashing the innovation
dynamics of market players. Il



FINANCIAL STABILITY

In 2015, the People’s Bank of China (PBC) focused on two key tasks of
promoting reform-driven development and safeguarding the bottom line of no

risks. It steadfastly pushed forward reform and development, fully implemented

policies on national financial security, steadily advanced the development of

deposit insurance scheme, and strengthened the monitoring, assessment, early

warning and resolution of financial risks. Institutions were improved regarding the

comprehensive operation of the financial sector. The PBC played a bigger role in

making international financial regulatory standards and codes, actively conducted

updated assessment under China’s Financial Sector Assessment Program (FSAP),

continued to properly deal with central bank lending to maintain financial stability,

and defended the bottom line of no systemic or regional financial risks by preventing
and mitigating economic and financial risks.

Continue to enhance daily risk monitoring
and assessment

The PBC fully assessed the soundness of
China’s financial system, issued the China
Financial Stability Report (2015) and the
Regional Financial Stability Report (2015),
and continued to strengthen the day-to-
day monitoring of banking sector, securities
sector, insurance sector and financial holding
companies as well as non-financial institutions
capable of financing. It supervised financial
institutions in reporting major issues so as
to early identify, report and resolve financial
risks. The risk monitoring mechanism was
improved for large problem enterprises, high-
risk listed companies and all types of local
trading venues, and research-based forward-
looking assessment was strengthened
on macro economic developments,
regional financial risks and the trend of
specific sectors. The PBC closely tracked
new developments in burgeoning asset
management sector while trying to get a
clear picture. Based on recent experience

with risk monitoring of cross-sector financial
services, it actively promoted uniform
regulatory rules, clearly identified regulatory
responsibilities, and enhanced regulatory
coordination.

Fully identify potential risks and conduct
ad hoc investigation and research on key
issues

The PBC led the joint effort with relevant
departments to systematically identify and
sort out major potential risks in the financial
sector through in-depth analysis of economic
and financial developments at home and
abroad as well as risk profiles. It analyzed
causes of financial risks and continuously
improved policy measures based on
research to prevent and mitigate financial
risks. During the unexpected turmoil on the
A-share market since June 2015, the PBC
closely monitored market risks, conducted
an in-depth study on dynamics giving rise
to risks, estimated the risk exposure of all
types of financial institutions, and assessed
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the possible impact of different scenario
on financial institutions’ risk exposure.
It also reviewed and reflected on the
unexpected capital market turmoil, took
stock of lessons and experience, studied
the underlying institutional flaws exposed
by the surprise turmoil, and offered policy
recommendations on maintaining sound
capital market performance in the long run
and preventing systemic risks. Targeted
in-depth studies were conducted on the
quality of banking assets, removing advance
payment in share subscription during IPOs,
the daily upper and lower limit for individual
shares and circuit breakers, pilot program
of comprehensive operation in financial
sector and institution reform for financial
regulation. The PBC paid special attention
to and conducted research on encouraging
banking sector to support real economy,
banking sector business environment and
asset quality, leverage ratio of non-financial
sector, innovation-driven development of
financial institutions in securities sector, risks
of all types of local trading venues, payments
when policy matures and surrender risk in
insurance sector, impact of interest rate
cuts and stock market volatility on the
insurance sector, insurance companies
taking massive shares in companies listed in
A-share market, development of catastrophe
disease insurance, and development of asset
management sector.

Further promote financial stability stress
testing and on-site soundness assessment
of financial institutions

Financial stability stress testing on 28
commercial banks was completed, and
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2015 financial stability stress testing for
large securities firms was completed,
first of its kind. The PBC, together with
relevant departments, assessed financial
institutions and financial market risks
through financial risk stress testing. It
continued on-site soundness assessment,
launched targeted assessment of liability
business management, and explored the
on-site soundness assessment of securities
firms and insurance companies. Based on
region-specific circumstances, the PBC
conducted targeted on-site assessment of
high-risk incorporated banking institutions,
interbank activities and wealth management
business, which provided a reference for risk
monitoring and rating.

Fully participate in the making of
international financial regulatory
standards and codes

The PBC continued to get fully engaged in
the work of such international organizations
as the Financial Stability Board (FSB), the
Basel Committee on Banking Supervision
(BCBS) and the Executives’ Meeting of East
Asia-Pacific Central Banks (EMEAP) and
working groups under these organizations. It
played a bigger role in developing the total
loss absorbing capacity (TLAC) for global
systemically important banks (G-SIBs),
and repeatedly shed light on the sharp
difference between G-SIBs from emerging
market economies and those from advanced
economies in asset structure, source of
financing and the level of globalization
during international conferences, high-level
visits, and bilateral consultations. Thus,
they must be treated differently. The TLAC



framework was announced in November
2015. After rounds of consultation, emerging
market economies would take a two-phrase
approach toward G-SIBs in implementing
TLAC, which makes its implementation
of TLAC six years later than that in
advanced economies, which promoted
the development of effective resolution
mechanism for G-SIBs in China.

Active responses to the relevant assess-
ment for China by international organizations

In August 2015, the FSB officially
published the Peer Review of China on
its website, which marked the completion
of the first peer review in China. The
report evaluated China’s macro-prudential
management framework and non-bank credit
intermediation. In October, the International
Monetary Fund (IMF) and the World Bank
Group sent a joint mission to China,
officially kicking off the updated assessment
under the FSAP for China. The mission’s
preliminary decision was to conduct stress
testing for banks as well as analyze and
assess the structure of financial system,
systemic risks and crisis management,
financial inclusion, financial market
infrastructures, and anti-money laundering
and combating financing of terrorism. With
regard to international standards and codes,
the mission would assess China’s efforts in
implementing the Core Principles for Effective
Banking Supervision, the Objectives and
Principles of Securities Regulation, and the

Insurance Core Principles. Besides, the PBC

actively participated relevant work pertaining
to the FSB’s peer review team on banking
resolution mechanism and peer review team
on shadow banking.

Continue to properly respond to financial
risks

The PBC properly dealt with abnormal
cash withdrawals at the outlets of some
institutions, and successfully guided the
restructuring of rural credit cooperatives in
Lixian county, Hebei province. The Beiyin
Rural Commercial Bank was established
on August 31 2015 in Lizhou, Hebei
province, marking the full completion of the
restructuring of 27 rural credit cooperatives
in Lixian county, Hebei province. It played a
significant role in mitigating regional financial
risks, promoting the coordinated economic
development in Beijing, Tianjin and Hebei,
and achieving social and economic stability.

Continue to improve central bank lending
for achieving financial stability and asset
management related to financial stability

The PBC adopted effective differentiated
measures to improve rights protection and
clean-up in central bank lending for the
purpose of financial stability, and conducted
loss identification and write-off in line with
laws and regulations. Further work was
done regarding asset management related
to financial stability. Work was expedited on
the resolution of trust assets in central bank
lending for financial stability. |
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Safeguarding National Financial Security

The Central Committee of the Communist
Party and the State Council has always been
attaching great importance to the national
security issues. Amid new situations and
tasks facing the national security, the Third
Plenary Session of the 18th Central Committee
determined to establish the National Security
Commission of the Communist Party of China
on November 12, 2013, in order to strengthen
the leadership on the work concerning national
security, implement the overall national security
concept and embark on a national security
path with Chinese characteristics which
ensures the security for the people, prioritizes
the political security, solidifies the economic
security, safeguards military, cultural and
social security and advocates international
security.

Financial security, as an important part
of national security, constitutes the solid
basis of the overall national security, and
safeguarding the national financial security
is the important responsibility that the PBC
must be committed to. For the present and
future period of time, China will be faced with
more complex domestic and international
financial situations, with more unstable and
uncertain factors arising. Internationally, the
world economy is on a torturous recovery amid
deep adjustments, with divergent monetary
policies by major economies, increased
volatility of global financial markets, more
complicated geopolitical relations and evident
spillover effects. Domestically, with intertwining
cyclical and structural problems and increasing
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economic downward pressure, some deep-
seated conflicts of the economic management
start to be exposed in the financial sector. In
addition, while the increasing complexity and
interconnectedness of the financial system
are increasing, the long-standing institutional
problems and cross-sector, cross-market
risks start to be accumulating. In face of this
new situation, the PBC will implement the
overall arrangements of safeguarding national
security by the National Security Commission,
prepare to take on this long-term, complex
and daunting task, take into account the
new features and trends of the economic
and financial developments, establish macro-
prudential management system, continuously
deepen the financial reform and opening-
up, and maintain the valuation of RMB on a
reasonable and balanced basis; to reform
financial regulatory regime, enhance modern
financial corporate system, improve regulatory
rules which are in line with China’s situation
and international standards, and bridge the
regulatory gap in the financial innovation to
make regulation sufficiently cover potential
risks in the financial sector; to improve foreign
debt management under the macro-prudential
regulatory system, and prevent large inflow and
outflow of cross-border fund; to strengthen
financial infrastructure construction, improve
the function of deposit insurance system,
considerably enhance financial risk monitoring,
early-warning and crisis response capacity, so
as to protect the national financial security and
firmly safeguard the bottom-line of preventing
systemic and regional financial risks. ll



FINANCIAL REFORM

2015 is the last year of the “Twelfth Five-Year Plan” period. The PBC
conscientiously implemented the decisions of the CPC Central Committee and

the State Council and accelerated financial system reform. Breakthroughs were

witnessed in a series of major reforms in key areas and vital links of the financial

sector. The decisive role of the market in allocating resources was further enhanced.
The drive, vitality and creativity of market entities were stimulated. These progress

greatly improved the quality, efficiency and upgrading of the economy. B

Market-based interest rate reform achieved
significant progress

In October 2015, the ceiling on deposit
interest rates of financial institutions was fully
removed, which represented a key step for
the market-based interest rate reform. At the
same time, the PBC further strengthened
the construction of Shibor and LPR, while
fostering and improving the financial
market benchmark interest rate system.
The PBC continued to promote financial
product innovation in an orderly manner,
continued to promote interbank certificate
of deposit business and the issuance of
large-denomination certificate of deposit
for businesses and individuals. The market-
based pricing of liability products issued by
commercial banks gradually expanded.

The RMB exchange rate regime was
further improved

In August 2015, the PBC further improved
the quotation mechanism of the RMB
central parity against the USD and the
benchmark nature of the RMB central parity
was strengthened significantly. The RMB
exchange rate fluctuated in both directions
and became more flexible and moved

toward the adaptive and equilibrium level.
The CFETS RMB exchange rate index, the
RMB exchange rate index referring to BIS
currency basket and the RMB exchange rate
index referring to SDR currency basket were
launched, guiding the market to view RMB
exchange rate via a basket of currencies.
These indices more comprehensively
reflected the changes in the value of RMB.

The deposit insurance system was
formally launched

On February 17, 2015, Chinese Premier
LI Kegiang signed the No. 660 Decree of the
State Council. The Regulations on Deposit
Insurance was promulgated on March 31 and
became effective on May 1, 2015, marking
the formal establishment of China’s deposit
insurance system. More than 3 000 deposit
taking financial institutions across China
have participated in the program. From May
to December 2015, the transfer of premium
payment was completed. Meanwhile, all work
related to the institutional setup have been
carried out in an orderly manner. Judging
from the operation of the system over the
past year, we found that the patterns of
deposits at small, medium and large banks
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remained stable and the operation of banking
financial institutions was normal. As an
important basic institutional arrangement in
the financial industry, the deposit insurance
system is of great significance in improving
the financial safety net, strengthening
depositor protection,

development of market-based financial risk

promoting the

prevention and response mechanism, and
building an effective long-term mechanism
for maintaining financial stability.

Reform of financial institutions accelerated

The
Development Bank, the Export-Import Bank
of China and the Agricultural Development
Bank of China were approved by the
State Council. In July 2015, USD48 billion
and USD45 billion of China’s foreign
exchange reserves were injected into China

reform programs of China

Development Bank and the Export-Import
Bank of China respectively, significantly
improving their capital strength and risk
resistance capacity. In April 2015, the in-
depth reform of the Rural Finance Business
Division of the Agricultural Bank of China
was extended to the entire country,
further enhancing its financial services for
the agricultural sector, rural areas and
farmers and its services at the county
level. In June 2015, the deepening reform
program of the Bank of Communications
was approved by the State Council. The
program launched several reform schemes
in terms of optimizing ownership structure,
improving corporate governance, deepening
the internal reform, strengthening external
regulations, and etc., which were conducive
to driving the bank to practically transform
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its operation mechanism, strengthen its
competitiveness, and enhance its ability
to serve the real economy. In December
2015, the Postal Savings Bank of China
successfully introduced 10 domestic
and overseas strategic investors, raising
RMB45.1
conversion from a single shareholder
to equity diversification. The State
Council approved the transformation and

billion and achieving the

restructuring programs of China Great Wall
Asset Management Corporation and China
Orient Asset Management Corporation.
China Huarong Asset Management
Corporation were successfully listed and
traded in the Hong Kong stock exchange.
All of these reflected the steady progress
of asset management companies’ business
transformation.

Financial opening and innovation of
pilot free trade zones progressed in an
orderly manner

China (Shanghai) Pilot Free Trade Zone
further promoted its in-depth financial
reform. In October 2015, approved by
the State Council, the PBC, the Ministry
of Commerce, China Banking Regulatory
Commission, China Securities Regulatory
Commission, China Insurance Regulatory
Commission, the State Administration
of Foreign Exchange, and the Shanghai
Municipal Government jointly issued the
Proposal on Further Promoting the Pilot
of Financial Opening and Innovation of
China (Shanghai) Pilot Free Trade Zone and
Accelerating the Construction of Shanghai
International Financial Center, putting
forward 40 new measures for deepening



the construction of China (Shanghai) Pilot
Free Trade Zone and Shanghai international
financial center and further exploring new
avenues of deepening financial reform and
opening for the country. Local and foreign
currency innovation businesses have rapidly
developed in the free trade zone since its
inception. During the year, the integrated
local and foreign currency service was
launched under free trade account, further
expanding financial institution’s business
scope and operation convenience. As of
the end of the year, 42 Shanghai-based
financial institutions opened 44 000 free
trade accounts, accumulatively handling
cross-border settlement nearly RMB4.4
trillion. The China (Shanghai) Pilot Free Trade
Zone established a macro-prudential local
and foreign currency integrated overseas
financing system and overseas financing
approval requirements of borrowing bodies
were abolished. All entities can decide on
the size, duration, currency and financing
type on their own. As of the end of the year,
through free trade accounts, enterprises
obtained the total local and foreign currency
financing of RMB319.7 billion, with the
average interest rate being 4.14 percent.
Financial institutions can use free trade
accounts to issue interbank certificate of
deposit for financial institutions in the zone
and abroad. Eight institutions completed
the first batch issuance of RMB2.9 billion,
with issuing interest rates within a range of
3.05 percent to 3.30 percent, 5 to 10 basis
points lower than the interest rate of same
institution’s domestic issuance.

To implement the strategic plan of the
CPC Central Committee and the State
Council on the construction of Tianjin,

Fujian and Guangdong pilot free trade
zones, in December 2015, the PBC issued
three guiding opinions, namely, the Guiding
Opinions on Providing Financial Support
for the Construction of China (Tianjin) Pilot
Free Trade Zone, the Guiding Opinions
on Providing Financial Support for the
Construction of China (Fujian) Pilot Free
Trade Zone, and the Guiding Opinions
on Providing Financial Support for the
Construction of China (Guangdong) Pilot
Free Trade Zone, aiming to establish financial
services systems adaptable to cross-
border trades and investment facilitations at
pilot free trade zones and supporting their
development.

Rural financial reform pilot programs
proceeded in a sound and orderly
manner

The PBC attached great importance
to the work of rural finance. Apart from
increasing its efforts in providing policy and
financial support for the rural areas, the PBC
endeavored to use reform and innovation
as an important means to comprehensively
improve and enhance rural financial services.
Taking into account of the specific situations
of rural economic structures and financial
needs at various regions and the real
conditions of local economic and financial
development, the PBC mobilized the local
and grassroots enthusiasm in carrying out
the “bottom-up” reform and promoted the
pilot work of rural financial reform, following
the principle of launching pilots, summing up
experience and disseminating experiences.
In 2012, focusing on constructing the
infrastructure of rural payment system and
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credit information system, the PBC and
the Zhejiang Provincial Government jointly
carried out a comprehensive reform of rural
finance (pilot) in Lishui. The pilot reform
has currently achieved remarkable results
with regard to “forest right mortgage loans,
rural credit information system construction,
and easy cash withdrawals for farmers”,
thus initially forming “Lishui Model” of
using finance to support and benefit rural
areas. Notably, Lishui City topped other
cities in Zhejiang Province in terms of the
growth of agriculture related loans and the
growth of rural per capita net income for six
consecutive years. In 2014, as the leading
agency, the PBC, together with relevant
ministries and commissions, issued the
Financial Reform Program on Supporting
Comprehensive Agricultural Reform Pilot of
“Two Great Plains” in Heilongjiang Province.
In 2015, the PBC, led the research and
design of the Experimental Program of
Comprehensive Rural Financial Reform in
Jilin Province, and carried out reform pilots
at the two great plains in Heilongjiang
Province and in Jilin Province, provided
financial support to the scale operation of
modern agriculture and to the transformation
and upgrading of related industries. In
2015, the PBC led the efforts of formulating
and issuing the Experimental Program of
Comprehensive Rural Financial Reform in
Chengdu, so as to carry out the reform
pilot in Chengdu, Sichuan, with the reform
focusing on providing financial support for
integrated rural and urban development. In
addition, the PBC also actively promoted
the construction of national rural reform pilot
zones in Tiandong in Guangxi, and Jinzhai
in Anhui, and etc. At present, with a batch
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of rural financial reform pilots with local
characteristics have initially taken shape, the
PBC has accumulated first-hand experiences
as to how to proceed with the nationwide
rural financial reform.

Two-way financial opening made
comprehensive progress with China’s
influence in international and regional
financial affairs significantly improved

China has made impressive progress in
two-way opening of financial markets. These
included promoting foreign institutions and
sovereign institutions to issue RMB bonds in
China, carrying out registration management
for foreign central bank type of institutions
to access China’s interbank bond market,
abolishing restrictions on investment quota
and trading categories, allowing foreign
RMB business clearing banks and foreign
participating banks to carry out bond
repo transactions in the interbank market,
promoting more domestic institutions to
issue RMB or foreign currency bonds
abroad, introducing more qualified foreign
institution to the interbank foreign exchange
market, and further opening domestic
commodity futures markets. The PBC
also continued to promote capital account
convertibility in an orderly manner, achieved
full convertibility with direct investments,
and realized the mutual recognition of funds
in the Mainland and Hong Kong. RMB’s
inclusion in the SDR currency basket marked
that RMB internationalization has made a
milestone progress. Efforts were made to
promote the implementation of the IMF 2010
Quota and Governance Reform Program.
China holds the third largest share of IMF



quota. These developments reflect greater
representation and stronger voices of
emerging markets and developing nations at
the IMF.

Financial reform outlook

In 2016, the PBC will comprehensively
implement the guidelines of the 18th CPC
National Congress, the Third, Fourth and
Fifth Plenary Sessions of 18th CPC Central
Committee, and the Central Economic Work
Conferences, continue to deepen reform in
key areas, launch a series of financial reform
and opening measures that will guide the
overall reform, continuously release reform
dividends, which include fostering market
benchmark interest rates and vyield curves,
and improve the market-based interest rate
formation and transmission mechanism and
the PBC policy-oriented interest rate system.

The PBC will also further improve the
market-oriented exchange rate regime, and
facilitate consistent on-shore and off-shore
RMB exchange rates. Efforts will be made
in implementing policy and development
financial institutions’ reform programs, and
establishing sustainable institutional and
systematic arrangements. Efforts pertaining
to the deposit insurance system will be
carried out in an attentive manner. The
PBC will continue to push forward regional
financial reform and rural financial reform
pilots to form replicable experiences. The
financial industry’s opening to the outside
world will be promoted steadily and will lead
to further reform, and etc. At the same time,
the PBC will continue to develop financial
risk monitoring, assessing, early warning and
disposing mechanisms, and resolutely hold
on to the bottom line of avoiding systematic
and regional financial risks. B
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Major Breakthroughs Achieved in the Reforms of the

Policy and Development Financial Institutions

Since the establishment in 1994, the China
Development Bank (CDB), Export-Import
Bank of China (EximBank) and Agricultural
Development Bank of China (ADBC) have
played important roles in providing support
to the infrastructure development, basic
industries and pillar industries, foreign trade,
Chinese enterprises’ overseas development,
the stockpiling of grain, cotton and edible oils
and the infrastructure construction in the rural
areas and agricultural sector. Nevertheless,
against the backdrop of changing external
environment, problems became exposed in
the banks’ inefficient governance structure,
inadequate capital positions, weak internal
controls and unsustainable growth, calling
for further reforms as the solution. In
December 2014, the overall reform plan of
ADBC was approved by the State Council,
while the overall reform plans of the CDB
and EximBank were approved by the State
Council in March 2015.

The reform plans have made clear the
market positioning of the three banks.
Firstly, the role of the EximBank and ADBC
as policy financial institutions has been
strengthened, while the positioning of the
CDB as a development financial institution
has been clearly defined. According to the
international experience, the development
and policy financial institutions performed
crucial functions, especially after the
international financial crisis, in meeting
national strategic objectives, providing
financial support to the key areas and weak
links of the economy, and filling the gap left
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by the commercial financial institutions. In
China’s case, a clearer positioning of the
policy and development financial institutions
is necessary for implementing the country’s
development strategy, optimizing the
structure and function of the financial
sector, as well as boosting the banks’
own growth. Secondly, the boundaries of
the business scopes have been drawn.
Business of different nature has been
distinguished based on business procedures
and risk compensation mechanisms, which
are subject to separate accounting and
calculation. Lastly, the dynamic adjustment
mechanism over business scopes has been
put in place to achieve the coordination and
development of the policy, development and
commercial finance activities.

The reform plans stress the imperative to
enhance corporate governance and internal
controls. Due to the special business objectives,
the three banks have different corporate
governance from that of the commercial
banks. For example, the composition of the
board of directors shall be wider and more
diversified, and the board of supervisors shall
be more independent. Thus it is necessary
to establish and maintain an efficiently
functioning mechanism, which incorporates
the strategic decision-making of the board of
directors, the compliant supervision by the
board of supervisors and the authorization and
operation of the senior management. In the
meantime, the three banks need to strengthen
the internal controls and risk management to
ensure safe and sound operation, measures



including building the market-oriented
human resource management and incentive
system, optimizing business procedures,
strengthening the internal control measures,
strictly implementing the prudential accounting
standards and information disclosure
requirements.

The essence of the reform plans is to put
in place the capital restraint mechanism,
which is mainly represented by capital
adequacy ratio. Capital constitutes not only
the basis of financial institutions to conduct
business, absorb losses and mitigate risks,
but also an effective means of restraining
excessive expansion, ensuring sound growth
and implementing prudential regulatory
rules. As the international practices have
shown, the capital levels of the policy
and development financial institutions in a
number of economies are higher than their
commercial banks. For example, the capital
adequacy ratios of the KfW IPEX-Bank in
Germany, the Japan Bank for International
Cooperation (JBIC) in Japan, the Brazilian
Development Bank (BNDES) in Brazil, the
Exim Bank in India and the Exim Bank in
Malaysia are 15.1 percent, 14.5 percent,
15.9 percent, 15.3 percent and 29.7 percent
respectively, much higher than the minimum
capital level stipulated by the Basel
agreement. In July, 2015, the CDB and
EximBank received capital injections of
US$48 billion and US$45 billion respectively
from the country’s foreign exchange
reserve, which helped strengthen the two
banks’ capital positions and risk resistance
capacity.

The reform plans stress the importance
of external supervision and differentiated
performance evaluation. For the purposes of
effective risk prevention, the three banks share
most regulatory requirements and standards
with the commercial banks. On the other hand,
taking into account the fact that the policy
and development financial institutions primarily
executing the national development strategies
and partially pursuing commercial objectives,
distinct assessment and separate performance
evaluation system have been put in place to
properly evaluate the management quality
and capital operation capacity. In addition,
the reform plans also specify the supporting
policy measures to help the three banks better
fulfill the functions of development and policy
finance, measures including establishing the
risk compensation mechanisms to ensure the
financial health and sustainability, granting
tax incentives on policy-oriented business
to alleviate the operating burden, providing
support to the credit rating of the banks’ bonds
to help secure the stable funding sources.

With the reforms, the three banks’ capital
strength and risk prevention capacity will be
enhanced, the governance structure, capital
restraint mechanism and internal controls
will be improved, and their capabilities in
providing financial services and achieving
sustainable growth will be further advanced.
This allows development and policy
financial institutions to play a better role in
underpinning the key areas and weak links of
the economy during the critical period, and
make greater contributions to the economic
and social development. l
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China Regional Financial Reform and Innovation

Regional financial reform is an important
dimension of China’s financial reform.
In recent years, regional financial reform
has spread across the country, covering
the eastern coastal regions, the central
industrial transformation regions, the less-
developed western regions and the ethnic
and border regions. The reforms have
involved varied aspects, including opening
of financial industry, RMB capital account
convertibility, financial cooperation among
Guangdong, Hong Kong, and Macau, rural
financial reform, regulated development of
private finance and cross-border financial
cooperation. Multi-type regional financial
pilot programs have proceeded steadily.

. Focusing on internationalization
and improving financial market system,
efforts were made in developing Shanghai
international financial center, which
fully reflected the international and
comprehensive nature of this reform. By
doing so, Shanghai can expand financial
service functions in multiple aspects and
enhance financial innovation, its financial
market’s international bearing and global
influence, so as to establish Shanghai’s
status as a global innovation, trading,
pricing and clearing center of RMB
products. In addition, taking advantage of
the construction of China (Shanghai) Pilot
Free Trade Zone, Shanghai can explore and
expand cross-border use of the RMB and
investment, financing and foreign exchange
facilitation, steadily promote interest
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rate liberation, deepen foreign exchange
management reform, in order to generate
replicable experience in using finance
to support the development of the real
economy and promoting cross-border trade
and investment facilitation.

II. Focusing on financial opening and
financial cooperation among Guangdong,
Hong Kong, and Macau, an experimental
demonstration window was built in the
Pearl River Delta and Qianhai region of
Shenzhen. With the development and
opening of Shenzhen and Hong Kong
cooperation zone of modern service
industry, Qianhai of Shenzhen has actively
explored new models of the RMB two-way
flow mechanism and ways for foreign equity
investment companies to carry out capital
settlement and remittance, investment,
fund management, and etc.,; At Nansha of
Guangzhou, the special reform focus was
to develop science and technology-related
finance and shipping finance and constantly
improve the comprehensive financial service
system. The reform at Hengqin of Zhuhai
was to continuously improve and optimize
the construction of back-office service base.

[Il. The pilot program in Binhai New
District of Tianjing focused on improving the
modern financial service system, financial
reform and innovation. The program included
setting up non-banking financial companies,
enriching financial business, improving
financial markets, and promoting financial



liberalization with the aim to create a modern
financial service system adaptable to the
socialist market economy; the program also
included trying out comprehensive operation
of financial institutions, revolutionizing
and improving financial institution system,
reforming foreign exchange management
system, establishing a national equity trading
market for non-listed companies, and
optimizing the financial environment.

IV. The reform pilot program in Chongging
focused on expanding financial services to
coordinate urban and rural development
through building Chongging as a regional
financial center in the upper reaches
of the Yangtze River. The program in
Chongging included reform and innovation
in the following aspects: pushing forward
financial system reform, improving the
financial market system, improving urban
and rural financial services, accelerating
the development of a multi-leveled capital
market, carrying out a pilot of foreign
exchange management system reform, and
building a modern rural financial system.
The aims of these reforms were to explore
the establishment of a financial system
coordinating the needs of urban and rural
areas and to improve urban and rural
financial services.

V. The pilot program of cross-strait
financial cooperation and building a cross-
strait regional financial service center was
launched on the west bank of Taiwan Strait
and Quanzhou. The reform in Xiamen and
Pingtan aimed at promoting the development
of Taiwan-oriented offshore financial
services, exploring the opening to Taiwan
in such aspects as financial institutions,

currency exchange, securities business, and
property transactions, and expanding the
channels for Taiwan’s financial capital to
enter the Economic Zone on the West Side
of the Straits. In Quanzhou, experiments
were carried out to explore new ways and
models for the financial industry to sever
the real economy in the following aspects:
establishing and improving a diversified
financial institution system, stepping up
efforts to provide financial support for
media-sized small and micro companies,
enhancing the capacity of rural financial
services, strengthening financial cooperation
between Quanzhou and Taiwan, Hong Kong,
and Macau, and the Chinese living abroad,
and regulating private financing.

VI. The pilot program in Xinjiang aimed at
enhancing financial services in border areas
and ethnic areas and providing support
for leapfrog development in these regions.
Specifically, the program sought to take
advantage of the construction of the “Silk
Road” Economic Belt, provide support for
the leapfrog development in border and
ethnic areas through broadening financing
channels, promoting trade and investment
facilitation, promoting currency cooperation
and deepening the reform of foreign
exchange management.

VII. The pilot program in Zhejing focused
on exploring diversified financial innovations
in such fields as micro-finance, private
finance, and trade finance. In Taizhou,
the reform efforts were put into forming
innovative, sustainable and replicable
business models of providing financial
services to small and micro companies
in order to effectively ease the difficulties
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and lower the high costs for small and
micro companies to obtain financing. In
Wenzhou, a comprehensive financial reform
experimental zone was set up. The pilot
program focused on developing private
finance and improving financial services
to SMEs. In Yiwu, the reform focused
on fostering trade finance, while actively
exploring supply chain finance and trade
financing products, and pioneering RMB
settlement business for personal cross-
border trade.

VIIl. Comprehensive financial reform and
experimental zones were set up in Yunnan
and Guangxi. The reform focused on
innovations in cross-border RMB business.
The border areas in Yunnan and Guangxi
stepped up efforts in financial opening
oriented toward domestic and overseas
market, strengthening financial exchange and
cooperation, promoting direct trading of the
RMB and currencies of neighboring countries,
and improving trade and investment facilitation.

IX. A wealth management system with
Chinese characteristics was set up in Qingdao
to carry out comprehensive financial reform
in wealth management. In giving full play
to the wealth management in serving the
real economy, improving financial services,
increasing household incomes and preventing
financial risks, Qingdao set up a wealth
management comprehensive financial reform
pilot zone, and positively explored improving
wealth management institution system,
cultivating professional talents, innovating
wealth management products and services,
and promoting the development of a multi-
functional wealth management market, and etc.
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X. A modern science and technology
financial service system was set up in the
city circle of Wuhan of Hubei, aiming at
exploring science and technology related
financial innovation. The reform focused
on using financial services to facilitate
natural resources conservation, building
environment-friendly society and developing
East Lake National Innovation Demonstration
Zone. With science and technology related
financial innovation as its theme, the reform
aimed at achieving an effective connection
between scientific and technological
resources and financial resources,
accelerating the formation of a diversified,
multi-leveled, multi-channeled science and
technology investment and financing system,
and exploring replicable and usable new ways
for deepening science and technology related
financial reform and innovation to serve the
real economy.

Aiming at using finance to serve the real
economy, China’s regional financial reforms
have effectively mobilized the enthusiasm
of all parties and generated the paradigm
of combining “top-down” and “bottom-
up” methods to promote the financial
reform. Respecting market selection while
considering national coordination are
conducive to improve the relations between
the government and the market. This is in
line with the essential experience of China’s
economic system reform featured by
pushing forward comprehensive reform with
breakthroughs in key areas and integrating
of departments and regions at different
levels. Meanwhile, it has provided a platform
of early tryout implementation of various
financial reforms. W



Steady Promoting the Pilot Program of Providing Loans

Collateralized with the Management Right of Rural Con-
tracted Land and the Property Right of Farmer’s Housing

With the acceleration of the agricultural
modernization and new-type urbanization,
the rural areas are facing increasing demands
for the mid- and long-term financing and
funding in large amount, which urgently
called for stepping up rural financial reform
and innovation to expand the collateral and
guarantee scopes including the management
right of the contracted land and the property
right of farmer’s housing, so as to further
revitalize existing rural resources and assets.

According to the overall arrangement
of the Third Plenary Meeting of the
18th Central Committee, as well as the
Guiding Opinions of the State Council
on the Pilot Program of Providing Loans
Collateralized with the Management Right
of Rural Contracted Land and Property
Right of Farmers’ Housing (hereinafter
referred to the Guiding Opinions), the PBC
spearheaded the efforts to implement
the pilot program with other 11 relevant
government departments including the
Central Rural Work Leading Group of the
CPC. With the approval of the State Council
and the authorization of the National
Congress, a total number of 232 counties
(cities and districts) were allowed to use
the management rights over contracted
lands as the collaterals for the bank loans
and 59 counties (cities and districts)
were allowed to use the farmer’s housing
property rights as the collaterals for the
bank loans on a pilot basis. The number of
counties (cities and districts) participating

the pilot programs amounted to 278, with
13 counties overlapping, accounting for 9.7
percent of the total counties nationwide.

According to the Guiding Opinions, the
pilot program shall be conducted by observing
the rules and regulations, in a voluntary,
orderly and steady manner, and with risks
under control. Tapping the usufruct right on
rural lands and granting more property rights
to farmers serve as a starting point to deepen
rural financial reform and innovation, and
effectively revitalize rural resources, funds and
assets, in a way to bring experiences and
models to steadily promote rural land reform,
as well as increase farmers’ income and
accelerate rural modernization.

The major tasks of the pilot program
covered the following 5 aspects. Firstly, the
pilot program shall allow the management
rights and the property rights to be used
as collaterals for financing purposes.
The usufruct right on rural lands will be
maintained, utilized and developed, and
the property right of the farmers’ lands
will be effectively tapped. Secondly, the
pilot program shall promote the innovation
in rural financial products and services.
Innovative and supportive arrangements
were encouraged in the lending rate, term
structure, loan volume, collaterals and risk
controls. Thirdly, the pilot program shall
help to establish the collateral disposal
mechanism, allowing the financial institutions
to dispose the collaterals through various
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measures on the basis of ensuring the
contractual rights and the basic housing
rights of the rural households. Fourthly,
the pilot program shall be conducted with
improved supporting measures, including
establishing the registration and licensing
system for the farmers’ management rights
over lands, housing property rights and

THE PEOPLE'S BANK OF CHINA
2015 Annual Report

homestead use rights, and establishing the
property trading system and rural credit
registration system. Fifthly, the pilot program
will be conducted in coordination with
other relevant policies and arrangements,
including the monetary policy, fiscal policy,
regulatory policy, insurance and guarantee
arrangements. W



FINANCIAL MARKET

In 2015, financial market performed stably, as all reforms were pushed forward
steadily. Financial products and market players were increasingly diversified, and

market infrastructures were improved continuously with rapid progress made in

reform and opening up. Financial market played an important role in meeting the

financing needs of the real economy, lowering social financing costs, stabilizing
growth, adjusting economic structure and promoting reforms. l

Money market performance

Size of trading made a record high. The
full-year trading on money market totaled
522 trillion yuan, rising 99 percent year on
year. Among it, trading on interbank lending
market stood at 64 trillion yuan, up 71
percent from a year earlier, that on pledged
repo market surged 104 percent over the
previous year to 432 trillion yuan, and that
on outright repo market soared 111 percent
over the previous year to 25 trillion yuan.

Trading showed a prominent feature of
being short-termed. The full-year combined
trading of overnight and 7-day money market
products jumped 106 percent year on year,

Figure 1. Movement of Money Market Rates in 2015
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Source: National Interbank Funding Center.

accounting for 96 percent of the total in
2015, up 3 percentage points over the year
2014,

Liquidity remained at a reasonable and
adequate level with the key interest rate
dropped sharply. In December, the monthly
weighted average interest rate on pledged
repos was 1.95 percent, losing 154 basis
points (bps) compared with the same period
of 2014. Money market rates dropped after a
rise during the year with the highest repo rate
recorded on February 16, which was close
to the Chinese Lunar New Year. The 7-day
pledged repo rate climbed to 4.87 percent
and then kept dropping to 1.88 percent on
May 15, the lowest of the year (Figure 1).

Size of net lending by lenders increased,
while borrowing institutions were more
diversified. Policy banks and large commercial
banks remained major lenders with a net
lending of 112 trillion yuan and 106 trillion
yuan respectively, accounting for over 90
percent of the total net lending on the market
when combined. Urban commercial banks
and securities firms were major borrowers,
with a net borrowing of 51 trillion yuan and
42 trillion yuan respectively, comprising
24 percent and 20 percent of the total net
borrowing.
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Bond market performance

Size of bond issuance and custody
kept rising, but at a more considerable
rate compared with 2014. During the vyear,
total issues of RMB bonds on the bond
market reached 22.34 trillion yuan, adding
87 percent year on year, up 55 percentage
points over 2014 year. Among it, the
issuance of government bonds was 1.99
trillion yuan, while that of local government
bonds was 3.84 trillion yuan. Bonds issued
by the China Development Bank (CDB), the
Export-Import Bank of China (EximBank) and
the Agricultural Development Bank of China
(ADBC) hit 2.58 trillion yuan. Government
sponsored agencies issued 240 billion
yuan bonds, financial institutions including
commercial banks issued 629.6 billion yuan
financial bonds, and securities firms issued
351.6 billion yuan short-term financing
bills. The issuance of credit asset-backed
securities, interbank certificate of deposit
and corporate debentures was 405.6 billion
yuan, 5.30 trillion yuan and 7.01 trillion
yuan respectively (Figure 2). As of the year

Figure 2. Issuance of Major Types of Bonds on
Interbank Bond Market in Recent Years
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Sources: China Government Securities Depository Trust & Clearing
Co. Ltd., and Shanghai Clearing House.

THE PEOPLE'S BANK OF CHINA
2015 Annual Report

end, outstanding bond custody went up 35
percent over a year earlier to 47.90 trillion
yuan, up 6 percentage points compared
with the growth of the previous year. In
particular, outstanding bond custody on the
interbank market posted 43.93 trillion yuan,
representing 92 percent of the total.

The share of cumulative net financing
through issuance of corporate debentures
in social financing continued to rise. The
full-year cumulative net financing through
corporate debentures stood at 2.82 trillion
yuan, accounting for 19 percent of the
total social financing in 2015, adding 4
percentage points compared with 2014.

Credit asset securitization grew rapidly.
As of the year-end, financial institutions
issued a total of 198 credit asset-backed
securities, with a cumulative value of 782.5
billion yuan and an outstanding value of
531.1 billion yuan. Among it, 104 credit
asset-backed securities were issued in 2015
with a total value of 398.7 billion yuan, a
year-on-year increase of 123.7 billion yuan.

Trading was more active. Spot bond
trade on the interbank bank posted 86.77
trillion yuan in 2015, with an average daily
transaction of 351.3 billion yuan, surging
115 percent year on year. The monthly spot
bond trade volume rose steadily from 4
trillion yuan in January to 11 trillion yuan in
December, with an average monthly growth
rate of 11 percent. Policy financial bonds,
government bonds and medium-term notes
were the top three performers in terms of the
share in total trade.



Figure 3. Movement of the Yield Curve of
Government Bonds on Interbank Market in 2015
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The yield curve moved downwards
sharply in general with a widening spread.
As of the year-end, the yield of 1-year and
10-year government bonds was 2.30 percent
and 2.82 percent respectively, down 96 and
80 bps compared with the end of last year.
The spread between 10-year and 1-year
government bonds was 52 bps, expanding
by 16 bps compared with the end-2014
(Figure 3).

Over-the-counter trading increased as
the multi-tiered market system was further
improved. Bonds issued over the counter of
commercial banks posted 2.6 billion yuan,
including 97 million yuan of book-entry
government bonds, 2.5 billion yuan of CDB
financial bonds, and 22.33 million yuan of
policy financial bonds. As of the year-end,
outstanding bond custody on the over-
the-counter market was about 3.2 billion
yuan, including 1.6 billion yuan of book-
entry government bonds, 1.5 billion yuan of
CDB financial bonds, and 100 million yuan
of EximBank financial bonds. The volume of
trading over the counter was 10.93 billion
yuan during the year, jumping 52 percent

compared with a year earlier. As of the
year-end, the number of accounts opened
over the commercial banks’ counter was
2.5930 million, up 130.2 thousand over the
previous year.

Investors on the interbank market were
further diversified. During the year, eligible
private equity investment funds, futures
companies and their asset management
products were introduced to the interbank
bond market. As of end-2015, the number
of participants in the interbank bond market
was 9 642, a year-on-year increase of
3180, or 49 percent. Among it, targeted
client asset management schemes of
fund companies and accounts opened for
securities asset management at securities
firms increased the most, with a total
increase of 1 559 during the year.

RMB financial
performance

derivatives market

Interest rate swaps became more actively
traded on the market. During the year, a
total of 126 financial institutions participated
in RMB interest rate swaps with 64.557
thousand deals sealed, advancing 50
percent over the previous year. The nominal
value jumped 104 percent year on year
to 8.230407 trillion yuan. In terms of term
structure, 1-year products and those under
1 year were most actively traded with a
total nominal value of 7.2420 trillion yuan,
representing 88 percent of the total. In terms
of reference rate, the reference rate for the
floating end of RMB interest rate swaps
mainly included 7-day repo fixing rate and
Shibor. The nominal value of interest rate
swaps with these two rates as the reference
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accounted for 89 percent and 10 percent of
the total.

Innovative products developed rapidly.
In April 2015, the China Interbank Funding
Center and the Shanghai Clearing House
jointly launched standardized bond forwards.
The whole year saw 83 deals concluded
with a cumulative value of 2 billion yuan.
The trading volume of standard interest rate
derivatives grew fast, as 994 deals were
concluded throughout the year with a total
nominal value of 501.4 billion yuan.

Foreign exchange market performance

Trading on the RMB foreign exchange
market posted US$17.76 trillion cumulatively
in 2015 (with an average daily trading of
US$72.8 billion), climbing 39.25 percent over
the previous year. In particular, transactions
between banks and their clients, and those
on interbank foreign exchange market' stood
at US$4.21 trillion and US$13.55 trillion
respectively.

Trading on spot foreign exchange market
went up slightly. The cumulative full-year
trading on spot foreign exchange market
hit US$8.26 trillion, adding 13.96 percent
compared with 2014. In particular, spot
foreign exchange purchases and sales
at banks (excluding delivery of forward
contracts) added up US$3.40 trillion, rising
8.71 percent over 2014, while cumulative
spot trade on interbank market stood at
US$4.86 trillion, advancing 17.93 percent
over the previous year.

Trading of foreign exchange forwards
continued to drop. The cumulative full-
year trading of foreign exchange forwards
stood at US$494.96 billion, sliding 17.21
percent from a year earlier. In particular,
forward foreign exchange purchases and
sales between banks and their clients posted
US$457.761 billion cumulatively, with foreign
exchange purchases from and sales to
clients registering US$131.791 billion and
US$325.969 billion respectively, sledding 16
percent and 56.14 percent, and increasing
33.35 percent respectively as compared with
2014. Cumulative trade of foreign exchange
forwards on interbank market dropped 29.71
percent from 2014 to US$37.2 billion.

Trading of foreign exchange and currency
swaps increased substantially. The cumulative
full-year trading of foreign exchange and
currency swaps surged 82.40 percent over
the previous year to US$8.60 trillion. In
particular, foreign exchange and currency
swaps between banks and clients posted
US$242.694 billion cumulatively, up 11.68
percent over last year, while that on
interbank market surged 85.81 percent over
the previous year, hitting US$8.36 trillion
cumulatively.

Foreign exchange options were traded
more actively. The cumulative full-year
trade of foreign exchange options posted
US$404.665 billion, a year-on-year growth of
1.10 times. In particular, cumulative trading
between banks and clients soared 84.16
percent year on year to US$115.918 billion,
while that on interbank market registered

1 Trading between banks and their clients includes the total purchases from and sales to clients, while calculation of trading on interbank foreign

exchange market was unilateral. The same below.
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US$288.757 billion cumulatively, a year-on-
year growth of 1.22 times.

Gold market performance

Affected by multiple factors, including
weakening risk aversion and falling commodity
prices caused by strong expectations for
interest rate hikes by the U.S. Federal
Reserve Board, and an upbeat in the U.S.
and major European stock markets, gold
price moved downward during the year amid
fluctuations, making a six-year low. At the
year-end, AU9999 closed at 222.86 yuan
per gram at the Shanghai Gold Exchange,
losing 17.73 yuan per gram or 7.37 percent
compared with the end of last year. Trading
volume on the gold market increased
sharply. Cumulative full-year trading volume
on the Shanghai Gold Exchange reached
34.1 thousand tons, up 89.58 percent
year on year, while that of gold futures on
the Shanghai Futures Exchange went up
6.08 percent compared with a year earlier,
posting 50.6 thousand tons.

Market institution building and policy
measures

Market innovation was promoted
vigorously. First, bonds issued by insurance
companies to replenish capitals were
introduced on the interbank bond market
to expand capital replenishment channels
for insurance companies so as to improve
their solvency and capacity to fend off
risks. Second, green financial bonds
were introduced to provide new financing

channels for financial institutions to support
green industrial projects via bond market,
including environmental protection, energy
conservation, clean energy, and clear
transportation. This came as an effort to
increase supply of green credit, medium and
long-term green credit in particular. Third,
forward transactions of standard bonds were
launched. Centralized clearing of standard
bond forwards and standard interest rate
swaps, and net clearing of bond repos were
introduced along with the set up of the
clearing agency mechanism. Fourth, clearing
of copper premium swaps in the free trade
zone through the central counterparty (CCP),
clearing of spot commodities in the free trade
zone, and CCP clearing of RMB styrene
swaps and ethylene glycol import swaps in
the free trade zone were introduced. Fifth,
gold price inquiry options were introduced,
assets with market value were allowed to
be used as margins, and attempts were
made to steadily develop market making
institutions on gold market.

Market institution building was improved.
First, the Announcement of the People’s
Bank of China on Adjusting Administrative
Policies Concerning Bond Transactions and
Circulations on the Interbank Bond Market
was issued, which stipulated that bonds
issued in line with laws could be traded and
circulated on the interbank bond market
after the establishment and registration of
debtor-creditor relations. In the meantime,
ex post management and that during the
issuance of bonds were strengthened, and
market transparency and orderliness were
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also improved. Second, the Administrative
Measures for the Supervision of Money
Market Funds and its implementation rules
were issued. Third, a circular was published
to clearly spell out the specific operational
procedures for discretionary separate issues
of credit asset-backed securities after one-
time registration. Information disclosure was
improved to enhance market constraint and
incentive mechanism. Credit asset-backed
securities are more diversified and the scope
of issuers and investors was expanded.
Size of issuance was increased amid
improved level of product standardization
and liquidity on the secondary market.
Fourth, the Rules on the Registration and
Issuance of Debt Financing Instruments
and the Regulations and Procedures for
Public Offering were revised, which came
as an effort to preliminarily develop a multi-
tiered type-based registration and issuance
management system. The Detailed Rules
on the Selection of Targeted Institutional
Investors in the Private Placement of
Debt Financing Instruments was issued
to introduce the mechanism of targeted
institutional investors in the private placement
of debt financing instruments. Fifth, standard
foreign exchange swaps based on bilateral
credit lines and automatic matching
were introduced on the interbank foreign
exchange market to increase market
liquidity. Sixth, clearing of foreign exchange
transactions through agents was introduced
on the interbank foreign exchange market.
Net clearing services were provided to small
and medium-sized banks through developing
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a tiered clearing system to lower the
transaction cost of participating institutions.
Seventh, the overall upper and lower limits
in foreign exchange purchases and sales
by national and market making commercial
banks were expanded to facilitate banks’
foreign exchange risk management, promote
the development of foreign exchange derivatives
market, and further unleash banks’ capacity
for providing foreign exchange liquidity to
market.

Investors continued to diversify. First,
the Notice on Issues Concerning the Access
to the Interbank Bond Market by Private
Equity Investment Funds was published,
which allows eligible private equity funds
to invest in the interbank bond market.
Second, futures companies and their asset
management products were granted access
to the interbank bond market. Futures
companies were required to, along with
their assets management products, work
with market makers or try to seal spot deals

through bilateral quotes and quote requests.

Opening up was further promoted.
First, overseas financial institutions and
governments were allowed to issue RMB
bonds on domestic market to further expand
the scope of issuers on bond market so
as to promote RMB cross-border use.
Second, more domestic institutions were
encouraged to issue RMB or foreign
currency-denominated bonds on overseas
market. Meanwhile, efforts were made
to study and improve the management
of bonds issued by domestic financial



institutions on overseas market. Third, the
Notice of the People’s Bank of China on
Bond Repo on the Interbank Bond Market
by Overseas RMB Business Clearing
Banks and Overseas Participating Banks
was issued to allow overseas clearing
banks and participating banks to engage
in bond repurchase agreements (repos)
on interbank bond market. Fourth, the
Notice of the People’s Bank of China on
Issues Concerning RMB Investment in
Interbank Market by Foreign Central Banks,
International Financial Organizations and
Sovereign Wealth Funds was issued to allow
these institutions to engage in transactions
approved by the People’s Bank of China on
interbank market, including spot bond trade,
bond repos, bond lending, and interest
rate swaps. Fifth, foreign exchange trading
session was extended. The daily operation
hour of interbank foreign exchange trade
system was extended to 23:30 Beijing time,
effective on January 4, 2016 to promote

the consistency of RMB exchange rates at
home and abroad. Sixth, eligible overseas
banks participating in RMB purchases and
sales were allowed to access interbank
foreign exchange market in a bid to diversify
participants in domestic foreign exchange
market. Seventh, work was continued to
promote the development of international
board for gold. The Shanghai-Hongkong
Gold Connect was launched in July 2015 to
activate the connectivity between two major
gold markets, one in the Chinese Mainland
and the other in Hong Kong. International
members were encouraged to engage in
trading main board contracts to further
optimize customs declaration procedures for
gold import (entrepot) trade so as to provide
qualified delivery, storage and transportation
services that meet international standards for
international members and clients. As of the
year-end, cumulative trading of gold on the
international board was 4 800 tons, with a
value of 1.13 trillion yuan. m
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Opening up of China’s Bond Market

In line with the overall arrangement of
the Central Committee of the Communist
Party of China (CPC) and the State Council
on RMB internationalization and capital
account convertibility, the PBC continued to
accelerate the opening up of China’s bond
market with some progress made both in
going global and inviting foreign investors.

On going global, first, domestic financial
institutions were actively encouraged to
issue RMB bonds in Hong Kong. In 2007,
the PBC and the National Development and
Reform Commission (NDRC) jointly issued
the Provisional Administrative Measures for
RMB Bond Issuance by Domestic Financial
Institutions in the Hong Kong Special
Administrative Region, which allows eligible
domestic financial institutions to issue RMB
bonds in Hong Kong. As of end-2015, 16
domestic financial institutions had issued
1083.5 billion yuan RMB bonds in Hong Kong.
Second, active support was given to eligible
domestic financial institutions in issuing
RMB or foreign currency-denominated
bonds in other countries or regions. In
2013, approved by the State Council, the
Industrial and Commercial Bank of China
(ICBC), and the China Development Bank
(CDB) issued a total of 4 billion yuan RMB
bonds in London on a trial basis. In 2015, 7
domestic financial institutions including the
CDB and the China Life Insurance Company
were given the green light to issue RMB or
foreign-currency denominated bonds on
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off-shore market. Third, the PBC actively
supported and coordinated with the Ministry
of Finance (MOF) in implementing the
requirement of the State Council to promote
the issuance of central government bonds
in Hong Kong. From 2009 to 2015, the
MOF issued cumulatively 136 billion yuan
RMB-denominated government bonds in
Hong Kong.

On inviting foreign investors, first, the
PBC steadily pushed forward bond issuance
by overseas institutions on interbank
pbond market. In 2005, two international
development agencies, the International
Finance Corporation and Asian Development
Bank, were the first to issue RMB bonds
on interbank bond market. In 2013, Daimler
AG issued 5 billion yuan RMB-denominated
debt financing instruments. In 2015, the
HSBC, the Bank of China (Hong Kong) Co.
Ltd. and Standard Chartered Bank (Hong
Kong) Limited were allowed to issue a total
of 3 bilion yuan RMB bonds on interbank
bond market. Canadian Province of British
Columbia and Republic of Korea registered
the issuance of RMB bonds of 9 billion
yuan. As of end-2015, overseas issuers on
bond market included overseas non-financial
enterprises, financial institutions, international
development agencies and foreign
governments with a total issuance of 15.5
billion yuan. Second, more and more
overseas institutions were allowed to invest
in interbank bond market. The PBC has



allowed foreign central banks or monetary
authorities, RMB clearing banks, overseas
participating banks in RMB settlement for
cross-border trade, sovereign wealth funds,
international financial institutions, insurance
institutions from Hong Kong, Taiwan and
Singapore, qualified foreign institutional
investors (QFIl) and RMB qualified foreign
institutional investors (RQFII) to invest in
interbank bond market since 2010. In June
2015, overseas RMB clearing banks and
participating banks were allowed to engage
in bond repos on interbank bond market. In
July, more preferential policies were rolled

out for foreign central banks and similar

Green Financial Bonds Introduced to Interbank

Bond Market

To implement the Overall Plan for
Institutional Reform of Ecological Civilization
and the requirement of the Fifth Plenary
Session of the 18th Central Committee of
the CPC, speed up economic restructuring
and upgrading as well as transformation of
economic growth pattern, and achieve green
development, circular development and
low-carbon development, the PBC issued a
notice in December 2015 to introduce green
financial bonds to interbank market. This
effort would provide debt financing channels
to financial institutions that look for financing
to support green industries. All types of
investors were encouraged to increase green
investment and fulfill social responsibilities.
Efforts were also made to increase China’s
voice in international green financial market.

institutions to invest in interbank market,
including streamlining access procedures,
lifting the investment quota ceiling, and
expanding the scope of investment. As
of end-2015, a total of 292 overseas
institutions invested in interbank bond
market with an aggregate investment quota
of 1.98 trillion yuan; the number of overseas
RQFII pilot countries and regions was
increased to 16 from 10 at the end of the
previous year; 156 QFlls were given a total
investment quota of 444.3 billion yuan; The
outstanding balance of domestically issued
RMB bonds held by overseas institutions
amounted to 751.706 billion yuan. |

Green financial bonds are special
bonds issued to raise funds specifically for
financing green industrial projects. In recent
years, they have become a type of debt
instruments commonly used around the globe
to finance green industries. To promote the
development of green financial bond market
in China, the PBC adopted an approach
that combines government guidance with
market constraints to guide and regulate
green financial bonds from such aspects as
definition of green industrial projects, use of
funds raised, fund management before bonds
fall due, information disclosure, and the
assessment or certification of independent
agencies. In the mean time, it clearly spelt out
preferential policies for encouraging issuance
of green financial bonds.
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First, it stressed that funds raised could
only be used for supporting green industrial
projects. Issuers could screen projects
according to the Catalogue of Projects
Supported by Green Bonds attached to the
notice. They could also refer to other criteria
for defining green projects.

Second, clear regulations were set down
for the management of funds raised before
bonds fall due. Issuers are required to
invest funds raised in green industrial
projects according to their planned use
of funds as soon as possible. To ensure
flow of funds could be tracked, issuers are
required to open special accounts or have
a standing book. In addition, to reduce
the cost of issuers, they are allowed to
invest idle funds in highly liquid money
market instruments with high credit ratings
and green bonds issued by non-financial
enterprises.

Third, requirements on information
disclosure were stricter. Market constrains
were given full play. Information disclosure
requirements were higher for green financial
bonds compared with plain financial bonds.
Issuers are required to fully disclose in
prospectus the type of green industrial
projects to be invested in, project screening
criteria, project decision-making process,
objectives for environmental efficacy, and
planned use and management regime
for funds raised through bond issuance.
Besides, they are also required to regularly
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make public the use of funds raised during
the period prior to the maturity of bonds.

Fourth, independent assessment or
certification agencies were introduced.
Issuers were encouraged to hire independent
agencies to assess and certify their green
financial bonds. Certified accountants were
asked to produce special audit report on the
use of funds raised. Specialized agencies
were encouraged to conduct ongoing
follow-up assessment of the green industrial
projects supported by green financial bonds
and their environmental efficacy. Assessment
and certification opinions along with special
audit reports by third parties should be
disclosed to the market in time.

As an important example of product
innovation on debt capital market, green
financial bonds provide a new channel and
a new option for expanding the source of
funds for green projects. As of end-January
2016, the PBC approved the application by
the Shanghai Pudong Development Bank,
the Industrial Bank, and Bank of Qingdao
to issue green financial bonds with a total
volume of 108 billion yuan. Next, the PBC
will actively expand the issuing size of green
financial bonds and cut the financing cost
of green financial bonds to further allow it
to play an effective role in expediting the
development of green finance in China
and shifting the economy to a green and
low-carbon pattern. H



RMB INTERNATIONALIZATION

In 2015, the PBC pushed forward the RMB internationalization drive in an active
and steady manner with the objective of enhancing the role of financial sector in

serving the real economy. The policy framework for cross-border use of RMB was

optimized continuously, the infrastructures for the international use of RMB was

further improved, the international cooperation on the use of RMB achieved notable

progress, and the volume of international use of RMB increased steadily. The RMB

internationalization played a positive role in serving the real economy as well as in
facilitating and promoting cross-border trade and investment. l

International use of RMB was on a
steady rise

On November 30, the Executive Board
of the International Monetary Fund (IMF)
decided to include the RMB in the Special
Drawing Rights (SDR) currency basket,
marking a milestone in the process of RMB
internationalization. According to the latest
statistics by the SWIFT, the RMB is the
world’s third largest currency in trade finance
and the fifth most actively-traded currency
on the foreign exchange market. As of the
year-end, the RMB remained as the world’s
fifth largest payment currency, with a market
share of 2.31 percent.

The RMB ranked the second in China’s
cross-border receipts and payments. The
cross-border RMB receipts and payments
totaled 12.1 trillion yuan in 2015, marking
a year-on-year increase of 22 percent,
accounting for 28.7 percent of the total
cross-border receipts and payments, up
by 5 percentage points over 2014. The
RMB has ranked as the second largest
currency in China’s cross-border receipts
and payments for five years in a row. During
the year, the cross-border RMB receipts
posted 6.19 trillion yuan in real terms,
while RMB payments in real terms stood at

5.92 trillion yuan, resulting in a net inflow
of 271.46 billion yuan, and the ratio of
receipts to payments was 1:0.96. In 2015,
the RMB settlement under current account
increased 10 percent year on year to 7.23
trillion yuan, while that under capital account
surged 43 percent from a year earlier to 4.87
trillion yuan. As of the year-end 2015, 170
thousand domestic enterprises had used the
RMB as a settlement currency, banks from
124 foreign jurisdictions opened 2 843 RMB
nostro accounts in China, while enterprises
from 138 foreign jurisdictions opened about
27.5 thousand RMB non-resident accounts
in China.

The RMB cross-border financial
transactions proceeded in an orderly fashion.
As of the year-end 2015, a total of 292
overseas institutions gained the access
to China’s interbank bond market, with a
total approved quota of 1.98 trillion yuan.
Overseas RQFII pilot jurisdictions expanded
to 16 from 10 at the end of 2014. 156
qualified foreign institutions were granted a
total investment quota of 444.3 billion yuan.
15 institutions started to invest in overseas
market through RQDII scheme, which
opened a total of 115 RQDII accounts and
remitted out of China a cumulative amount
of 93.89 billion yuan in RMB fund. As of the
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year-end, domestic RMB financial assets
held by overseas institutions and individuals
totaled 3.74 trillion yuan. In particular,
outstanding domestic RMB stocks and
bonds held by overseas institutions stood
at 598.672 billion yuan and 751.706 billion
yuan respectively. The number of foreign
central banks (or monetary authorities)
holding RMB-denominated reserve assets
continued to increase. By the end of the
year, approximately 50 foreign central banks
or monetary authorities have held RMB
financial assets in China and included them
in foreign exchange reserves.

Policy framework was further optimized
for cross-border RMB business

Favorable policy arrangements were laid
out to further facilitate multinationals in
conducting two-way cross-border RMB fund
pooling activities. In September, the PBC
issued the Notice on Further Facilitating the
Two-way Cross-border RMB Cash Pooling
Business for Multinationals to lower the
threshold of business hours and operating
revenues for the application by multinationals
to conduct two-way cross-border RMB fund
pooling activities, raise macro-prudential
policy coefficient for the ceiling of net
inflows of RMB funds, and relax restrictions
on net fund inflows. This provided more
convenience and room for multinationals to
mobilize funds within and outside China.

Pilot programs of cross-border RMB
business innovation were carried out in
an active manner. During the year, the
PBC actively supported the launch of pilot
programs of cross-border RMB business
innovation in different locations under
the principles of being macro-prudential,
easily replicable and widely applicable.
Cross-border RMB business, including other
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personal transactions under current account,
overseas borrowing by enterprises, and equity
investment funds, were launched in 15
pilot locations including Yiwu, Kunshan,
Qianhai, Zhengzhou, Shanghai and Yunnan,
which covered both coastal and border
areas as well as the hinterland. Such a
wide geographic coverage played a better
experimenting role in promoting cross-border
RMB business innovation.

Channels for cross-border RMB financial
transactions were expanded in an orderly
way. To further promote the orderly opening
up of domestic financial market, the PBC
issued in June the Notice on Bond Repo
by Overseas RMB Clearing Banks and
Overseas Participating Banks on Interbank
Bond Market, which clearly stipulated that
clearing banks and participating banks
that are allowed to access the interbank
bond market could engage in bond repos,
including pledged and outright repos. In
July, the PBC published the Notice on
Issues Concerning the RMB Investment of
RMB in the Interbank Market by Foreign
Central Banks, International Financial
Organizations and Sovereign Wealth Funds.
The Notice stipulates that foreign central
banks, international financial organizations
and sovereign wealth funds conducting RMB
investment in the interbank market should
file for such business conduct, while they
may engage in a wide scope of activities
including spot bond trade, bond repos,
bond lending, forwards, interest rate swaps
and forward rate agreements, and they may
decide on investment volume at their own
discretion. On July 20, the PBC issued an
announcement, stipulating that domestic
crude oil futures would be priced and
settled in RMB, and the trading be opened
to overseas traders and brokers. This move
marked a major progress in the opening up



of China’s futures market. On September
30, the PBC issued another announcement,
granting overseas central banks or similar
institutions access to interbank foreign
exchange market, which helped improve the
level of openness and depth of domestic
financial market, diversify investors in
domestic capital market, and lay a more
solid foundation for RMB internationalization.

Infrastructures for RMB internationalization
were further improved

With the launch of the Cross-border
Interbank Payment System (CIPS) (Phase
[) on October 8, the RMB cross-border
clearing and settlement system witnessed
new breakthroughs in operation hour and
clearing path. Such significant progress
in cross-border payment and clearing
arrangements under China’s payment system
would help boost the efficiency of cross-
border RMB settlement and promote the use
of RMB across the world. The CIPS (Phase
[) processes two types of business through
real-time gross settlement, namely, clients’
transfers and financial institutions’ transfers.
It supports the settlement of cross-border
goods and service trade, cross-border
direct investment, cross-border financing
and cross-border personal remittances. The
operation hour covers major time zones
for RMB business, including Europe, Asia,
Africa, and Oceania. As of the year-end,
participants in the CIPS included 19 direct
participants and 185 indirect participants,
covering 50 jurisdictions on six continents.

International cooperation on RMB yielded
positive results

Overseas RMB clearing arrangements
were further expanded. To support off-shore

RMB business development, the PBC signed
with central banks from Switzerland, Chile,
Hungary, South Africa, Argentina, Zambia,
and the United Arab Emirates (UAE) a
memorandum of cooperation on establishing
RMB clearing arrangements in these countries
in 2015. It designated the RMB clearing
bank in Malaysia, Thailand, Chile, Hungary,
South Africa, Argentina, Zambia and
Switzerland. As of the year-end, the PBC
had established RMB clearing arrangements
in 20 jurisdictions, covering Southeast
Asia, Western Europe, Central Europe, the
Middle East, North America, South America,
Oceania and Africa. RMB clearing volume
through overseas clearing banks reached
312.09 trillion yuan cumulatively in 2015,
including 35.6 trillion yuan in clearing for
clients and 276.49 trillion yuan in interbank
clearing.

Bilateral currency cooperation was
further deepened. In 2015, the PBC
signed the bilateral local currency swap
agreements successively with five central
banks, namely, central banks from
Surinam, Armenia, South Africa, Chile and
Tajikistan, with a total size of 57 billion
yuan. It renewed the bilateral local currency
swap agreements with 7 central banks,
namely, central banks from Australia,
Malaysia, Belarus, Ukraine, the United
Kingdom, Turkey and the UAE, with the
renewed swap size of 799 billion yuan. As
of the year-end, the PBC had signed the
bilateral local currency swap agreements
with central banks or monetary authorities
from 33 jurisdictions, with the total size of
agreements exceeding 3.3 trillion yuan, which
had played a positive role in facilitating
bilateral trade and investment and
safeguarding regional financial stability. m
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Steadily Achieving RMB Capital Account

Convertibility

On October 29, 2015, the Fifth Plenary
Session of the 18th CPC Central Committee
passed the Recommendations for the
13th Five-Year Plan for Economic and
Social Development, putting forward the
task of achieving the RMB capital account
convertibility in an orderly fashion, as well
as promoting the inclusion of RMB in the
Special Drawing Rights (SDR), making the
RMB a convertible and freely used currency.
The PBC adhered to implementing this
policy guidance, and steadily promoted
the international use of the RMB. With the
consistent efforts in recent years, the RMB
internationalization has witnessed positive
progress, as the convertibility and free use
of the currency have been continuously
enhanced. On November 30, 2015, the
International Monetary Fund (IMF) decided
to include the RMB in the basket of SDR
reserve currencies, marking a milestone in
the process of the RMB internationalization.
This signified the international community’s
recognition of China’s economic
development as well as the reform and
opening up achievements, especially of the
RMB internationalization.

The inclusion of the RMB in the SDR
will bolster foreign investors’ confidence
in the RMB and boost their willingness to
hold RMB assets as the domestic financial
market continues to liberalize and RMB
financial products on the international
financial market continue to enrich. China
will continue to deepen financial reforms
towards the established objective, enhancing
the openness of financial markets including
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bond market and stock market, supporting
the healthy development of the offshore RMB
market, further improving the convertibility
and free use of the RMB, and steadily
promoting the convertibility of the RMB under
capital account. Going forward, the major
tasks are laid out as follows. (1) Facilitate the
individual investment in the domestic and
overseas market, roll out the pilot scheme
of Qualified Domestic Institutional Investor
(QDII2) when appropriate, and further
improve the liberalization and convenience
for domestic residents investing overseas
and foreign investors investing in China’s
financial markets. (2) Promote the two-way
opening up of the capital market, allow
eligible well-performing foreign companies
to go listed on the domestic equity market,
and study the feasibility of introducing
the Convertible Depository Receipts
(CDR), and expand the openness of the
bond market. (3) Review and revise the
related rules and regulations, incorporate
the convertibility under capital account
into the legal framework, and establish
internationally-accommodative accounting
standards, regulatory standards and
other laws and regulations to fit with the
internationalization of the financial market.
(4) Study and establish an all-around,
multi-tiered policy framework for overseeing
cross-border capital flows, set up the
account system which integrates domestic
and foreign currencies, strengthen the data
monitoring and analysis of cross-border
fund flows of the domestic and foreign
currencies, and improve the effectiveness
of the risk warning and control system. l



FOREIGN EXCHANGE ADMINISTRATION

In 2015, the PBC continued to deepen the reforms of foreign exchange
administration, with the administration approach shifting from emphasizing on
application approval to emphasizing on monitoring and analysis, from emphasizing
on ex-ante supervision to emphasizing on ex-post management, from emphasizing
on market behavior management to emphasizing on institution-based management,
from “presumption of guilt” to “presumption of innocence”, and from the “positive
list” management to the “negative list” management. In line with these shifts of
emphasis, the State Administration of Foreign Exchange (SAFE) accelerated the
process of streamlining the administration procedures, delegating authority and
transforming its government functions, thereby promoting in an orderly manner
capital account convertibility, improving the monitoring, early warning, in-the-course
and ex-post management of cross-border capital flows, and further strengthening
the roles of foreign exchange administration in serving the economic structure

adjustment, transformation and upgrading. ll

Efforts were made to further streamline
the administration, delegate authority
and thereby facilitate convenient trade
and investment

Firstly, SAFE improved the pilot program of
allowing multinational corporations to conduct
centralized management and operations of
their foreign exchange funds. The requirements
were simplified pertaining to account opening,
capital funds receipt and payment as well
as use of funds, which helped reduce the
corporations’ financial cost. Secondly, the
SAFE expanded nationwide the pilot program
of allowing payment institutions to conduct
cross-border foreign exchange payment
business. The requirements were standardized
pertaining to the related business application
and management, account management,
information collection, as well as business
supervision and verification. Thirdly, the SAFE
modified the policies for administration of the
franchised business concerning domestic and
foreign currency exchange for individuals. The

pilot program was carried out on cross-border
transport of foreign currency banknotes, which
aimed at further facilitating convenient local
and foreign currency exchange. Fourthly, the
SAFE steadily promoted foreign exchange
administration pilot programs in the free trade
zones. Specifically, facilitation measures
were taken in the free trade zones (FTZ) of
Shanghai, Tianjin, Guangdong and Fujian,
including, among others, allowing foreign
invested enterprises registered in the FTZ
to make foreign exchange capital account
settlements at their own discretion, and
allowing Class A enterprises to directly book
into accounts the foreign exchange proceeds
from trade in goods.

Efforts were made to promote RMB
capital account convertibility in an orderly
manner

Firstly, the pilot program on macro-
prudential management of external borrowings
was conducted in the three special economic
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zones such as Beijing Zhongguancun, allowing
enterprises in the zones to borrow an amount
of foreign debts which are certain times of
their net assets. Secondly, the convertibility
was basically achieved for direct investment
purpose. Annual inspections on the foreign-
funded enterprises and overseas re-investment
filing were canceled. The pilot program on
voluntary settlement of foreign exchange
capital funds by foreign-funded enterprises
was rolled out nationwide. Thirdly, the scheme
of mutual recognition of funds between
mainland China and Hong Kong SAR was
officially launched. The Operational Guidelines
for Management of the Cross-border Offering
and Distribution of Securities Investment Funds
in Mainland China and Hong Kong SAR was
published. A guota for the mutual recognition
scheme was set at RMB300 billion for in
and out flows of funds each way, while the
quota limits on individual fund management
institution or product were abolished. Fourthly,
the domestic commodities futures market was
further opened. The currency conversion quota
and registration requirements were abolished
for foreign investors’ participation in the
domestic crude oil futures market except for
the declaration duty.

Efforts were made to improve the
statistics and monitoring systems of
cross-border capital flows

First was to subscribe to the International
Monetary Fund (IMF)’s Special Data
Dissemination Standard (SDDS), join the
Coordinated Portfolio Investment Survey (CPIS)
of the IMF and international banking statistics
reporting of Bank for International Settlements
(IBS). Second was to fully implement Balance of
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Payments and International Investment Position
Manual Sixth Edition (BPM6). The balance
of payments and international investment
position sheets were compiled and published
in accordance with the new international
statistical standards. Third was to improve the
monitoring and analysis of cross-border capital
flows. Modules such as data sharing, abnormity
monitoring and activities in free trade zones were
newly added to provide technical support for
daily monitoring and analysis.

Efforts were made to enhance the
capacity of cross-border capital flows
monitoring and analysis as well as risk
mitigation

First was to improve in-the-course and
ex-post management. The SAFE stepped
up the efforts to enhance monitoring and
management of the cross-border capital
flows, raise the requirements on the review
and verification of the authenticity and
compliance of the banks’ business activities,
and resort to enhanced examination and
inspections to contain the cross-border
foreign exchange speculation and arbitrage.
Second was to strengthen the management
of the cross-border usage of bank cards. The
SAFE imposed an annual limit on the amount
of cash drawn abroad from bank cards, and
standardized the scope of bank card usage.
Third was to crack down on various kinds of
non-compliance or illegal activities related with
foreign exchange. Throughout the year, the
SAFE investigated and dealt with more than
2 000 non-compliance cases, and collaborated
with the public security forces to combat more
than 60 cases of underground markets and
illegal sales of foreign exchange.



| FINANCIAL ACCOUNTING

The PBC pushed forward financial
accounting transformation serving PBC
key mandates like macro-prudential
management and monetary policy
implementation

The PBC studied a series of issues such
as the PBC balance sheet histor