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Preface

In 2008, the Chinese economy overcame the difficulties posed by severe
natural disasters and the complex international economic and financial
environment, and maintained the momentum of stable and fairly rapid growth.
The management of financial sector and service functions continued fo
improve, financial reform and innovation made further progress, financial
infrastructure further strengthened and the financial system remained stable as
a whole. Meanwhile, as the Chinese economy began to feel the pinch of the
international financial crigis, and the long-standing structural imbalances in the
Chinese economy were yet to be resolved, the task of maintaining financial
stability became even more arduous. Therefore, the China Financial Stability
Aeport 2009 aims to present the latest developments in the reform and opening
up of financial sector in China, and assess the stability of financial system and
the risks in the system in a thorouwgh and objective manner.

This Report, while basically adopting the structure of the China Financial
Stability Report 2008 , adjusts the chapter structure and offers more
guantitative analysis based on last year's experiment. Chapter | presents an
overview of the overall state of financial stability in China and an analysis of the
impact of macroeconomic performance on financial stability. The next three
chapters assess reform and development of the banking sector, the securities
sector and capital market, and the insurance sector respectively as well as
their impact on financial stability. Chapter V focuses on the progress of
financial infrastructure. Chapter VI analyzes the impact of the ongoing
international financial crisis, the problems exposed by this crisis, and the
measures taken at home and abroad to tackle the crisis, and discusses how to
improve the international financial system so as to lay a solid foundation for
international financial stability. The Report also includes 14 boxes that analyze
and explore important issues that bear on China’s financial stability.

In addition, the Report containg two appendices tlitlked The Reform of



Financial Institulions in China Since 2003 and The Development of Wealth
Management Products in China. The first appendix reviews and sums up the
progress and achievements of reforming financial institutions, and offers from a
policy perspective some thinking on further deepening financial system reform;
the second appendix gives a brief overview of the wealth management
products in the Chinese market, brings to readers’ attention issues in the
development of these products, and puts forward policy proposals on
promoting sound development of wealth management products.

As i always the case, the Report has room for further iImprovement due to
the theoretical and empirical limit of the authors. We welcome comments and
suggestions from all quarters, including the public sector, relevant authorities,
academia and other parties. We will further improve the methodology and
quality of financial stability analysis and assessment.

Financial Stability Analysis Group of PBC
31 May 2009
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came the difficulties posed by severs
natural disasters and the complex in-
temational sconcome and  finoneial  environ-
ment , and maintsined the momentom of stable
and relatively rapid growih. The management

I n 2008, the Chinese scopomy over-

of financial sector and service functions con-
tinued to improve, financial reform and inpo-
vation made further progress, financial infra-
structure further strengthened and the financial
sysiem remained stable as 4 whole. China
ook an active part in international cooperation
o preserve finoncial stability together,

The Chinese Financial System Was
Stable, Healthy and Safe

Im 2008, China adopted warious measures o
respomd 1o the imgact of the intermaonal G-
nancial crisis. As a result of good domestic e-
conomic environment, the finapcial sector be-
came stronger and mwre resilient,

The Chinese Eonomy Grew m a Steady and
Relatively Rapid Manner, Qffiring a Good
Maero Environment for the Financial System

In 20063, despite many difficulties, the Chi-
nese economy contmied w grow in a seady
and relstively ropid manner. The GDP grew
Q0% y-o-v o0 RMB 30.07 trillion wuan;
prices of consumer goods were basically sta-
ble. CPI was up 5. 9% , an scceleration of
1. 1 percentage points from the previous year.
For five vears in a row, grain harvest was
bump and the grain cutput hit 2 record high in

2008, Facing the drastic changes in the world
econony , the Chinese government adopted a
proactive fisoal policy and a moderntely loose
monetary policy in a decisive manner. A mix
of multiple mstruments was adopied front in
order to give signals that would promots
growih and boost marker confidence. Bench-
mark lending and deposit rabtes were cut five
fmes, and reserve requirement ralio was cul
four times to provide stronger financial support
o economic growidh The macro-Sconomic
mapagement became more foresard-looking ,
targeted and effective in promoting steady and
relatively rapid economic growth

Efforis Were Made to Deal With the Inpact
of the Internasional Finanoal Crisis and Main-
fan Fnancial Stabihly

The intematicnal financial crisis exacerbated
rapidly in 2008, especially after September as
many financial institntions went into distress or
were forced o declare bankrupley, or restnic-
mure, and international financial markets wers
in marmenl, The crisis spread 1o Europe and e-
merging market sconomies, and affected the
global economic and financial sysiems The
Chinese government attached great importance
1 handling the financial crisis, ook concrete
measures o prevent svstemic financial crisis,
and adjusted the stance of macroeconomic po-
licy timely. Pocosing on boosting effective
domestic demand , the Chinese govemment
adopted ten measures promptly, and imple-
mented & series of policies that Later became a
stimulus package to promote stable and rela-
tvely rapid economde growth, In order (o
maintain financial stability, the relevant gow-
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emment  departments  enhanced  information
gharing and policy coordination, stepped up
financinl rsk monitoring, closely watched the
international and domestic markets, carefully
studied the interactions between the financial
sector and real sconomy , made emergency ne-
sponise plans in advance , and propery handled
events related to financial risks. While focu-
sing on managing its own economy , Ching ag-
tively participated in regional and intermational
financial cooperation, and plaved a positve
role in mitigating the impact of the financial
crisis and safeguarding reglonal and interna-
tional financial seability.

Financial Reforms Produced Significant Re-
sults; the Financal Sedor Made Further Pro-
gress in Opening-up and Financial Funovation
Was Enhanced

In 206, against the backdrop of international
financial crisis, China lsunched the reform
program of CDB and ABC w promote their
switch to commercial operation and joint-stock
reform. At this stage, the joint-stock reform
of large state-owned banks was by and large
completed. As a result, their assel quality , fi-
nancial indicators and corporate govermance
improved , laying & solid foundation for these
banks to respond to the international financial
erigis, EIBC, ADBC, PSBC, rural credit co-
operatives and other banking institwtons con-
timaed o despen their reforms , and enhanced
their functions in providing financial services
o the real economy. Financial assel manage-
ment companies became even more market-
oriented , and fonctioned fairly well in dispo-
sing of non-performing assets. The variows re-

form mepsures began to produce effects in the
capital market, and institutional arrangements
made new progress. The rnge of service was
expanded further in the insurance market, ea-
sing the lopsided development in the sector
The financial sector made ngw headway in in-
troducing overseas capital and know-how on
the one hand and going global on the other. In
2008 . aliogether 23 banks | insurance compa-
nies and fund mansgement companies wene set
up a3 jodnt venmres , while the financial indus-
try utilized a total of foreign fund with TISD
15,917 hillion, wp 68, 4% y-o-y, Chinese fi-
nancial institutions also actively competed in
international market and made innovations in
product design and business model to provide
diversified fnancial services

Foragn Exchange Reserves Confinuead fo Beald
Up, Indicatmg Stronger Reslience agmnst Fox-
ternal Shocks

Al the end of 2008, the official foreign ex-
change reserves totaled TISD 1. 95 willion, up
27. 3% y-0-v, representing stronger capability
of payment. At end-2E, the ouwistanding
balance of external debd reached USD 374, 661
billion, up USD L. (3 billicn or 0. 28%  y-o-
v, Ameng the total, owtstanding balance of
medinm- and long-term external debt posted
USD 163, 876 billion, and shor-term exiemal
debt UISD 2100 78S billion. The External debt
service ratio, external debt/export ratio, ex-
ternal debt/'GDP ratio, and the ratio of short-
term external debt o foreign exchange re-
serves were 1. T8% , 23.69% , & 65% and

1k 83% respectively, all within the intema-
tionally accepted safety range. Reform of for-
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cign exchange reserve monsgement sdvanced
and realized the general objective of maintai-
ning assed safety, receiving proper return and
preserving liguidicy,

Fiscal Revenne, Corporate Profits and House-
hold Inoome Continued o Groww, and Led to
Grealer Solvency

I 20005, fiscal revenue todaled RMB 6. 13 tril-
lion yuan, an inereass of 190 5% y-o-y. Fis-
cal expendimure grew 25 4% v-o-¥ 0 6. 24
trillion yuan. Supported by o good balance in
revenue and expenditure, the debt service a-
bality of the povemnment improved. Profitabili-
ty of enterprises continued to grow, albeit at a
mesderated rate.  The per capita disposable in-
come of whan residents and per capita net in-
come of rural residents were EMB 15 7Bl yuan
and 4 TH0 wuan respectively, representing a
growth of 8 4% and 8 0%. People’s livelihood
improved and their solvency strengthened.

The Finandal Sedor Becoms Sﬁmgzr a5 a
Whole and Provided Better Service fo Eaononic
and Sacaal Developmment

Im 20606, the overall strength and resilience of
the financial instiutons steadily improved. At
end-2008, wial assels of banking instinitions
increased 18 6% y-o-y to BMB 62, 4 million
vian; oulsianding balance of domestic and
foreign cumency denominated deposits posted
EME 47,84 trillion suan, an incresse of
19 3% y-o-y; outstanding loans denomina-
ied in domestic and foreign currencies reached
EMB 32.01 illion yuan, an increase of
17. 9% . Alwgether 204 banks reached the re-
quired level of capital adequacy ratio of 8% ,

accounting for 99, 9% of iofal banking assets.
Securities and fubores institutions managed their
business on a sound footing, and institstional
building admed at promoting steady and soand
development of capital morket mode steady
progress. The insurance sector became stronger
based on improved assels , and served & an im-
portant force in optimizing financial stucture
and improving efficiency of the financial mar-
ket in resource allocation. In order to promots
balanced growth of the financial sector and real
economy, financial institutions implemented
various measures designed o support economic
development, and endesvored to smengthen in-
fermal control and prevent financial risks

The Fancal Market Continued Jts Healthy
Development and Operated Smoothy

In 2008, the financial market functioned in a
stable manner. (ffering a larger varety of
bond products, with brisk trading and ample
liguidity , the inter-bank market continued the
momenium of growth, while interest rates on
the money market moved downward amd insti-
ttional investors were even more diversified.
Agninst the backdrop of reduced access (o eg-
uity market financing and stricter measures a-
dopted by commercial banks in sk manage-
ment, bond-type direct financing instmaments
plaved a more significant role in supporting e-
conomic development Financing through cor-
porate bond {incheding enterprise bond . listed
company bond, short-term financing bill and
medium-term nofe ) incressed 68% v-0-y¥ 0
RME 872. 3 billion yuan. Trading volume and
value of the furures market both hit a record
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of rapid development Supply and demand
played a larger role on the forsipn exchange
market, and the BME exchange mfe was gener-
ally stable at an adaptive and equilibrium level.

Efforts to Enhance Financial Safoty Net Con-
tinued and Financal Infrastructure Was Jn-
proved

In 2008, messures were taken to make stron-
ger institutional arrangements, intensify risk
control, and promote the efficiency of market
participants. All these contributed to effective
handling of the financial crisis. The securities
investor profection fund operated effectively,
the scheme of insurance guarantes fund was
further improved, and the feasibility stdy of
the deposit insurance system was  basically
completed. The financial kegal system building
registered major progress, The application of
IT technology by financial sector reached a
new stage. The work of modemn payment sys-
tem advanced further, The regulation on credit
information system and the anti-money launde-
ring system were improved further, Infrastme-
fure inchuding network , disaster recovery and
information securiry withsiood the test of nam-
ral disasiers, emergency amd major events in-
cluding the Dlympic Games,

Implement the Scientific Develop-
ment Outlook, Take Concrete
Measures to Prevent Financial Risks
and Safeguard Financial Stability

In 2063 the Chinese financial sector faces

new circumstances in its development and re-
form and new challenges in maintaining finan-
cinl stability, The sector will implement the
scientific dewelopment outlook, improve s
understanding of the geperal law in ecopomic
and financial development | strengthen monito-
rng and analyss of the economic and financial
risks at home and abroad, continee to closely
wiich the developments of the international f-
nancial crigis, sum up and analyze the lessomns
of thizs crisis, properly handle the impacts of
the crisis, promote the transformation of eco-
nomie growth paitern , prevent systemic finan-
cial risks and sustain the steady, sound and
safe performance of the financial system,

Implement Various Measures Designed for the
Financial Sedor fo Promote Economic Develop-
ment and Creste a Maoveonomic  Entnron-
ment Conduare fo Fnanoal Stabiity

To adopt the scientific outlook on develop-
ment, an ohjective requirement 15 10 suppon
steady amd melatively rapid economic growth,
angd this would enable the financial system o
effectively handle the negative changes in in-
lernational environment, Against the backdrop
of more uncemainties in the world economy
angd slowdown of domestic economic growth,
the structural and institutional problems in the
Chinese economy remain vel o be resolved.
Meanwhile, the long-term trend in the eco-
mormie and social development in Ching and
advantages in the Chinese system are still pres-
ent, A socialist markel economic system is by
and large established, and the sustained and
rapid economic growth of 30 years has laid a
=olid material foundation to respond to variows
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risks and challenges. Industrialization and wr-
banization will generate enormous demand and
growih poiential. In addition, global ecomom-
ic adjestment will provide new opporbeniiies
for the Chinese economy.

These advantages and pesitive factors in the
Chinese economy , if well wapped, will effec-
tively promote sustained and relatively mpid
development  Therefore, it is necessary to
continue to implement a proactive fiscal policy
and a moderately loose monetary policy, as
well as the Thiny Opinions of the State Coun-
cil on financial sector supporting economic de-
velopment, intensify financial support to the
real ecomomy, amd encourage the fnancial
secior to play a positive role in ecopomic
growth, domestic demand expansion and
siructural adjustment. It is also necessary to
make macro-economic management more for-
wird-looking, prosctive and insovative , and
enhance the ability fo handle complex sima-
tions, in order to create a favorable condition
for steady and relatively rmpid economic
growih

Frther Despen Financal Reform fo Build a
Finanaial Secior
The joint-stock reform of large state-owned

banks has made major progress, as indicated
by higher profitsbility and risk control ability,
but corporate govermance stll has room for
improvement. As for the securities sector, af-
ter the measures designed fo overhaul the sec-
ior were (aken, the risks were effectively dis-
solved; however, corporate govemancs of se-
curities firms and their ability to achigve sus-

tainable development are vet to be improved.
In the insumnce sector, insurance Companiss
have advanced their reform, but they have not
vl transformed their exiensive growth pattemn
nor built stronger innovation ability.

As such it is necessary to continue to advance
financial reform, IMProve coFporale gover-
ance, and strengthen manpgement and risk
control 3 deepen the reform of the joint-stock
banks , smrengthen capital requirements, pre-
ven! assel quality and profitabiliny from decli-
ning ; promote reform and development of pol-
icy financial institotions and acset management
companies , so that they will move Faster in in-
temal reform, tansform operational mecha-
nism, and provide service to economic and so-
cial development more effectively: despen re-
form of securities firms, encourage securities
companies 0 expand their operation and be-
come stronger, and establish a sustainable
profit making pattern; take concrete measures
o transform the operational mechanism of in-
sUfAce cofmpanies 1o improve their resilience
to shocks, enhance risk moanagement and
product innovation, increase INSUCANCE COVET-
age, and enhance the function of insurance

Aaclor,

The Crisis Regponse Mechanion Will Contine
to Play Its Role in Preventing Systemic Finan-
cal Rivks

With the deepening and spreading of the inter-
national financial crisis, China began tw feel
the crizsiz’ impact on its economic and financial
performmnce , and the Anancial @ctor faced se-

vere challenges in terms of asset quality , prof-
itahility and risk management China’s finan-
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cinl system also hod to respond o the shocks
of abnormal cross-border capital flow and ex-
change rate fluctuations of major currencies
triggered by the financial crisis. The experi-
ence in responding to the current crisis has
also shown that a well-designed financial safe-
ity net is of significance in resisting the sprea-
ding of crisis amd dissolving fnancial risks,

It is pecessary to continue to monitor the de-
velopment of the intemational financial crisis,
make in-depth analyss of the reason, mechs-
nism and trend of the intermational financial
crisis, sum up the experience of variows coun-
tries in handling the crisis, and give further
play o the crisis response mechanism as well
a5 the crisis contingency plan; improve the
systermic risk assessment system and methodol-
ogy, build stronger risk monitoring, analysis
and early waming capability , and prevent sys-
temic risks; closely watch the latest develop-
ment in the sconomic performance and finan-
cial markets at home and abroad, launch the
deposit insurance scheme al a proper time, let
the sscuritiss investor profection fund play its
role, improve the insurance guaraniee fund
scheme , and build a financial safety npet that
covers the entire financial industry.

Improve Finaneing Structure and Enable the
Financial Sedor to Provide Better Services fo
the National Economy

Despite relatively rapid development of direct
financing as indicated by the growing wvolume
in recent years, the corporate sector still relies
beawily on bank loans, In 2008, Anancing by
domestic non-financial sector totaled RMB 6
trllion yuan, in which RMB 5 trillion yuan

were bank loans, accounting for 83, 1% in the
total, and 4 4 percentage poinis higher than
that in 2007. The volume of direct financing
dechned as a result of the negative impacts of
the international financial crizis on domestic
capital market.

It 15 pecessary to intensify effors to build a
mulii-layered capital mardket s0 33 o optimize
financing structure and provide better financial
services to economic development Effective
measures will be taken to promote stable per-
formance of the stock market , and enhance its
direct financing function. Efforts will also be
made o sxpand the seale of bond financing by
developing instroments such a8  enerprize
bond, corporate bomd, shor-term financing
hill and medium-term pote. In additon,
mexsures will also be taken 0 eRCOUTAZE IO
vation in the securities market and securities
instruments, and to regulate and guide the
healthy development of private financing.

Improve the Institutional Arrangements and
Methodology of Financial Regulation

& lesson of the current financial crsis 15 that
quantitative regulatory measures  including
CAR requirements, ratings, and model-based
pricing were not sufficient to prevent systemic
risks. With the development and innovation in
business model, traditional regulatory armange-
ments and philosophy were not able to achieve
the goal of systemic risk management.  There
were not adequate regulation and supervision
OVer Ccross-secior, cross-market and cross-bor-
der financial activites, and regulatory mles
and standards were pro-cyclical
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Therefore , we nesd learn the lessons of the in-
ternationnl financial crisis and improve the in-
atitutional arangements and methodology of
financial regulaton, Counter-cyclical faciors
will be included in the regulatory system, and
a “circuit-breaker " mechanism shall be de-
signed , in order o address the pro-cyclical be-
haviors of the financial markets and instite-
tons. Measures will be taken to strengthen su-
pervision over the innovative and off-balance
sheet businesses, improve cross-sector and
crods-bonder regulation , establish a fisk assess.
ment and early waming mechanism for cross-
sector businesses | intepsify regulatory coondi-
nation and cooperation, and effectively com-
bine institution regulation with fonctional regu-
Iation.

Advance Frnancial Imevation and Make the

A stable and vigorous financial system is an
important condition for the financial institu-
tions, financial markets and infrastrcutre to
perform their functions of sk management,
resource allocation and pavment and settle-
ment. Innowvation is the key in improving the
service quality and comperitiveness of the fi-
nancial sector in Ching, At present, financial
products tended to be homogeneous and could
not meet the diversified demands of clients. In
addition , with the progress of integrated finan-
cial services by financial instipofions, if 18 ne-
cessary to strengthen risk management , devel-
op financial market and improve regulation.

Al present, we nead 1o forther improve the fi-

nancial regulation system, and create a regula-
tory environment that is conducive to financial

innovation. Also, it 15 necessary (0 promote
innovation in financial instimtons, financial
markets and financial products, develop a
multi-laverad capital market, diversify invest-
ment products, increase market lguidity | and
create 8 good market environment for integrat-
ed financial services, Effors will be made to
establish pood corporate governance and risk
management mechanism, and prevent cross-
sector, cross-market risks arising from inte-
grated financial services, Measures will be a-
dopted o develop bond market and promoce
innovation in bond market instruments and re-
lated financial products. Financial services to
the rural areas will be improved | and the pilot
project of new-rype reral fnancial instimtons
be expanded to build 2 ruml financial sysiem
combining commercial finance , cooperative fi-

nance and policy finance.

Refirm of International Financial System Wil
Be Promoted to Lay a Good Foundation_for
Internafional Fmancial Stabiy

Another lesson of the intemational financial
crisis is that there are flaws in the current in-
ternational financial system and its govern-
apce. Reliance of the current international mo-
netary system on the sovereign currencies of a
small number of countries exacerbated the
spread of risks and the crsis; in the interna-
tional financial system, surveillance over in-
temational reserve currencies was inadequate.
And, early waming and early response to the
financial crisis was cleardy not sufficient
China will continee o take an active part in
intermationsl cooperation, promote meform of
the intemnational financial system and maintain
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internationsl financial stability, China  will
promote flexible and diversified regional fi-
nancial cooperation, and give full play to ne-
pional currency assistince mechanism.  China
will work towards promoting the reform of in-
temational monetary system, reducing the
syslem’s over-reliance on a small number of
mserve currencies, strengthening surveillanee
ower the countries that issue ressrve cumen-
cies , improving the adjustment mechanism for
issuing the international reserve curmencies,
promoting a diversified and well-balanced in-
temational monetary system, prompling the

reform of accounting standards,  improving
code of conduct for and regulation over rating
agencies, ag wall as the transparency of finan-
cinl markets and financial products, and estab-
lishing an early warning system that cowvers
every jurisdiction, especially major interna-
tional financial cemters, It i3 also necessary o
improve the governance of the international fi-
nancial orgapizations inchuding IMF and the
World Bank, and enhance the representation
angd vedce of developing countries so that the
international financial organizations can play
their due role in crisis response,

{ By Hong Bo)
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n 2008, with o complicated and vol-
I atile world economic and financial
sifuation , the international financial
crisis continually aggregated. As the crisis
took 3 heavy toll on the real economy, the
major economies in the west slid into reces-
sion. [n response G the crisis, govermmenis
ook unconventional measures, whose pace,
intensity and scope were rarely ssen in histo-
ry. The international community strengthened
cooperation o tide owver the crsis. Having
overcome  varous difficulties, the Chinese
economy maintzined a stable apd rapid devel-
OpmEnt Mmomenim.

Economic and Financial Environ-

ment

et

MAs the intermational financial crisis continued
0 detericrate, the financial industries of the
US, the euro ares and other developesd scono-
mies wenz severely hit, the international finan-
cial market expenenced drastic rrbulence,
prices of primary commodities declined | the
global credit squeere heightened, and unem-
ployment rates soared.

Financial institutions were seriously im-
pacted, and financial markets experi-
enced great wvolatility. In 2008, the five
bigpest US investment banks either went bust,
of seguirsd by commercial banks or changed
into bank holding companies; home mortgage

giants Fannie Mae and Freddie Mac were
taken over by the government ; the IS govern-
ment imjected capital into ALG and took into
conservatorship; and 25 banks collapsed
Some financial instiuiions in Burope and Ja-
pan experienced risk events , and were eventu-
ally recapitalized or went bust, The Gnancial
industry in East European couniries and other
emerging markel economies bad no escape, Al
the same time, the stock moarkets wmbled
across the globe, with major stock indices
plummeting by over 30% . Yields on govern-
ment bonds slid noticeably, some currencies
devalued sharply, and foreign exchangs mar-
kets fluctuated hugely.

Commaodity prices plunged, and grain
prices dropped from elevated levels. In
2006, oil prices flucated greatly, dropping
from the peak of USD 147, 27 per barmrel o
below USD 40 per bamel st the cheapest.
Other raw materials and primary oommosdites
such 8= iron ore, non-ferrous metals and steel
lost nearly half of the orginal value, Grain
prices in the international market pulled back ,
with the furures prices of sovbean, wheat and
=0 on lowering more than ope third of their
original prices.

Market liquidity was drained, and the
glabal credit crunch escalated. In Octo-
ber 2008, liquidity in short-term credit mar-
kets in the US and Ewrope almost dried up,
inter-bank lending cost rose dramatically | and
institutions were refuctant to lend. Funds flew
into the TS T-bond market in large volume to
seek safety, Some countries even experienced
massive foreign capital flight Shori-term f3-
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nancing markeds were in stagnancy,

Major economies slowed down or slid
intp recession, and onemployment
rates surged. In 2008, the US, the euro ar-
ea, Japan and other advanced ecopomies shid
inte recession, with their economies registe-
ring negative growth in the second half of the
vear; emerging markel economies and develo-
ping ecconomies &lowed down across  the
board, and growth in Indiz and Fussia was
slower thon the level last vear. At the same
time, businesses in a lot of countries were
mired in incrensing difficulties, and unem-
ployment rates continued to surge, in particu-
lar in the US, euro aren, Japan and Canada

The international community launched
unprecedented crigis relief measures in
joint efforts. In 2008, affected countries
and regions took a series of measures inchu-
ding some upconventional ones o pump lig-
widity imto financial instititions, purchased
shares of fnancial instmetions in lange sum,
provided guarantes for banks’ dehbts, banned
short-selling of socks of some financial insti-
tutions, and suspendsd or reloxed fair value
accounting standards. The pace, intemsity and
scale of the sbove relief mepsures were rarely
seen in history, At the same time , the interna-
tional community strengthensd cooperation to
deal with the crisie G20 leaders convened a
Summit on Financial Markets and the World
Economy , and agreed on an action plan about
financial and economic issues. APEC leaders
made a statement on the slowdown of the
global economic growth, Some central banks
cut rates unilaterally or collaboratively | or in-

jected substantinl bguidity to markets,
Macoeamomie Performance of Ching

In 2008, despite economic slowdown due to
the impact of the devastating nabural disasters
and the international financial erisis, Chiness
econcmy maintained a stable and relatively
fast development momentum

The economy continued to grow rapid-
ly, but at a decelerating pace guarter
of quarter. In 2008, Chinese economy con-
tinued to grow rapidly, with the GDP posting
EMBE 300 067 billion yuan, up % 0% y-0-v.
Agricultural  production  developed  steadily
with the grain output totaling 528, 5 million
tons , increasing for the fifth vear in a row; in-
dustrial production growth decelerated, with
the added value of statistically large enterprises
growing by 12, 9% | a deceleration of 5. 6 per-
centage points. The GDP growth in the four
quarters siood at 1006% , 100 1% , 9. 0% and
6. §% rmespectively , representing a declining
trend quarter by quarter.

Domestic demand kept growing rapid-
Iy, but external demand dropped sharp-

Iv. In 2006, investments and consumption de-
mand continued to grow rapidly. Fised asset
investment in the whole year registered EMB
17. 2 trillion vuan, up 25 5% over the previ-
ous year, Refail sales amounied to RMB 10. 8
trillion vuan, up 21 6% v-o-v. Affected by
the world economic slowdown and adjustments
in the domestic property markel, invesiment
and consumption slowed down notably in the
fourth  guarer,  Moreover, export growth
dropped  precipitously. The total expores
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reached USD 1. 4 trillion, up 17. 2% . Exports

registered  y-o-y  growth of -2.2% and
-2 8% in November and December respec-

tively,

Price hike accelerated in the first half
of the vear and decelerated in the sec-
ond halil by a large margin. The CPT was
5 9% for the whole yvear, up 1.1 percentage
points from a year earlier. Affected by the
snow and slest dizsster, the CPT reached
B, 7% in Febroary 2008, a recond high since
199, Except for a rebound in April, CPI lat-
er dropped month by month. PPL reached its
annual peak of 10. 1% in August and slid fast
aflerwards, averaging 6. 9% for the whole
year, up 3. B percentage points over the previ-
CAIE yedr,

Fiscal revenue growth decelerated , and
economic benefits fell notably, In 2008,
fiscal revenue growth slowed down, and pos-
fed BME 6. 1 trillion yoan , op 19, 3% y-o-v,
represanting 3 deceleration of 12 9 percentage
points. Corporate profit growth fell sharply.

Statstically large enterprises realized profits of
over RMB 2. 4 million yuan, up 5% y-o-v,
representing 3 deceleration of 31. § percentage
points. Household income growth moderated |,
with the disposable income growth per capita
in urban areas pesting 3. 4% , down 3. B per-
centage points from a year earlier; cash in-
come of mural residents grew 8. 0% |, represen-
ting & deceleration of 1. 5 percentage points.

Stock indices ftumbled, and property
prices fell month by month. In 2008,
stocks on the A-shore market fell n value
across the board At the end of the wear, the

Shanghai Stock Composite Index was closed at
1 820, 81 points, down 63 39% y-o-v. The
capitalization and the floatation of tradable
shares of the A-share market lost 62, 99% and
49, 12% respectively, The hike of house sale
prices in 70 large- and medium-sized cities
slowed down, and December even experi-
cnced negative growth. The housing price was
up 6. 3% for the whole year,

The halance of payments remained in a
surplus position, and foreign exchange
reserves continued to pile up. The BOP
position was improved in an overall point of
view , and current account remained the main
souree of the BOP surplus. In the fourth quar-
ter of 2008, impon and export trade growth
slowed down markedly, with the import and
export volume posting USD 2. 36 trillion, up
17. 8% y-o-y. Amodng this total | expors grew
by 17. 2% and imporis by 18. 5% . The totsl
trade surplus grew by USDr 32,8 hillion 1o
USD 205 5 billion. Foreign capital inflows
continved i increase, foreign debt growth
mederated, and the capital and financial ac-
count surplos decreased. At the end of 2008,
the outstanding Fforsign reserves megistersd
USD 1. 95 trillion, up 27. 3% from the previ-

Ol Year,

Weighing the changing situation, the Chinese
government determinedly shified the macro-
cconomic policy from “ preventing rapid eco-
nomic growth from overheated and preventing
price hike from becoming entrenched infla-
tion” to “ maintsiming stable and relatively
rapid growth and containing rapid price in-
crease” | and later to “ proactive fiscal policy
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and moderately loose monetary policy”. Poli-
cy measures that aimed to beef up investment
and stimulate consumption were laonched in-
ensively o lay a solid foundation for stable
and rapid recovery of the economy,

Impacts of Economic and Financial
Environment on Financial Stability

With China's economy and finance increasing-
ly interconnected with the word, the curment
internaticnal financial crisis exerted impacts to
varying degrees on China's import and export
trade , economic growth, emplovment and
price stability, posing a challenge to financial
stability.

The world economic recession  influenced
China’s ecopomic growih The major ad-
vanced economies staned to recede since the
latter half of 206, In =pite of the varicus
forceful measures 1o aabilize the fnancial sys-
tem and deal with the crsis, the effects and
pertinence of such policies remained tw be
seen. This, coupled with rising protectionism
in trade, investment and fnance, overshad-
owed the prospect of the world economic e-
covery. IMF predicted that the world sconomy
would grow by @, 5% in 2009 in ferms of pur-
chasing power parity, the lowest level since
the Second World War, Developed economies
would grow at — 2%. At the same tdme,
world frade would post negative growith, Ac-
cording o IMF's forecast, the world trade
would drop by 2. 8% in 2009 and the figure
predicted by WTO was 9% . Slump in world

trugde would bave a large bearing on Ching's
expors, drving some expor-ofiented enter-
prises into difficulties, which would in turn
aggravate credit rsks within the banking sys-
tem, Moreover, export decline would force
export enterprises to cut jobs, bringing about
difficulties to job creation.

Economic restructuring faced constrai-
ning factors. For a long time, China's eco-
nomic growth depended excessively on invest-
menl and exports, and low consumplion et
high investreent ratio and other structural prob-
lems hecame more acute against the backdrop
of the international financial crsis. Therefors
it was an wurgent need to shift the economic
growth pattern to coordinated development
wmeng investments , copsumpiion and sxports,
Ir s mode important o stmulae consumprion
given the weakening external demand At
present, there are several factors constraiming
consumption growth, First, household income
would be impacted by econcmic slowdown,
which would in tun affect consumption de-
mand. Second , the low share of bousehold in-
come in the national income distribution stpoc-
mre would have an effect on consumption
growth, In recent vears, the real growth of wr-
ban dwellers’ per capita disposable income and
rural residents’ cash income has remained sho-
wer than the sconomic growth, Third , due to
System ,
households” marginal propensity to consume
sw an overall downward trend. In 2008, the
marginal propensity o consume of urban and
maral residents declined from 0. 85 in 2002 @
0. 56 and 1. 71 respectively.

an unsoind social RECUrity
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Deflationary risks in immediate term
and inflationary risks over medium and
long run co-existed. In 2008, CPl and PFI
increased in the first half of the year and de-
clined later, and nosedived at the end of the
year. In December, CPI grew 1. 2% y-o-v,
down 1.2 percentage points in month-on-
medth terms, hiting the lowest point in 29
months. The decline of PPl was even greater,
from 2% in Movember to =1. 1% . In 2009,
economic slowdown in China and abroad will
result in waning aggregate demand , and weak-
ening extemnal demand will cause export enter-
prises no other choice but to sell products ong-
inally manufactured for exports on the domes-
e market, hence increasing supply and exer-
ting downward pressures on prices, Price tum-
ble of commodites, oil prodwct tax reform
and other factors alse heightened inflationary
risks. At the same time, it should be heeded
that the global monetary supply was gencrally
sufficient, and once market confidence recov-
ers, commodity prices are likely to resume
growth momentum. Massive capitalization and
economis stimulus plons taken by some econo-
mizs to deal with the crisis lead to a surge in
money supply and fiscal deficit, which would
translate into inflationary pressures in the me-
divm and loag mon

The ongoing adjustments of the stock
market and the property market will in-
fluence economic growth. In 2008, af-
fected by the international financial crisis and
other factors , the stock indices in China tum-
bled , marker mrnover declined, capitalizastion
of listed companies shrank considerably , and
the capital-raising capability of the stock mar-

ket weakened. The property marks! expen-
crnced temporary adjustments , growth of prop-
erty development investment decelerated, and
home sales fell sharply. Due o its long indus-
irial chain, the property market will have
some effects on economic growith At the
same fime, because a large proportion of the
real estate developers' funds are bodrowed
from bamks, the drastic adjustments ongoing
in the property market will increase credit risks
in the banking system.

Measures to Promote Economic
Growth and Financial Stability

Since the third quarter of 2008, the impacts of
the tvermational fnancial crisis on Chinese e-
conoamy have gradually emerged. The Chinese
government launched a series of policy meas-
ures that aim o promote growth, expand do-
mestic demand , restructare the sconcmy and
improve people’s living standards, so a8 (o
promode stable and relatively fast ecopomic
development.

Policy measures that * maintain eco-
nomic growth and expand domestic de-
mand” have been implemented. The ten
measures that aim o " expand domestic de-
mand and promete economic growth” | the 4
trllion yusn economic stmulus package and
the adjustment and revitalization plans for key
industriea have heen carried out. Proactive fis-
cal policy has been put into place o display
the active mole of public finance in projects
with direct bearing on people’s livelibood |, in-
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frastructure ¢construction, enviropmental pro-
lection , post-disaster reconstroction and in in-
creasing the income of wrban and roral resi-
dents especially those with low  incomes.
Maoderaely loose monetary policy has been
firmly pursued to guarantee sufficient liquidity
in the banking system, promote ratonal
growh of money and credit, and beef up fi-
nancial support o economic development
Morecwver, forceful measures have been taken
to promede foreign trade development, and
implement more active employment policies to
maintain jobs.

Economic restructuring has continued
to be strengthened. While expanding do-
mestic demand, economic restucturing has
been sped up 5o as o address the fundamental
causes that have long constrained China's eco-
nomic development.  Efforts have been made
o increase the shore of bousehold income in
mational income, beef up investments in edu-
cation, medical services, social security and
other weak links as well as public goods, so
a8 1o eliminate the concerns of households and
o boost consumpion demand, In addition,
more is spent on agriculture, maral areas and
farmers, and supporting policies for agriculor-
al and grain production have been reinforced
=0 85 to expand demand in roral aress. Sup-
port for the service sector and high and new-
tech sectors has been incressed, in a bid to
promode industrial upgrading. The resources
pricing mechanism @5 reformed and environ-
mental  protection  standands  have  been
strengthened with a view to prometing the
shift of economic growth pattemn.

The ability to fend off systemic finan-
cial risks has been further improved.
The coordination mechanism among financial
regulators 15 improved in order o oput into
good play the role of supervision over individ-
ual institutions and regulation along functional
lines, and strengthen cross-sector and cross-
market regulation. The assessment of sysemic
finuneial rsks is improved so a5 to enhance the
supervisory, analytic and risk-warning capa-
bilicy. Counter-cyelicality is enhanced o make
the financial system more capable of dealing
with cyclical fluctuations. The building of fi-
nancial emergency response ability is strength-
ened , and ex ante and ex post mechanisms for
disposing sysiermic risks have been improved.
A deposit insurunce scheme will be launched
in due course tw improve the financial safety
met, and protect the safety and stability of the
financial sysiem.

The reform of the international finan-

cial system has been actively pursued.
Effors have been made w promote the reform
of corporate governanee structure of major in-
ternational financial organizations, the estab-
lishment of & rational global financial rescoe
mechanism , and the rescue effonts w develo-
ping countries; o increase the volce and rep-
mesentation of developing counfries in interna-
tional financial crganizations so as o display
their role in maintsining fAnancial sability s
international and regional levels; o strengthen
international cooperation in financial supervi-
gion and regulation so &5 o prevent the conta-
gion of financial fsks across borders; (o im-
prove the international financial supervision,
accounting standards, code of conduct of rat-
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ing agencies and capital adequacy require-
ments, to establish a worldwide early warming
mechaniam, in pamicular an early warning
mechanism for the magor international finan-
cial centers ; to strengthen surveillance ower re-
SErVe curency issuing countries, establish a
mechanism o regulste the issuance of reserve
currencies; to strengihen supervision over fi-
nancial institutions and intermediary agencies,
80 &% 10 enhance tansparency of financial mar-

kets and financial products. The roots and les-
sons of the crisis have proven that it is neces-
sary o reform the present infemational finan-
cial system, remove imational elements in the
internaticnal financial system, and reinforce
supervision over financial risks. Only by do-
ing the above can @ solid instimubonal foundsa-
tion be laid down for the long-term stability of
the international financial system.

{ By Yang Xiaojun)
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n 2008, China's banking sector
I carefully implemented —macroeco-
nomic management policies, and ac-
tively coped with the complex and changeable
economie and financial situations both at home
and abroad. Banking institutions have faken
sleps 1o steadily deepen the reform , strengthen
credit management, Improve credit stricture
and intensify risk contrel, with their overall
strength and resilience o fsks contmuing o
enhance,

Recent Developments

Total assets and liabilites continued to
increasze. As of the end of 2008, tofal assets
of banking institwions increased by 18 62%
o BMB 62, 39 wmillion yuan on g y-o-v basis,
and total lisbilities grew by 18. 22% to RMB
58, 61 mllion yean, The oustanding deposits
denominated in both domestic and forsign cur-
rencies reached BEMB 47, 84 million yuan, up
19, 3% y=0-%; the ouistanding loans in both
domestic and forsign currencies amounted o
RMB 32. 01 million yuan, up 17. 9% .

Competitiveness of the banking sector
further enhanced. In 2008, policy banks,
JI5CBs, city commercial banks and rural finan-
cial instimutions { including rmural commencial
banks , mural cooperative banks and BCOCs ) de-
veloped at a fast pace, featuring steadily in-
crepsed share of asses. Specifically, the as-
sets of policy banks, J5CBs, city commercial
banks and rural financial insdtstions accounted
for o 05% , 14, 12% , 6. 60% and 11. 4%
of the total assets of banking institutions re-
spectively, up (0099, 00 34, 00 25 and 0. & per-

centage points. The assets of the big five com-
mercial banks accountsd for 51.01% , down
2. 24 percentage poinis over the previous year
( Figure 2. 1).

Figure 2.1 Proportion of Assets of Bank-
ing Instibutions
{ prrmnt )
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Asset guality improved on an overall
basis. In 2008, banking institutions wit-
nessed @ decline in both the cwistanding NPLs
and the NPL ratio. Al end-2008 , the cutstamd-
ing NPLz of commercial banks registersd
RMB 5 602 million yuan, RMB T08. 2 billion
vuan less than previcus vear; and the MPL ra-
o recorded 2. 4%, down 3.7 percentage
points .

Capital adequacy rose evidently. In
2008, the capital base of banking institutions
was replenished through various channels. In
particular, commercial banks issued a total of
EME T2, 4 billion yuan of subordinated bonds
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and hybnd capital bonds , representing a y-o-y
growth of 92, 3% . As of the end of 2008, the
number of commercial banks mesting the CAR
requirement of 8% reached 200, increased by
43 y-o-y, The asseis of these banks sccounted
for 99, 9% of the total assets of commencial
banks, up 20,9 percentage poinis from end-
2007,

Profits grew by a large margin. In 2003,
the pet profits of banking instinutions after tax
mse by ML 6% from the previous year to
EME 383, 4 billion yean, among which net
profits of major commercial banks [ including
the big five commercial banks and 12 J5CBs)
after tax totaled EMB 438, 36 billion yuan, up
44. T% . The ROE and ROA of banking insti-
tutions reached 17. 9% and 1. 00% respec-
tively.

Effectiveness of supervision steadily in-
tensified. In 2008, banking regulaiory su-
thorities closely monitored the domestic and
international economic and fnancial develop-
ments, guiding and urging banks to strengthen
risk management. Efforts bave been made to
puy close aitention to the changes in asset
qualicy to prevent the rebound of NPL=, accel-
erate the disposal of finoncial risks and the
control of rsks arising from business innova-
tion, puard against financial emerpencies . and
further strengthen the international commumni-
cation and cross-sector cooperation on supervi-
sory matters. The Guldelines on the Risk Man-
agement of M&8 Loans of Commercial Banks
and the guidelines for banks to establish spe-
cialized institutions extending credit w small
enterprises were timely isswed | and ten mens-

ures realigning certain credit regulation poli-
cies for sound economic development wers
raised s0 a8 to guide banking instiutions to
suppor economic growth,

Reform and Achievements

In 2068 the reform of banking institutions
continued 0 advance | a5 reflected in improved
financial services, enbanced risk management
and resilience to crisis, Financial risks wers
tmely mitigated and the stability of banking
sector was effectively safepuarded.

Refirm of Large Commercial Banks Was
Steadily Pushed Forward

In 28, in aceordance with the overall ar-
rangements on China's financial reform, the
reform of stae-owned commercial banks con-
finued o advance at a sleady pace.

The share-holding reform of ABC
achieved preliminary results. In 2008,
PBC, together with relevant auwthorites , car-
red out 3 careful ressarch on the reform plan
for ABC and steadily promoted the reform
On Cetober 21, 20068, the State Council hasi-
cally approved the Guidelines for the Share-
holding Reform of ABC. Un October 29 the
China Investment Corporation, via the Central
Huijin Invesiment Co, | injecied the USD e-
quivalent of EME 130 billion yuan into ABC,
with the Ministry of Finance and the China In-
vesiment Corporation each taking 5% stakes.
ABC consscutively completed asset assess-
ment, land propeny rights verfication, and
divestiture of non-performing assets. In the
meantime , the bank continwed to expand the
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pilot projects of multdivisional structure re-
form at the county level and ratcheted wp cred-
it support for © agriculture, noral areas and
farmers" . On January 9, 2008, the Agricul-
tural Bank of China Co. Lid. took shape with
the initial establishment of a * shameholders
mesting, board of directors, board of supervi-
sors, and senlor monagement” structure, and
directors and supervisors were elected accond-
ing to legal procedures, On Jamuary 16,
2000, the Agricultural Bank of China Co. |
Litd was officially inmgurated.

The commercial-based reform of CDB
was initially accomplished. In early
20065, the reform plan of CDEBE was approved
by the State Council and the commencial-based
reform of the bank advanced steadily. The re-
form plan specified the management over los-
ses caused by exchange of foreign curency=
depominated copital funds in finoncial restroc-
tring, co-managed funds, and Tisk provi-

sions; clurified the mansgement plan for state
shares, with the Ministry of Finance and the
Central Huijin Investment Co. Lid. as origi-
nators holding 51, 3% and 48. 7% stakes re-
spectively. On December 1, 2008 | the China
Development Bank Co. Lid was established ,
and & mew boand of directors, board of swper-
visors, and senior managernent beam wens cre-
ated according to the procedural requirements
of the Company Law, On December 16, the
China Development Bank Co. Lid. was offi-
cially inaugurated.

In sddition, EIBC and ADBC also despensd
their internal reforms, swengthened risk man-
agement and intermal control, and steadily
lzunched new businesses so as o pave the way
for the comprehensive reforms. At the begin-
ning of 2009, a working group was esiab-
lished by PBC and other relevant authorites (o
deliberute issues related to the reform of the
two hanks

Box 1 The Reform and Development of Policy Financial Institutions

Policy financial services play a significant
rele in implementing the government's stra-
tegic plans and supporting the coordinated
economic and social development. In 1994,
three policy banks including CDB, EIBC
and ADBC were put in place specializing in
policy finaneinl services for infrastructural
building , bazic industries and pillar indus-
iries , the expor of electro-mechanical prod-
uets and equipments, a5 well as the pro-
curement of grain, cotton and cil , ete. In

2001, CECK. was established engaging in
policy export credit insurance business.
Since their establishment , the four policy fi-
nancial institions actively implemented in-
dustrial policies, foreign economic and
trade policies az well a5 macho mandgement
policies, snd played 2 positive role in
promating economic restruciuring, alleviating
the boitle necks in economic development,
protecting and reinforcing the fundamental
role of agriculure , fostering mral economic
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development, enhancing the imtemnational
competitiveness of the Chinese enierprizes
and export goods, and accelerating the de-
wvelopment of an open economy.

With the development of socialist market e-
conomy in Chins, poelicy Anancial instin-
tions experienced dramatic changes in mar-
ket environment, business conditions and
operational targets. On the ope hand | many
of the original policy business has converted
imto commercial bosiness. On the other
hand , under the changing international and
domestic economic siuations, new policy
business was called for in some aress in
view of the national inferests and sirategic
development, Af the same tHme, with the
expanson of business, problems also e-
merged in policy financial institutions with
regard o function positioning , corporde
governance, misk confrol, incentives and
disciplines, and supervision and manage-
ment. Therefore, the reform of policy fi-
nancial instipofions was brought up on the a-
genda

In 2007 , the MNational Financial Work Con-
ference provided guidance for the reform of
policy banks , clearly pointed out the princi-
phe of applying different reform schemes to
different banks acconding 1o their unigue
circumstances, and decided to first reform
CDB while requiring EIBC and ADBC to
create conditions for the comprehensive me-
form through conducting internal reform and
strengthening capital base. The Conference
also called for strengthening the role of policy

financial services inm serving the national
sirategies and supporting economic and so-
cial development, gradually reforming the
cperation mechanism of policy financial
services, establishing transparent bidding
sysiem and making fiscal arangements o
provide necessary interest subsidies and oth-
er compensations for policy banks. After
the conference, PBC and relevant suthori-
ties promoted the reform of CDB, EIBC
and ADBC in an active and prudent manner
according to the overall arrangements of the
State Council. An present, the reform of
CDB has made important swides, and the
China Development Bank Clo. Ltd, was of-
ficially insugurated on December 16, 2008,

In the next phase, PBC will comprehensive-
Iy follow the decisions made in the Mational
Financial Work Conference, and steadily
advance the reform of EIBC, ADH and CE-
CIC taking into account the recent develop-
ments of internal and exiemal economic en-
vironments. Policy banks should forther re-
inforce their functicns of serving the nation-
al strategies, dynamically adjust their busi-
ness scope with classified mansgement, es-
tablish and improve corporate governance
optimize the scale control and risk contrel
mechanizm , clurify the sk compensaton
mechanism, and establish standardized ex-
ternal regulation and assessment sysiem, so
a5 t0 fundementally tackle the instifutional
issues that hinder the development of policy
financial institutions and further strengthen
the role of policy financial instnitions in ser-
ving the sconomic and social development.
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Banking Institutions” Capability of B .
Ecomomic Development Further Enhanced

In 2008, in light of the changing economic
scenarie both at home and abeoad, China's
monetary policy stance was adjusted in o time-
ly manner from “tight” to “ moderately loosa™,

Bapking institutions  sctively  implemented
macro management policies, and followed the
credit pelicy of differentiated reatment for dif-
ferent sectors to further intensify credit support
1o key sectors and weak links . which achieved
prominent effects.

Credit expansion was timely adjusted.
Taking infe account the development needs as
well as the changes in market demand , bank-
ing instimitons closely followed macro man-
agement policies on credit management and
credit restructuring , strongly underpinning the
ropid  amd  sound
Banking instimtions appropriately managed the

ecomomic  development.

aggregate and pace of credit expansion in the
first half of 2008 under tght monetary policy,
while timely incrensed credit supply in the sec-
ond half of the vear, in the fourth guarter in
particular, to intepsify their support to eco-
nomic development. MNew loans in 2008
reached RMB 5 thllion yuan, among which
EMB 1. 43 million yuwan were issued in the
fourth quarier, effectively promoting the im-
plementation of the policy of boosting domes-
tic demand and mmintaining sconomic growii

Rural financial szervices continued ito
improve. First, ABC formulated and carried
out the full-fledged plan on serving ™ agricul-
ture , rural areas and farmers” |, and conducted

pilot programs with a view to exploring the
mode of serving the roral sconomy on the ba-
sin of key enterprises in agriculture industriali-
zation and the production base of agriculneral
products.  Focusing on farmers, the mode
could be backed by the issuance of farmer-aid
cards, and safeguarded by the divisions at the
county level , with priorty given to developing
micro-credit business for farmers. At end-
2008, outstanding agricultural loans amounted
to RMB 933 billion vuan, a y-o-y growth of
EME 135. 1 billicn wuan, Second , the domi-
nant roke of ROCs was effectively brought into
play in providing financial support to the agr-
cultural sector, As of the end of 2008, out-
slanding loans of the ROCs posted BMB 3. 7
trillion yuan, RMB 1. 7 trillion yuan of which
were agricultural loans, accounting for 6%
of the toal leans. The cutstanding balance of
loans o farmers amounted o RMB 1. 33 til-
lion yuan, accounting for 36% of the todal
loans. Third, pilot programs of new mral fi-
nancial instinetions were pushed foreward exien-
sively to expand the service area of rural fi-
naocial institutions. At end-2008, 107 new-
type rural financial institutions were approved
o conduct business, inchuding 91 village and
tewnship banks, 6 loan companies and 10 m-
ral credit shops

Credit services to SMEz were ime-
proved. In 2008, banking insttutions atia-
ched great importance on the financing diffi-
culties of SME= and explored ways o grant
diffarential treatment to varions  borrowess
through market mechanizms and indovated fi-
nancing channels so as o improve credit serv-
ices for SMEs. First, credit support to SMEs
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was strengthened. Mony commercial banks re-
garded SME lending a8 & strategic priorty and
a8 a source of growth of profits, and gradoally
increased loans o SMEs. At end-2008, out-
slanding SME loans in banking institutions
reached RMB 10. 9 fmllion yuan, a y-o-y in-
crease of 13, 5% . Second, specialized finan-
cial =ervices for SMEs have been underway.
Some commercial banks established SME-spe-
cific lending procedures and management sys-
tems according o the characteristics of SMEs,
and  conducted due risk management  for
SMEs In 2008, some commercial banks es-
tablished departments specializing in  credit
services for SMEs

Vigorous efforts bave been made to
provide financial support and services
to dizaster relief and post-dizaster re-
construction. In 2008, given the heavy sleet
and spow dissster and the devastating earth-
quake that took a toll on China, banking insti-
tutions made all-out effors o provide financial
suppon and services 1o dissster relief and post-
disaster reconstruction.  First, spesdy efforts
were made fo resume business operation and
adjuse the layout of financial instintions’ out-
lets w expand the coverage of financial serv-
ices in the stricken areas. Second, with a
view to implementing policies on post-disaster
banks adopted preferential
credit policies in the disaster-siricken areas and
ingcreased credit lending to agnculture, rural
arezs, and farmers, SMEs, and key infra-
structural building of disaster-stricken areas.
Third, active seps were taken [0 Support
housing development and construction in the
dizaster-stricken aress | intensify credit support

meconstmuciion ,

for the construction of damaged residential
housing and affordable housing projects, and
expand loans to famers’ self-occupied house
rebuilding and rehabilitation,  Fourh, meas-
ures were also taken to advance the building of
credit environment in the stricken areas, pro-
tect legitimate rights and interesis of clients,
and timely write off NPLs qualified according
to relevant rules. For loans that cannot be
repaid on time due to the disaster, commercial
banks would not take actions to urge repay-
ment of loans, impese penalry interests, cile
a5 bad credit record, or mefuse © grant other
credit support to the disaster-stricken areas.
huriced

In 2008, commercial banks steadily improved
risk management in the process of countering
the ongoing intemational fnancial crisis,

Active steps have been taken to tackle
the international financial crizis. In
2008, sorme commercial banks incurred cenain
losses in their oversens investments dus to the
global financial crisis. Howewver, since the o-
verseas investments accounted for only a small
propeftion of the tofal asses of China's bank-
ing sector, the investment losses were limited
and the overall risks remained under control
In the meantime , banks took a series of meas-
wres o actively cope with the financial crisis,
First, efforts were made to clossly mondtor the
dynamics of financial crisis, improve nsk as-
seasmeent and early-waming , and  formulate
contingency plans in respodse fo cnsls and
every kind of emergencies, so as o forestall
shocks inflicted by the crisis on the banking
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sector, Second , banks took actions to actively
prevent and mitigate owverseas  investment
risks, strengthen the management of overseas
investments with the investment structure ad-
Justed and improved | alleviate risks in foreign
currency porifolic, and tmely conduct full
provisioning for the write-down of assets with
an effort to become more resilient to nsks
Third , intemational communication and coop-
eration were further inlensified 1o promote the
information sharing and coordination among
regions so as to join forces in crisis resolution
Fourth, the reform of banks was further deep-
ened [0 IMproOve  COTPOTIEE  EOVETIGNGE
strengthen intemal control, update the tech-
nigues of risk monitoring and assessment, and
steadily enhance risk management capabilities
through optimizing sk management proce-
dures and strengthening staff iraining. Fifth,
steps were laken (o further strengthen function-
al supervision a5 well as prudentiol supervie
sion, scientfically adjust and steadily imple-
ment the opening-up strategy , and enhance the
intermational competitiveness of China's bank-

ing sector on a overall basis.

Preparation has been made for the im-

Box 2 Basel IT and Its Amendments

On June 26, 2004 , the central bank Gover-
nors and the heads of supervisory authorities
of the G0 countries reached a consensus on
publishing the fntermational Comvergence of
Capital Measurement and Capital Stand-
ards; A Revised Framework { Basel 11 |

plementation of Basel IL  According to
the chjective and time table for the Basel 1T
implementation in China's banking sector,
regulatory authorities will accept the applica-
tion by commercial banks for the Basel IT a-
doption since 2010, In 2008, with an aim o
promode the implementation of Basel 1T in
commercial banks, regulatory authorities is-
sued a series of regulatory guidance , including
ihe Guidelines for the Categovization of Bank-
ing-Book Credit Risk Exposures of Commer-
cial Banks and the Guidelines for the Supervi-
siowt of Credis Risk Tnternal Raring Syatem of
Commercial Banks, which basically built up a
legal framework for prudential supervision
covering major risks in the banking sector.
Meanwhile, major commercial banks succes-
sively established leading mechanism  and
working procedures on Basel 1T adopticn ac-
cording fo their specific circumstances , sought
o develop or introduce new models and tech-
niques on risk measurement, improved risk as-
sessment and management, and actively con-
ducted stress testing using the existing risk
measurement tools 50 a8 to enhance their capa-
hilities to withstand adverse shocks,

which mainly focused oo thres pillars,
1. & , mimirmim capital requirements, super-
visory review and market disciplines, In the
formula of minimem capiial requirement for
banks {a CAR of B% and a core CAR of
4% } , metrics that simply reflect credit risks
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were supplemented by those reflecting mar-
ket risks and operaticnal risks for caleulating
risk-weighted assets, and the idea of full in-
formation disclosure was also raised by
Basel II.

Since the outbreak of the global financial
crigiz, the wesknesses of Basel 11 revealed
in the crisis have wiggered concerms amd dis-
cussions regarding the effects of Basel I on
srengthening banks" risk mansgement and
dealing with the crisis. First, the risk meas-
urement methodology  constructed  under
Basel I undervalued credit risks. Second,
the procyclicality of Basel II exacerbated
risks of financial instiotons in economic
slump, Third, Basel I placed more empha-
sis on daily risks and little emphasis on cri-
sig resolution, Fourh, the information dis-
closure under Basel 11 was not sufficient to
prevent systemic risks. Fifth, Basel 11 en-
couraged regulatory arbitrage.

At present, BCBS was considering the a-
mendneents w Basel I, First, the Basel 1T
framework shoukd be examined comprehen-
sively , including the risk assessment of cap-

Certain Risks Were Mitigated in o Tomely
Masner

In 20068, relevant authorites sirengihened in-
formation sharng and policy coondination so
a8 to timely ease certain risks in some areas of

banking secior.
Liguidity difficulties were addressed

ital framework , capital base and its compo-
Second, in cooperation with FSF,
BCBS should be conduct a review on the
impacts of procyclicality in Basel II capital
requirement, with an effort to alleviate the
amplifying effects of regulatory capital on
the shocks to financial sector and the real e-
conomy. Third, the definition of capital
should be reassessed. Fourth , the poidelines
On ImMproving corporate povernance and msk
management under Fillar 2 should be re-
leased in order to formulate regulatory
guidelines on the priorites of risk manage-
ment, such as srengthening firm-wide sk
management and infernal contrel acress the
instimuton, intensifying the mansgement of
certain areps and improving banks® stress
teste. Fifth, the Committee planned to reas-
sess the management of counlerpany credit
risks under the three pillars of Basel 11, in-
chiding the adeguacy of capital meguire-
ment , quality of risk management, internal
and external ransparency, elc. Sixth, rele-
vant guidapce should be released on
strengthening information disclosure require-
ments under pillar 3,

SilEOR.

for some foreign banks in China. Affect-
ed by the international financial crisis and the
operational problems of parent Institstions
somee foreign banks in China were facing in-
cremsing lquidity pressures, with a few banks
being exposed to lguidity crunch. PBC and
other relevant suthorities fook prompt actions
o address the fnancing difficultes of these
banks, Meanwhile, coordination mechanism
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was st up for the repulation of foreign banks
and small and medivm-sized commercial
banks with a view to strengthening prudential
supervision and safeguarding financial stabili-
ty. In addiion, PBC introdoced TAF and is-
sued shor-term pledged loans with a maturity
of less than 3 moaths 1o eligible financial inst-
tons n Ching { including foreign banks ) |
which was an innovation in the pattern of pro-
viding lLiquidity support o banking  instin-
tHoms.

Risks in other small and medium-sized
banks were propecly handled. In 2008,
risk dispoeal in some high-risk instimtions was
conduacted in an orderly fashion. With con-
certed efforts, risks in city commercial banks
were broadly eased | and the mumber of city
credit cooperatives that were required to sus-
pend business for rectificaton decreased 1o
12, Risk resolution was also dmely conducted
for high-rigk trust companies and rural finan-
cial instimomons, The exit of & few risky finan-
cial institutions left over by history was pro-
gressed smoothly , and bank mns caused by il-
legal fund-raising in Xiangxi aufonomous pre-
fecture of Hunan Provines quickly blew over

Soundness Assessment

In 2006, major indicators reflecting the sound
performance of the banking sector remained
favorable, featuring improved assel guality,
enhanced copitnl adeguacy and profitability,
and abundant liguidity. However, banking
aector saw a3 contineed deceleration in the
growth of profits, and was threatened with a
rebound in MPLs.

Azzet guality continued to improve,
while the risk of NPL rebound in-
creased. As of the end of 2008, both the
cutstanding MPLs and the NPL ratio of bank-
ing instittions dropped remarkably ( Figure
2.2}, In particular, cutsianding NPLs of ma-
Jor commencial banks recorded EMB 0. 49 il
lion yuan, BMB 0. 71 trillion yuan less than
that recorded at the end of 2007, with the
NPL ratio decreasing by 4. 28 percentage
points to 2, 45% ; outstandding NPLs of city
commercial banks fell by BEMB 2. 67 billion
vuan y-o-y to KEMB 48 48 billion yuan and
the NPL rotio recorded 2. 33% , down 0071
percentage points; outstanding NPLs of mural
commercial banks amounted to RMEB 19, 145
billion vuan, an increase of RMB 6, 082 hil-
lson yuan y-o-y.

Figure 2. 2 NPLs and NPL Ratic of Bank-
ing Instibutions
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In 2008, affected by such factors as the fluctu-

ations in economic cycles, some export-orien-



' [hins Firarcisl SissdE Mapad. 26

ted and processing enterprises were confronted
with difficulties in prodoction and operation,
ecopomic efficiencies declined in several sec-
tors ineluding iron, non-ferrous metal , chemi-
cal engineering and ship buoilding, houzing
market remained sluggish, more enierprises
were al a standstll, asset quality deteriorated
in some sectors, and MPLs mounted , building
up pressures on the rebound of NPLs in bank-
g inst ntods,

CAR and loan loss provision adequacy
ratio escalated yvear by vear with the re-
silience further enbhanced. At end-2008,
the number of commercial banks meseting the
CAR requirement of 8% rmeached 204 , and the
assets of these banks accounied for 99, 9% of
the total assets of commercial banks | Figure
2.3). In particular, the CARs of the big five
commercial banks and 12 JSCHs swod at
12.14% and 10.54% respectively, both
mesting CAR requirement.

Figure 2. 3 Mumber of Commercial Banks
Meating CAR Requiremeant and the Propor-
tion of Their Asselts
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The loan loss provision gap namrowed visibly,
As of the end of 2008, the provision gap of
bonking institutions was EMB 122, 283 billion
yuan, a y-o-y decrease of RMB 775 347 bil-
lion yuan, with provisen adequacy ratio in-
creasing by 48 316 percentage points y-o-y to
183, 43% . Specifically, the provision adequa-
cy ratic of large commercial banks, JSCHs
and city commercial banks posted 152, 9%69% |
1968, 50% and 161, 93% respectively,

Profits continued to increase but at a
decelerated pace. In 2008, banking insti-
tutions realized o net profit of EME 583, 4 bl-
licn yuan after tax , maintaining & growth of o-
ver 30% for three consecutive years, ROE
and ROA reached 17.09% and 1% respec-
tively, both increasing from the previous
year. In paricular, the ROE and ROA of
commercial banks reconded 19 45%  and
1. 2% rmespectively, higher than the average of
the sector. However, affected by factors such
a5 the squeezed spread hetween deposit and
lending rates and gloomy financial markets both
at home and abroad, the prowih of profits in
banking institutions slowed down for § months in
o row since May 2008 Figure 2.4},

Liguidity remained abundant amid
large fluctuations. As of the end of 20008,
the Lguidity ratio of commerncial banks rose by
2. T2 percentage poinis over the previous vear
tor 46, 1%, with that of major commercial
banks increasing by 8. 47 percentage points to
44. 3% . and that of small and medium-sized
institutions including city commercial banks
angd rural commercial banks madntining a0 a-
bowe 50% , which was much higher than the



Chapier [ Banking Sector

Figure 2. 4 Growth of Net Profits of Listed
Banks
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lower limit of regulatory indicators {25% ).
The loan to deposit ratio of banking institu-
tions registered 69, 14% | down 3, 35 percent-
age points y-0-y, The overall Lguidity re-
mained abundant in the banking system but
flucmated sharply { Figure 2. 5).
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The growth of deposits accelerated,
clearly tilting towards time deposits. As
of the end of 2008, the cutstanding deposits of
banking institutions denominated i both do-
mestic and foreign currencies totaled RMB
47. 84 million yuan, increasing by 19.3% y-
o=y, The growith of EMB deposits accelerated
by 4 06 percentage points over the previous
vear. In particular, cutstanding  househaold
savings rose by 25, T0% w BEMB 22,15 wil-
lion yuan, an acceleration of 18. 93 percentage
points; corporate depos=its grew by 13, 52% to
RME 16. 44 rrillion yuan, 8. 94 percentage
points lower than the growth recorded o same
period of Last year.

As a result of interest rate cuts, the proportion
of tme deposits increased evidently in RMB
deposits in 2008, especially in household sav-
ings. As of the end of 2008, ouistanding EMB
time savings reached EMB 159 milbon vuan,
accounting for 63. %% of the total savings, an
increase of RMB 3. 44 trillion yuan from the be-
ginming of the veur that accouned for 7o @M% of
the new savings n 3008 {Fgee 2,6).

Loans of bhanking institutions grew
steadily while the growth of real estate
loans slowed down. As of the end of 2008,
cutstanding loans of banking instinutions in-
creased by 17, 9% y-o-v o RME 32, 01 il
lion vuan, flat with those recorded in the pre-
vious year. In pariicular, new loans to manu-
facturing industries, individuals, transporia-
tion, warshousing and postal servicss, and to
clectricity , gas and water industries amounted
tex RMB 754, 144 billion yuan, RMB 541. 6
billion yuan, EMB 308, 963 billion yuan and
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Flgure 2.& RBMBE Time Savings and its
Propartion in Total Savings
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RME 469. 16 hillion yuan respectively, ac-
counting for 33, 63% of the tofal pew loans
(Figure 2.7}, down 16. 37% on a y-o-y hasis.
Commercial paper financing grew at o fust pace,
with a y-o-y growth of 5% and its curstanding
amount reaching peardy EMB 2 mrillion yuan

As o consequence of market adjustments, the
growth of real estate development investment
declined month by month sines July, 2008
Ag of the end of 2008, outstanding real estate
Ioans issued by major banking institutions rose
by B 73% wy-o-y fo BME 5. 22 trillion yuan
and accounted for 16, 31% of the total loans,
down 1. 2 percentage points { Figure 2. 8). In
particular, outstanding real estate development
loans amounted to RMB 2. 21 tnllion yuan,
increasing by 9, 4% ; coianding bome mor-
gage loans totaled RME 3. 01 mllion yuan, up
& 36%, The cooling real estate marker in
200} gave rise to risks in real estate loans.

Flgure 2. 7 Sectoral Distribution of Loans
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Figure 2.8 Growth of Loans to Real Es-
tate Industry
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Issues Worth Attention and Reform
Measures

In 2008, confronted with the complex and
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ever-changing economic and financial sifua-
tions both at home and abroad , the banking
secior confimued to maintain good growth mo-
mentum and vigorously contributed o the sus-
tained and sound development of the national
econpomy. In 20069, the banking sector will
continue to implement macro management pol-
icies, strengithen and improve credil services
o intensify its support o economic develop-
ment, prevent and mitigate various risks that
may arise from economic flucmations, handle
the podential impact of the intemational fn-
cial ¢risis on China, and further enhance its
comprehensive strength and resilience to nisks.

Serengthen and Improve Credit Serviees fo
Meet Proper Fiancing Demand

In 2008, the banking sector actively imple-
mented macrs management policies and played
a positive role in promoting economic growii
However, the credit structure of banks was
still not =0 appropriate to accommuodate current
eoonomic simations and market demand , and
credit services were vel o be improved,

In 2002, following the new situations in mac-
roeconemic management, the banking sector
will concrefely intensify credit support 0 &co-
nomic and social development and effectively
satisty the proper needs for credit funds in the
development of the real economy. First, ac-
cording w the govemment's industrial poli-
cies, commercinl banks are expected o in-
crease their lending to projects aimed at impro-
ving the people’s livelihood , major constmic-
ton projects , post-disasier reconsmiction, ef-
ergy conservation and emission reduction,
technological innovation , mergers and restmc-

turing , s well a5 programs 0 promote bal-
anced development among different regions.
Second, measures should be taken to support
the development of SMEs, and increase credit
expansion o0 SMEs through providing finan-
cing guarantess and concessional loans
Third, credit support fo ™ agricultore, rural
areas and farmers ©  should be reinforced.
Steps should be taken to further strengthen the
role of the banking sector in providing finan-
cial services, actively expand consumer credit
market in the roral area, develop micro credit
business for furmers, and increase the expan-
sion of concessional loans for poverty relief
Fourth, real estate credit services should he
strengthened and improved, Credit support
should be intensified for households willing to
purchase their first ordinary homes, for the
construction of low-rent housing and afford-
ahble howsing , and for shantylown rencvation,

Monitor the Performance of the Real Eoomomy
to Prevent Credif Ricks

T 20086, the Chinese econormde growth slowed
down, s evidenced by a decelerated growth
in hoth enterprise profits and fiscal revenuoe.
Due to the impact of economic cycles, somea
sectors and enterprises were facing difficulties
in their operation, giving mise to potential
credit risks in the banking sector.

Al present, banks should sirike 3 balance be-
tween supporting economic development and
preventing financial risks. Imporance should
be attached not only to avoiding the excessive
reluctance to lending but also o curbing the
blind credit expansion so as to actively fore-
stall credit nsks. First, the pace of credit ex-
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pinsion should be controlled to maintain the
appropriate growth of credit aggregates. Af-
teation shall be given o credit misks that may
arise from low-level duplicated constructions.
Second, credit structure should be further im-
proved. Commercial banks should properly
comtain lending w ordinary processing isdus-
iries and restrict loans to enterprises with high-
energy consumpdion, high emissions, and ex-
cess capacity. Potential risks in intensive cred-
it expansion should be monitored o alleviae
the concentration of credit risks. Third, credit
risk management should be  strengthened,
Credit monitoring and internal control should
be intensified , and credit sk early waming
and emergency resolution mechanism should
be set up for major projects and enferprizes in
key sectors to properly handle unexpected
credit fsks. Pounh, credit fsk management
tools such as credit asset restrocturing  and
transfer should be emploved to appropriately
diversify credit risks, Fifth, real estale credit
risk managemnment should be reinforced to
closely follow the fluctuations in housing
prices, actively conduct stress tests and dy-
namically assess credit risks in the meal sstate
industry.

Steadily Advance Busness Inncoation to Im-
prove Profitabiity

Since May 2008 , the banking sector witnessed
a continued decline in revenue growth, posing
A larger pressure on commercial banks to in-
crease profils. AL the same dme, the propor-
tion of fee-based business income in total in-
come was still far below the intemational aver-
age, and revenue stoocture was yet o be

improved,

Going  forward, commencdal banks should
gpeed up business Innovation, maintain the ap-
propriate growth of profits, and continoe to
improve revense stucture. First, taking ad-
vaniage of the current policy of boosting do-
mestic demand and maintaining  economic
growth, vigorous efforts should be made to
adjust eredic structure and  actively conduct
credit business that are in line with the policy
guidance and conducive to restracturing, and
have high raies of refurmn, % as 0 enhance
credit eamings. Second, the development of
fes-based business should be fostered in ac-
cordance with the current sifuaticns and the
changing market demands, and effors should
be made to forther mise the proportion of fee
and eommission income as well as the eam-
ings from pon-credit asers. Thind , incovation
capability should be ephanced. Keeping risks
under conmmol, s=teps should be tmken o
sirengthen fnancial ianovaton and develop
new products and business with distinetive fea-
tures in an effort to avoid unduly homogene-
ous and low-level competition and enhance the
overall profitability. Fourth, financial consult-
ing and wealth management services should be
improved through perfecting the design and
risk management of wealth management prod-
wets, to increase profits in wealth management
business. Fifth, credit risk pricing mechanism
should be optimized o balance risk and reve-
nue in a scientific approach and pursus reason-
able retums.
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Regulate and Guide Private Financing to Fre-
vert Risks_from Spreading to the Banking Sys-
fem

In recent years , the rapid development of pri-
vate lending in China v a certain extent fills
the shortfall of funds that formal financial in-
stitutions are refuctant, or fail o supply, and
enhances the capacity of the sconomy to salf-
adjust. However, as irmegularities in private
financing may breed wsury, illegal financing,
financial fraud, money laundenng and other
criminal offenses, potential risks shoold not be
ignored,

Therefore , effective measures should be aken
o provide regulation and guidance to ensure
that private financing develops in a healthy
manner, First, relevant roles should be im-
proved, and laws and market disciplines
should be strengthened to actively guide the
regulated development of private lending. The
formation and development of & multi-lavered
credit supply market should be promoted to
expand financing channels for SMEs. Second ,
Differentiated reatment and categorized man-
agement should be applied o the private lend-
ing markel o protect legitimale private lending
while cracking down on illegal financing activ-
ities. Third, formal financing should be fur-
ther developed o strengthen its guidance for
private lending . and create a favomble envi-
ronment for the coexistence of the prvate
lending market with the formal financial sec-
tor. Fourth, outreach activites should be
strengthensd 30 a3 w aler the general public 1o
the hormfulness of illegal finoncial sctivities
and to enhance their awareness of financial

risks and their capacity to identify risks
Fifth, 8 monitoring and management system
should be established o incorporate privace
lending into financial monitoring amd macroe
management, s 4% o prevent the potential
risks of private lending from spreading to the
banking secior.

Continue & Watch the Impact of Global Fi-
nandal Crists on the Banking Seclor and Bet-
ter Reghond fo the Criss

In light of the financial performance of major
economies in the world in the first guarter of
2009, the international financial crisis may
continue with ifs effect on China's economic
and financial sector looming larger. As a re-
sult, the Chinese hanking institutions are fa-
cing increasingly complex environment, and
larger pressures and potential fsks in their op-
eration and management

It is necessary to further improve banks™ resili-
ence to the crisis. First, the monitoring and a-
nalysis of the fnancial crisis should be intensi-
fizd and the rsk monitoring and assessment
sysiem should be improved for the banking
sector to identify possible path of risk sprea-
ding 1o China's banking sector, with reference
to international experiences and lessons in cop-
ing with the banking crisis. Second, the
working mechanism dealing with the crisis and
emergency programs for unexpecied events
should be put in place, and information sha-
ring and coordination should be strengthened
i guard against shocks that might be inflicted
by internal and external uncerainties w the
banking sector, Third, banking institutions
should actively prevent and mitigate overseas
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investment risks, tdmely adjust the structure of
owerseas nssets | strengthen the management of
overseas branches and improve the dynamic
nsk asessment on the investments in major
countries in the world. Fourth, continsed ef-
fors should be made to deepen the reform,
furher improve corporabe governance, estab-
lish transparent compensation sysiem compati-
ble with risk and return, steadily reinforce the
building of intemal control svstem, awd com-
prehensively enhance the sk management ca-
pability. Fifth , the extent and quality of open-
ing-up of the banking sector should be en-
hanced, Market behaviors such ss foreign stra-
tegic investors' reduction of shareholdings in
the Chinese banks should be properly treated

( By Guo Dayong, Quyang Changmin

and the strategy of “brnging in" should be
further implemented in 8 proactive and prudent
way. Seizing the podantial @ oppormities
brought abowt by the intemationsl fAnancial
measures should be taken to scientifi-
cally adjust the * going out™ strategy to en-
ance  the intermatonal competilivensss  of
China's banking sector. Sixth, financial regu-
lation system should be improved to strengthen
functional and prodential supervizion , inens-
fy copital constraints and Lguidity mansge-
ment, and improve market information disclo-
sure sysiem 50 as o guard against financial
risks in the banking sector and safeguard fi-
nancinl stability.

Crisis,

. 2haa Min, Lin Wenshun and Qu Tianshi )
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Chupter I Securities Sector and the Capital Market

n 2008, affected by complex factors

such as worsening global financial

crigsis and uncertain domestic eco-
nomic station, the stock market of China
contimued to perform weakly accompanied by
shrinking twnover, while the capital market
withstood severe tests In response o ithis,
competent agencies unvellsd a seres of policy
measures in 3 timely manner, =0 a8 W
strengthen market confidence, enhance msk
prevention capability of market participants,
and further strengthen the inherent foundation
of the healthy and stable development of the
capital market.,

Recent Developments

The stock market continnously wealk-
ened along with shrinking turnover. In
200K, the Shanghai Stock Exchange Compos-
ite Index was 5 522, TR points at its peak and
1 664, 93 pointz at its mough, and closed ot
1 830,81 points at the vear end, down
5. 3%% from a year ago. The Shenzhen
Stock  Exchange Compopent
19 219. 89 podmts at its peak and 5 577, 23
points at its trough, and closed at 6 485 51
points at the vear end, down 63, 36% from a
vear ago | Figure 53.1). As of the end of
2008, there were 1 625 listed companies on
Shanghai and Shenzhen Stock Exchanges ( a-
meng which there were 109 Lsted companies
on the B-share market), 75 more than the
previcus year. The total capitalization was
REME 12.14 wmillion wyuan, a decrease of
62, B9% v-o-v; the value of radable shares

Index  was

stood af EMB 4, 52 million vuan, a decrense
of 51.42% y-o-y. The total trading volume
on both exchanges amounted o EMB 26. 71
trillion yuan, with a daily trading volume av-
eraging RMEB 108. 582 billion yuan, down
42.00% and 42 95% respectively from the

Previcus year,

Figure 3. 1 Trends of Shanghal Stock Ex-
change Composite Index and Shenzhen
Stock Exchange Companent Index in 2008
{ Based on Closing Prices)
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The financing role of the stock market
decreased to some extent and new issu-
ance of corporate bonds increased rap-
idly. In 2006, 181 companies issued aguity-
type securities, raising a total of RMB
S10L 817 billion yean. Among the wial , TPOs
on the A-share market raised BEMB 106, 636
billion voan , down 76, 38% v-o0-v; additional
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share offering mised EMB 51805 billion
yuan, down 21, 76% v-o-v; rights offering
mised EMB 14 227 hbilion wyuan, down
A5 92% y-o-y; convertible bonds raised BEMB
7. 72 bilion yuan, down 15.07% yeo-v;
gplittable bonds raized RMB 63, 285 billion
yuan, up 203, 69% y-o-v, New igsuance of
corporabe bonds totaled BEMB 872, 34 billion
vuan | including enterprise bonds, bonds is-
sued by listed companies , shori-term financing
hills and medivm-term notes, the same berein-
afier) , an increase of 68, 37% v-o-v.

Futures market developed rapidly | and
the trading volume of bond market in-
creased steadily, In 2008, thers was a total
transaction of 1. 364 billion lots on the fubires
market, an increase of 87, 24% v-o-v; total
trading volume amounted to EMB 71, 92 tril-
lion wuan, an increase of 75.32% v-o-¥,
with both the trading volome and tumover hit-
fing historical hghs. Compared with 3007,
except for the wheat fotures product, most fu-
res products maintained a2 growth momen-
tum, and the trading volume of chemical fu-
tures products and grease futures products,
which were launched in moent vears , increased
notably, The gold futures market, which was
launched in 2008, operated smoothly. The in-
ter-bank bond market maintined a3 rapid
growth momenmim, with & rading velume of
BMB 37,12 trillion ywan for the full year, an
increase of 137, 95% y=0-y,

The number of investors increased
steadily, and the proportion of stock
capitalization held by Securities Invest-
ment Funds decreased somewhat. In

2006, although investors were cautious fo en-
ter the stock market, the number of new ino-
vegtors increased steadily. At the year end,
there were 121, 2354 million A-share accounts
on Shanghal and Shenzhen Stock Exchanges,
24035 million accounts on the B-share mar-
ke, 28.3412 million moteal fond-type ac-
counts, 10, 7068 million, 6. 4 thousand and
2. 3437 million more than the previous wear,
or an increase of 9. 69% | 2. 58% and 9. 02%
y-o-¥, respectively, Among institational in-
vestors , the propomion of stock capitalization
held by secuntes investment funds was
200 35% , down 6. 18 percentage points from

the previous vear.

Securities and futures companies opera-
ted soundly, and remained profitable
for the whaole industry. As of the end of
2006, odal assets of 107 securities companies
were RMB 1. 2 million yuan, nef assets were
BEME 3585 hbillion yuan, net capital was
REME 288. 7 billion yuan, and net profits reg-
istered 3 todal of RMB 48, 2 billion vuan, 935
securities companies realized profits, sccount-
ing for B0% of the securities indusoy. 61 fund
management companies managed 439 securi-
ties investment fands, with fonds' net asset
vilue of RMB 1.9 trillion yuan, 162 futures
companies realized RMB 71. 4 tmllion yuan of
agency transaction wolume and REME 4. 087
billion yoan of commission iRoome, represen-
ting an increase of 77% and 55. 3% y-o-y,
respectively:; realized profits  amounted o
RME 0. 909 billion yoan, down 8. 2% y-o-y.
Profits with investment revenue deducted a-
meunted o BMB & 774 billien yuan, an in-
crease of 116. 8% y-o-y.
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Reform and Achievements

Some major reform measures sinee 2008, such
as non-tradable share reform |, improvement of
listed-companies” quality, comprehensive re-
stracturing of securities companies, cultivation
of instiutional investors and improvement of
the market legal system and s0 on, eliminated
the major instimtional obstacles that the capital
market had long been facing, promoted the
market operation system, improved the overall
quality and structure of the stock market,
which created a beneficial condition for China
0 deal with global financial crisis and safe-
guard the financial system. In 2008, the posi-
tive effect of magor reforms on the capital mar-
ket gradually revealed, fundamental insfitu-
tional building made new progress, a multi-
layered capital market system proceeded order-
I¥, and the opening up of the secunties market
steadily pushed forwand.

Measures Were Taken to Cope with the Global
In 2008, compelent agencies ok a series of
SIMEergeEncy mensures o cope with the impacts
of global financial chsis on the sscurities if-
dustry and capital market of China, so as to
mitigate the negafive impacts on the capiial
market to the largest extent

First, efforts were made to strengthen crisis
resclution. The regulatory suthodty of the se-
curities industry st up a leading group to cope
with the global financial crisis, mondtored
both the domestic and international capital

markets on o duily basis, and made and im-
proved relevant smergency measures.

Second , mexsures wene Gaken 1o control over-
seas investment rsks of securites financial in-
stitutions.  The authorty urged securities com-
panies, fund management companies and rele-
vant firms o check their overseas investment
positions , deal with relevant risks in o proper
manner, and try their best to mitgate losses,

Third , the systemic risk associated with ex-
treme market conditions in the futures market
was dealt with properly. In October 2008 | af-
fected by excessive volatilities of commosdities
prices on the international marke, prices of
main products fell to their lowest limits on the
domestic futures market sometimes.  Authority
timely required forced position  reduction ,
strengthened the management of fund inflows
and cutflows, and conducted stress tests level
by level, =0 as to help prevent risks from
spreading.

Fourth, listed companies and its controlling
shareholders were encouraged to repurchnse
listed companies’ shares, =0 a3 to siabilize the
stock market. With the resumed issuance of
medinm-term notes o the ioter-bank bond
market , listed companies , especially large-cap
stock companies, were allowed to utilize the
funds they mized through issuing medium-termm
notes, o repurchase their own shares  The
Administrative Measures on Takeover of Listed
Companies was amended , in order to incrense
the flexibility of share repurchase by incum-
bent shareholders. The Supplementary Prow-
sions on the Share Repurchase by Listed Com-
panies by Means of Centralized Bidding was
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promulgated to simplify the procedure of re-
purchase check and approval. As of the end of
2008, controlling sharsholders of 125 listed
companies added BEMB 3. 97 billion yuan of
shares, and 2 lsied companies conducted
share repurchase | which played an active rols
in stabilizing the stock market

In 2008, in response to the new issues on the
securities market, and in order to heighten
market confidence and improve the institon-
al building, relevant regulatory authorities
took 3 bunch of policy measurss upon under-
pinming the market and perfecting institutonal
building of the securiiies market,

First, meguloting the transfer of  listed
companies’ stock shares with terminated sales
limit. The Guidance Opindons on Transfer of
Frock Shares with Terminated Sales Limir of
Listed Companies was released, 50 as 1o
strengthen information disclosure of sharehold-
ing reduction , improve the block trading sys-
termn, and promote the tunsfer of listed
companies’ sbock shares with terminated sales
limit orderly. As of the end of 2008, the
trading volume of block trade increased 962 %

Oover the previous year.

Second , encournging listed companies to have
more cash dividends The Decilons on Amen-
ding Some Provisions of Cash Dividends by
Listed Companies was released fo clarify the
conditions for giving ol cash dividends in re-
financing. Listed companies were also e-
quired to have cash dividend policies stipulated
in their statuies, s0 88 to guide listed compa-

mies o rewand shoreholders permsistently,

Third, supporting listed companies” M&A and
restrciurng, A set of regulations, such as the
Administrative Measures on Material Asset Ke-
organization of Listed companies and the Ad-
miniefirafive  Measures Regarding  Finanelal
Consuliancy Services on the Mergers, Acquisi-
tivns and Restructuring of Listed Companies
were relensed. The auditing commities system
on M&A and restructuring of listed companies
was reformed, specialist consultation meci-
mism was established , and relevant check and
approval standards and procedurs were im-
proved. For the whole year, 171 companies
completad their M&A and injecied a total of
superior assels of EMB 327, 2 billion yuan,
with the vield per share increasing by 75%.

Fourth, reducing of exempling market taxes
In April 2008, stock rading stamp @=L was de-
creased from 3%0 to 1% In September 2008,
stamp tax on buying shares was abolished. In
October 2008 , the interest (ax on stock trading
settlement funds was exempred temporanily
which greatly reduced stock trading cost.

The Building of @ Multi-layersd Capital Mar-
ket System Was Steadily Pushed Ahead

In 2008, the building of 8 multi-layered cap-
ital market system proceeded smoothly, the
direct financing channel was further broad-
eped, and finenciel support to ecopomic
growth rendered by the capital market was fur-
ther incressed.

First, the main board market was furher im-

proved. A bunch of superior enterprisss got
listed on the stock market, and the main board
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market continued 0 develop, The small and
medm-sized enterprise board developed rap-
idly, A large number of samall and mediom-
sized enterprises with potential growth and
high-tech background got listed, broadening
the direct financing channel for small and me-
dium-sized enterprises.

Second, the preparatory work for the launch
of growth enterprise market board was pushed
ahead. The Adsirisrranive Measures on Tnitial
Public Offering and Listing on the Growth En-
terprise Board completed its solicitation of
public opinions.

Third , the building of the OTC markef was
stendily pushed forward. The role of the agen-
cy share tmansfer system in 2 muobti-lavered
marker and its relaton w other markets and
argeted clients were clarfied on o gradual ba-
sis. The pilot work of letting enterprises loca-
ted in the Fhongguancun High-tech Induostrial
Area enter into the agency share fransfer sys-
tem was carried out, and a womal of 41 enter-
prises located in the area used the system by
the end of 2006,

Fourth, the corperate bond market further de-
veloped. The application and approval svstem
for issuance of corporate bonds was opi-
mized, and bond issuance increased. 30 listed
companies issued BEME 99 8 billion suan of
corporale bonds, accounting for 43% of the
tofal refinancing amount, 2. 43 times the pre-
vious year. Bond product structure was en-
riched, and pesearch was conducted on intro-
duction of exchangeable bonds, Fund manage-
ment companies and securities companies were
encouraged to issue bond-type products. Lis-

ted commercial banks refurned to the stock ex-
change bond market on a frial bagis

The Legal System of the Securities Marhet
Was Further Strengthened

In 2008, the legislative work was strength-
ened, the legal system for ihe securites and
futures market was further improved , and the
administration acconding o the laws was
pushied forward stendily. Regulstory aothori-
ties issued the Rules on Supervision and Ad-
ministration of Securities Companies and the
Rules on Risk DMepozal of Securites Compa-
mies, further clarifying the basic arrangements
of supervision and risk disposal of securities
companies. The nsk control indicator system
centered at ned capital was improved, and the
Administrative Measires on Risk Control Indi-
cators af Securities Comparies was amended |,
sooas o stoctly control and prevent the busi-
ness rigks of securities companies. T regula-
tons and 41 standardizing rules including the
Tmplementation Measures on Supervlsion and
Administration of Securities and Futures Mar-
ket were pronulgated or amended, so as to
improve the legal system of the securities and
futures market and storengthen the foundation
of standard market operation. The Circnlar on
Cracking Down on [legal Securiries Activifies
was released 1o furber improve the legal sys-
tem on sriking illegal securities activities. The
reform on securities activities inspection and
administrative punishment was deepened. A
number of serious cases were sanctioned , and
efforts were made to increase the transparency
oft sanctions of serous cases, which yielded
positive social effects.
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The Securities Market Was Further Opening
U to the Ohivicle World

First, efforts were made to steadily promote
foreign participation in the domestic capital
market. The approval of joint-venture securi-
les companies was resumed; the business
seope of eligible joint-venture securities com-
panies was broadened ; the check and approval
system for QFI was improved along s quoda
application, and the QFI supervisor system
was estahlished from scratchy 24 pew QFID or-
ganizations were approved along with USD
2,86 billion of approved quota, Second, do-
mestic enterprises and insttutions were en-
couraged o paricipate in overseas markets,
The legal and sdmifdstration system for overs
seas listing was improved ; 24 corporations
were permitted to get listed on owverseas ex-
changes , raising & total of USD 4, 56 billion ;
3 securities companies and 4 fund management
companies were permitted to set up branch of-
fices in Hong Kong; efforts were made 1o
sum up the pilot practice of QDI and perfect
its systemy 11 fund management companies
and 4 securiies companies were approved for
QDI and 5 QDIT products raised 3 toial of
BRME 5. 1 billion yoan.

Soundness Assessment

The Proportion of Direct Financing Declined
Somewhat, and the Financng Strudure Was
Yt to Be Optimized

In 2008, EMB 1. 21 wllion voan were raised

via direct finoncing ( including equity finan-
cing and corporate bond financing } , acoount-
ing for 19 6% of total financing for the whole
society , down 6. 6 percentage points from the
Previous year.

Figure 3.2 The Proportion of Direct Fi-
nancing in Total Fund-raising
[ perrent )
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In general, &t the current stage, indirect finam-
cing still asccounted for a lion’s share in
China's fnancing structore, and the isspe of
enterprises’ dependence on bank financing has
not changed profoundly, The aforementioned
finuncing structure, (o some exient, resulted
in concentration of credit risk in the banking
system. Under the current business cyvele, this

risk was to be even more pronounced,

Iﬁ;ﬂmﬂﬂm&#&mﬁﬂﬂfmw, and
the Fotential Default Risks of Some Indizidual
Corprorate Bords Warraniad Afterntion

In 200, Chinas bond market comtinued o

develop rapidly. Bond financing ( including
T-bonds , policy bonds . financial bonds and
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corporate bonds ) raised a total of RMB 2, 81
mrillion yusn, an increase of 17. 5% y-o-y.
In particular, the corporate bond marker de-
veloped rapidly , and the issuance of medium-
term notes brought more products to the cor-
porate bonds family. In 2008, corporate
bonds raised a wal of RMB 872, 3 billion
vuin, an ipcrease of EMB 354, 2 billion
vuan over the previous year, or 68% y-o-y,

Flgure 3. 3 Structure of Bond Financing
[ 100 miliine of RME ywan ]

KILLE

among which the issuance of enterprise bonds
amounted to RME 236, 7 billion yuan, an in-
crease of 38% v-o-y; the issuance of short-
term bonds amounted o EMB 433, 2 billion
yuan, up 29% y-o-y: bonds izsued by listed
companies ameounted o BEME 28 8 billion
yuan, up 157% y-o-y; the issunce of me-
divm-term nodes amounted to RMB 173.7
billion yuan.
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The bond market i an integral part of the cap-
ital market, and the coordinated development
of the stock market and the bond market is
conducive o the diverification of fipancing
channels. Only the complementary function of
the stock market and the bond market is put
infe Full play, can the negative impact of cy-
clical fluctuations be mitigated. Under the cur-
rent economic situation, attention should be
paid o potential defsult risks of individual
corporate bonds, and more efforts should be

made to perfect the fondamental sysem inclu-
ding information disclosure and the gqualified
institutional investor system.

The Stock Market Fluctuated Comsiderably,
and the Internal Stabilming  Mechanion
Neaded to Be Imfroved

In 2008, the A-shaore market adjusted by a
large margin. At the end of 2008, the CSI
200 index closed at 1 817, 72 points, down
63, 95% y-o-v, a drop only second to the
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RTS stock index of Bussio

Table 3.1 Major International Stock Indices in 2008

T e e

S5EC

CSI 300
Hang Seng
Dow Jones Inibuserial Average
CAC4D
FTSE 100
Xemra DAY
IBOVESPA
Nikkesi 225
RTS
Sensen

Source: Wi,

The significant stock morket adjustment was
affected by several factors, such as the rever-
sion of stock prices to the intrinsic value, the
impact of global Anancial erisis, and declining
soonomic simation, ete. The stock prices on
the A-share market in 2007 were apparently
relatively high, and many stock prices di-
verped from their fundomental value, there-
fore, value reversion became the inberent re-
quirement for stock marker adjustment in

1 &3 81 - 5. 3%
1817.72 = &5, 5%
14 K7 48 — K. 2T
BT 39 =33 B4
3217.97 =42, 6%
443420 -3 3%
4 Bl 20 =41}, 3T
37 350,00 - 41, 2%
R B59. 56 =42, 12%
A31. /9 -TL 4%
647, 31 =52, 45%

2006, The sgnificant fuctuations in the stock
market indicated the pronounced  emerging
and transitional = characteristics of China's
sock market and incomplete internal seabili-
zing mechanism. More effonts should be made
to =trengthen instimtional building, improve
the markei-based svatem, and put the self-ad-
Justment role of the stock market into play, so
a5 to avoid the boom-and-bust of the stock
narket,

Box 3 Short Selling, Financing and Securities Lending

Short zelling on the stock market usually re-
fers to coversd short selling, namely , an in-
viestor bomows an amount of stocks from a

broker and then sells them. Afier a period
of time, the investor buys back the stocks
and returns them to their owner.
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Short selling is an ordinary practice widely
accepied in most international securities
markets, and has important implication for
the market operation mechanism.  First,
short selling helps the formation of the pri-
cing mechanizm When an invesior congid-
ers the stock price too high and short sells
the stock, stock supplies are incressed |
which helps stock price o converge 0 a
reasonable level and improves market effi-
ciency. Second , shornt selling helps improve
market liguidity. Liguidity is an important
premise of the capital market operation
Short selling , to some extent, may magnify
fund and stock supply and demand, in-
crease the buovancy of the stock market,
and increase the breadth and depth of the
market Third, short selling provides a kind
of means o prevent market risks and & new
transaction means for mvestors, helps avoid
one-side increase of the stock prce, and
provides an instrament for investors to pre-

venl marketr risks,

As a credit transaction means , short selling
also has leveraging effect, and in cemain
circumstances, may encourage market spec-
ulation , and act as 4 means to suppress the
stock market. In particulsr, under the cir-
cumstance of imperfect market mechanism
and lax regulation, naked short selling may
come into existence, further exacerbating
market fluciiations.

Maked short selling means an investor | usu-
ally large institutional investor and hedge
fisnd ) takes advantage of itz special postion,

selling shares withowt making a securnties-
borowing arrangement. Since naked short
selling =ells virmal shares the amount of
which may exceed current shares, it has a
significant impact on the stock price. Inves-
iors can influence stock price via maked
short selling and profits from it In the
course of the current IS financial crisis,
some speculators used the naked shor sell-
ing as a means to influence the stock mar-
ket In omder to maintsin the stability of the
atock market, the US 5EC released an e-
mergence stamie on July 15, 2008, sespen-
ding naked short selling actvities of 19
main financial instintions, On September
7, 2008, the US 3EC announced to penal-
ize naked short selling as frood sctivities.
Un September 19, 2008, the U5 SEC
suspended covered short selling  activities
[ Only after the Parliament passed the USD
700 billon bailout bill could the coversd
short selling be resumed ). Besides, Auns-
tralia, France, Germany, South Korea
eic. , announced a ban on naked short sell-
ing of specific shares for certain periods,
and imposed emporary restriction On Cov-
ered short selling,

China planned 1o introduce the pilot finan-
cing and securities lending business, L e
short selling of shares, conducted by securi-
tes companies , in the near fore, Tudging
from the published niles on the pilot finan-
cing and securities lending activities, nele-
vant risk-preventing measures had been put
in place. First, naked shon selling was
prohibited . Only afier investor bomows shares
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from the market can be sell them There-
fore, without holding the stocks, investors
can nol conduct naked selling shon activie
ties, and short seller can not influence stock
prices by naked short selling and make prof-
its, which i8 comducive to comtrolling the
risk of selling short and safepuanding market
stability. Second, the margin system 'was
established. In conducting the financing and
securities lending transaction, the propor-
tion of orginal margin should not be lower
than 50% . In the meantime , investors have
o use the margin, purchased securilies via
financing, and funds by selling securities as
the collateral, and the proportion of the a-
fore-mentioned collateral o investors” debs
pssocipted with financing and  securities
lending activities should not be lower than
130, Third, transsction price and Dorm-
over is constrained.  The selling price of the
bommowed stock should not be lower than the

Both the Rish Prevention Capability and Profit-
making Modes of Securities Companizs Nesded
to Be Improved

Securities companies were important financial
intermediaries and paricipants i the capital
market, Due o relatively shom development
history and institutional shertcomings, there
existed some problems in securities compa-
nies, such as lax internal control and irregular
operation, amd 50 on Over the past few
years , cutbreaks of securities companies” risks
teok place at a relatively concentrated time,
undermining financial and social stability.

latest market price, and the amount of fi-
nancing and securifies lending of a particu-
lar share should ot be higher than 25% of
market capitalization of that share, s0 as to
prevent manipulative behavior of investors
through using the financing amd securites
lending instrument.

Margin trading is & common way of doing
business in most securities markets across
the world, and also & fundamental institu-
tional building underway for China's securi-
ties market. MNevertheless, it is worth noting
that, compared with ondinary securities busi-
ness conducted by sscurities companies, mar-
gin trading bears a higher degree of risks.
Therefore, the pilot program should be carred
on in oan active, tmely but precoutious way
on the basis of a solid nsk prevention mecha-
mism, and emergency plans should be drawn
for unusual market situstions

From July 2005, the comprehensive restrocm-
ring of securities companies was carried out
across the board, which basically sclved his-
torical risks and improved the instimtional ar-
rangements of the securiiies market

In 2006, the effecis of Comprehensive Re-
structunng of securities companies were unfol-
ded on a full basis. Although there were large
volatilities on the stock market, the securities
industry remained profitable a5 a whole
While in the past, due to appropnation of
clients’ settlement funds and inappropriate
commissionsd wealth management activities,
systemic risks set in, fortunately, this situa-
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ton did not repest itself. Acconding to statis-
tics released by the Securities Association of
China, as of the end of 2006, the pre-sudited
finpncinl reports of 107 securities companies
showed their total assets amouonted to RMB
1. 2 willion yuan, down 29. 4% y-o-y, and
idal profits registered BEMB 48 2 billion
vuan, down 63, 3% y-o-y. In terms of in-
come structure, the brokerage services re-
mained the main source of income for securi-
ties companies, accounting for 9% , and the
proportions of other businesses were relatively
low. Securities companies needed to diversify
their operations and broaden thedr business.

Figure 3. 4 Comparison of Income Struc-
tures of Securities Companies both in Chi-
na and US
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Open-ended Mutual Funds Faced Redemgition
Presure and Their Liguidity Risks Warranted
Aitention

In 2006, the stock market continued to per-
form weakly, and the investors were reluctant
io invest, which influenced the operstion of
open-ended mutual funds. Taking the 9%
open-ended funds | including eguity-type mu-
mal funds, relatively equity-oriented muomal
funds and hybrid motal funds ) set up prior to
June 30, 2005 as the fund sample, according
to statistics of the Wind database | the fund
sample had BMB 3. 49 billion yuan of net sub-
scripion in Q2 2008, then had 9. 5 million
shares and 13, (43 billion shares of redemption
respectively on a net basis in the following
two guarters, forcing the fund sample to cash
off #ocks, In the portfolio of fund sample in
Q4 3008, equity-type assais accounted for
G5 32% , down 11. 3 percentage points from a
year earlier. By selling stocks, the fund =am-
ple maintained a relatively high hquidity and
coped well with the redemption pressure, The
proportion of deposit-type  assets  increased
from & 98% in (4 2007 to 10.32% in M
2006, and the proportion of bond-type assets
increpsed from 11, 13% o 25 41% |, to some
extent reducing potential losses in the course
of continuwing stock price decline.

Under the current circumstance in which the
relatively high proportion of open-ended funds
remained unchanged , close attention should be
paid to liguidity rsk of open-ended mumal
funds. Judging by historcal data of redemp-
ton of the fund sample, the funds were
uwsually redeemed at turning points of the stock
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market , such a5 the initial stoge of the bullish
stock market in Q1 2006, when the redemp-
tion of the fund sample amounted to 46, 16
billion shares on a net basis, indicating wary
investors shisd away from the stock market in
the wake of stock market slomp, and tended
o sell stocks in the amidst of stock price re-
bounding, In 04 2007, the stock market went
down , and the subscription of the fund sample
decreased nofably on 8 net basis, and even
larger than the decline of the stock market
With the stock market plummeting in Q2
200, the redemption of the fund sample re-
mained stable, indicating investors’ willing-
ness o hold the loss-making fund shares, and
also  reflecting  the so-called Disposition
Effect'. Since the uncertainty of the current e-
conomic and financial situation both at home

Figure 3.5 Net Subscription of Open-en-
ded Mutual Funds During 2005 -2008
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or abroad still memained, and large market
fluctuations may induce investors to redeem
their shares af the same time, close atention
needs to be paid w the liquidity risk of open-
ended mumnial funds,

Issues Worth Attention and Reform
Measures

Affecied by current domestic and international
complex economic and financial sibeation , the
internal and exiemal sovironment for Ching's
capital market was undergoing profound chan-
ges with increased unceriainties, Therefore,
effonts should be made to promote the reform
of the capital market, consolidae the instin-
tional infrasoucore, perfect the mechanism,
and strengthen the functions, so & w safe-
guard the sustainable and stable operation of
the capital market, and put the role of the cap-
ital market in promoting the steady and rapid
economic development into full play.

Attention Should be Paid to Impacts of Inter-
be Taken to Prevent Systensic Ricks

Ag China’s capital market was incressingly in-
terlinked with intermational ecopomy and fi-
nance, impacts of evolution of the global fi-
noncial erisis on China’s capital market re-
mained to be watched. In the next stage, ef-
forts should be made 1 strengthen monitoring

1  The Disposition Effect {s an impomam phenamenon in bebavioral finence theory , reflactng the inclination of invessors 1o
|l the profit-msking socks & @ eerlior stage while keeping the loss-making socks for & relatively longer Gme.
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and analysis of the global financial crisis, and
deal with it in a proper manner; further perfect
the siress tests on the capital market, reinforce
risk monitoring, early warming system and
risk prevention capability of highly nsky fi-
nancial instittions, leam from the best crisis
manigement practices, improve instmsonal
building , deal with finencial rsks in a pre-

emptive manner, safeguarnd financial and so-
cial stability; step up the opening up of the fi-
nancial sector to the outside world in an appro-
priate pace, continue to adhere to the principle
of liberalizing the financial sector in a step-hby-
siep manner based on our own initistives, and
actively promote reform of the infemational fi-

nanciil system.

Box 4 Lessons Learned from Huge Losses Resulted from Overseas
Derivative Investments by the Chinese Enterprises

In 2008, due w ihe global financial crsis,
commeditics prices witnessed a large slump
on the international market | and many Chi-
nese enlerprises incurred huge losses in de-
nivative investments , including the Air Chi-
na and China Eastern Airlines incuwrring los-
sed in gasoline hedge transactions, and
Shenzheng MNuanshan Power Station Co. , Led
imegularly sigming petroleum option contracts.
The huge lossss incumed regarding deriva-
tive investments not only resulied from the
objective reasons of global financial crizis,
b also from subjective reasons which mes-
ded w0 be summarized and leamed lessons
from. First, some enterprises inappropriate-
Iy invested in highly risky and complex de-
nvative products.  Due to asymmetry of re-
tum and risks and asymmetric knowledge
and information berween trading pariners,
domestic enterprises tended to be misguided
and even cheated. Second, some enterpri-
ses had loopholes in internal risk control,
and had not established a risk control de-
partment and transaction reporting system

independent of the rading department, The
irading depariment and personnel tended to
conduwet derivative trapsaction without ao-
thorization. Third, some enierprizes” deriv-
ative position excesded their actual bedge
demand, which was used for speculative
purpese, Fourth, most enterprises lacked
derivative rading specialists. Fifth, domes-
tic financial instimtons did not provide suf-
ficient services to enferprises, and
enferprises’ reasonable hedge demand could
not be satisfied

The huge losses toll an alarm bell for us,
Kelevant authorities should explore the rea-
sons  behind them and take appropriate
measures o prevent any potential losses
First, efforts should be made to supervise
relevant enterprises to evaluate their deriva-
tive position fsks and take effective mess-
ures to rectify them, o a5 to conserve their
asset value , redwce losses, and avoid poten-
tial loss accumulation. Hule-breaking be-
haviors and personnel should be investigated
and penalized . Second | effors should be
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made o prevent domestic enterprises from
participating in complex OTC derivative
transactions, Third, effors should be made
o urge enterprises o improve their risk con-
tr]l mechaniam, monitor their desivative
trading position in an indepemdent, parcal-
leled and real-time manner, and avoid un-
authorized derivative mranssctions. Fourth,
efforts should be made o strengthen educa-
tion on denivative trading, and help enter-
prises improve their mading skills. Fifth,
efforts should be made to improve the sery-

Effrts Should Be Made to Further Inprove
the (huality of Listed Companies 5o as to Fro-
motz Stable and Relatoely Fagt Eeonomnic
Groeoth

Listed companies were the foundation of the
capital market development, and further ef-
fors shoukd be made o improve the quality of
listed gompanies, and moke them the back-
bone in promoting the steady and relatively
fast development of the national sconomy,

First, efforts should be made o facilitae M&

Box 5

GEM Board is the outcome of govemment
support to growth enterprises and innovation
gimce 19705, After more than three decades
of exploration and practices , especially after
the bust of network shares in 20000, for the

ices of financial institutions, and broaden
the normal channels for enterprises in hedg-
ing their assets. Sixth, effors should be
made to sirengthen legislation and supervi-
gion over derivative products transaction ,
moch as strictly checking cqualification of
enterprises in conducting dervative busi-
ness , requinng enterprises to condwet de-
rivative transaction mainly for bedge rea-
sons, and cracking down upon irmegular
gales and fraud activities of financial inter-
rediaries.

of listed companies, such as, perfecting the
institutional arangements for ME&A | impro-
ving the pricing mechanism of Mé&A and re-
siructuring, and reforming the check and ap-
proval procedures . so as to increase the effi-
ciency of restructuring , and promote industrial
adjustment and upgrading.  Second, effors
should be made w further improve independ-
ence and trunsparency of lsted companies and
help them improve their corporate govem-
ance, Third, efforts should be made w0 en-
eourage listed companies to give out cash divi-
dends so a8 to reward their shareholders.

Conclusion From the Development of Overseas GEM Board

time being , GEM boand is rejuvenating its
vigor throughout the world, and playing an
increasingly important role in promoting in-
dustrial wpgrading and scientific and techno-
logical innovation,
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As of the end of 2008, there were 47 GEM=
across the world, covering main economic
regions  and  industry-concentrated  areas
The development of the (GEMs showed the
following characteristics; First, the original
GEMs developed in a steady way, In recent
years, leading GEME, such as the U5 MNas-
dag, British AIM, Japanese Jasdag, Korean
Kasdaq, and Canadian TSX-V, showed a
favorable development momentum  Al-
though global stock markets withstood large
fluctuations in 2008, markel capitalization
of these GEMS still increased 14% v-0=y by
2008, and urmover increased 119%% y-o-y.
Second, pew GEMs have heen established
consecutively, According o statisties, 15
new GEMs= were set up from 2002 to 2008.
The Indian Bombay Stock Exchange set up
the Indonext marker in 2005, and there are
more than 2 700 enterprises listed on the ex-
change, with market capitalization of owver
LUISD 20 billion , which promoted the devel-
opment of Indian high techonology and out-
sourcing enterprises greatly, Third, the im-
age of GEM was on a continuous rise, Af-
ter years of consolidation and development ,
main CEMs across the world ultimately got
out of their low-end image, and played an
increasingly important role in the global se-
curities markets. For example, the US S3EC
approvied the Nasdag market as a natonal
stock exchange in 2006, making a historical
breakthrough. The Japanese Josdag became
a stock exchange market in 200 In 2005,
the Korean Securities Exchange , the Korean

Futures Exchange and the Kasdog market

were combined into the new Korean Securi-
ties and Fumores Exchange, and the Kasdag
became an important part of Korean securi-
ties market since themn.

The resurgence and success of the GEMs
across the world , was ool only due o glob-
al economic growth, but also to the main
characteristics of GEM, such as independ-
ent discovery and selection mechanism, ef-
fective combination of science , technology
and wventure capital, and culfivation and
promotion of the development of high-tech
industries, The successful expenences of
the GEM can be summarnzed as following.
First , the market access threshold is relative
low for growth enterprises, The Masdag and
Kasdag prescribed different flotation stand-
ards according to operating income , profit,
assel, and operating period, 50 as 0 meet
the demand of different enterprises. The
second is comvenient listing procedure and
lower listing costs. The Masdag exchange
checks and approves an enterprise” flotation
application. After being approved , the en-
ferprise then files with the SEC for securi-
ties registration, which becomes effective
within 30 days, and the enterpnse is quali-
fied for listing on the Masdagq market The
ithird is strict supervision, Although the list-
ing standard in the GEM market is relatively
low , suceessful GEMs generally have very
gtrict supervizsion over listed companies,
The approval mte for listing applications in
the Kasdag market was less than 50% in
2004 and 2005. The Nasdaq market carries
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out a strict de-listing standard to realize the
survival of the ftest The fourth is diversi-
fication of indusiries, A diversified industry
structure ool only increases the coverage of
listed companies, but aleo helps awoid sys-
temic market risks.

From the experience of overseas GEMs, the
introduction of GEM is an effective way to
realize economic restrociuring and o weath-
er economic distress with a market-oriented
approach. For example, the US expen-
enced the decline of waditional industries
and economic growth slowed down in
1970s. The establishment of the Nasdag
market promoted the formation of silicon-
valley high-tech industry . helped the econ-
omy quickly out of distmess, and led o the

new round economic growth represented by
the 20 - called ™ new economy © . AL the

Measures Should Be Taken fo Reasonably
Adjust Markst Demand and Supply, and
Maintain the Stability of the Stock Marhet

In 2066, a total of 162, 148 hillion shares of
non-trudable  stocks  were liberalized, with
market capitalization of about RMB 2. 1 ml-
lion yuan, In 2009, another GBB. 383 billion
shares would be liberalized , with market capi-
talization of about EMEB 3. 2 trillion yuan, an
increase of 33, 1% y-o-v. Attention should be
paid o meniior the implication of Hberalizing
non-trdable stocks on the market operation.

same time, Korea and Taiwan Provionce of
the Pecple’s Republic of China energetical-
ly developed the GEMs, successfully a-
chieved economic restrociuring , and quick-
ly got 1id of impacts of the Asian financial

Crisis.

At present, China also faces the optimal op-
portunity to launch the GEM. The introduc-
tion of the GEM is an important measure o
perfect China's capital market structure and
increase the breadih and depth of the capital
market. [n the meantime, the GEM can
promiie private investment and industoial
upgrading, create more employments, put
the role of the capital market inte a better
play in resources allocation, strengthen the
robe of the capital market in supporting the
national economy , and promote the building
of an innovative sociely.

Therefore , effors should be made to guide en-
terprises 10 respond 1o changing market condi-
tion, and to select appropriste financing in-
struments , timing and scale. Efforis should al-
sn be made o perfect block trade system,
=such as setting up murket entry conditions rea-
sonably to increase the buoyancy of the block
trade market, providing an effective platform
for the large scale tmnsfer of Listed companies’
stock shores with terminated sales limit, to
standardize the large scale share sales by listed
companies’ shareholders and reasonably adjust
the stock market demand and supply.
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Figure 3. & Liberalization of Non-tradable Stock Shares during 2005 and 2016
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Box 6 Stock Market Stabilization Fund

In 2008, the A-gshare market wimessed a
large shumnp, which triggered the hot discus-
sion of whether to establish the stock market
stabilization fund { hereinafter referred to as
the stabilization fund). A stabilization fund
is established by the government and held
by specific agency. During centinuing stock
market slump, the stabilization fund inter-
venes to stabilize both the stock market and
number of countries and regions that estab-
lish the stabilization funds, which have rwo
forms in general; one form is to combat ir-
rational stock market busts due to cuside
impacts; the second form is 1o combat the

contimuing stock market slump duee to do-
mestic economic recession. However, the
operation of stabilization funds did not
prove successful. There exist problems,
such a¢ inadequate legal basiz, difficulties
in preventing moral hazard, and increasing
psychological dependence on the govemn-
efies.

From the perspective of international experi-
ences, the results of the establishment of
stabilization fund are unsatisfaciory, and
generally do more harm than good, First,
in terms of management and operation,
siahilization fonds are usually managed by
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government officials or government agen-
cies, which lack specific knowledge on in-
vestment, Besides, due o an opagque deci-
sion-making mechanism, the operation of
the stabilization fund is widely questioned
and criticized by the markes, Second, in
terms of timing of intervention, it is diffi-
cult o distinguish whether the stock mariet
really deviates from its reasonable value and
cin returm to the onginal level in a short pe-
riod. The usually wrong timing of interven-
tion will undermine the normal role of mar-
ket mechanism. Last, in terms of effective-
ness of stabilization fund operation, the per-
formance of stahilization fond aimed to sta-
hilize the stock marker did not prove suc-
cessful. Although the stabilization fund has
some positive impacts on the stock market
in shor periods , i cannotl smooth the mar-
ket fluctuations by counter-cyclical opera-
tion in the long mn On the contrary , the
side effects of stabilization fund canmot be
underestimated. Due i opaqee operation,
the operation of stabilization fonds in many

Efforts Should Be Made to Improve the Cap-
ttal Market System and Strudwre, and En-
hance Ity Role n Servicing the National Econ-
Ny

The capital market 15 an imegral pan of the
notional economy, and plays an important role
in allocating resources and promoting Sconom-
ic development. After deepening reforms owver
the past vears, China's capital market has un-
dergone profound changes | however, it 15 still

countries amnd regions has engendered the
following problems such as market manipu-
lation, inssder trading , even suspected cor-
ruption, et

Since China's stock market is stll ar its ini-
tial stage of development, and the market
mechanism and supervisory system is far
from perfect, to introduce the siabilization
fund needs adequate testing and scientific e-
valuation. The top priority is to deepen re-
form and promote the stable and healthy de-
velopment of the stock market, such as o
continue to despen enterprises reform, boild
a standardized corporate govemance struc-
pore , and improve the quality of listed com-
panies; perfect the mles of market opera-
tion, strengthen financial supervision in a
dowi-to-earth manner, seriously investigate
and crack down upon illegal activities on
the capital market; speed up economic re-
siruciuring and the construction of credit
system, and improve the opemting environ-
ment of the capital market.

faced with some acule problems  Efforts
ghould be made to perfect the capitnl market
system, put the role into full play of the cap-
ital marked in servicing the pational economy
and promoting the stable and relatively fast o-
conomic growth

First, efforts should be made to contimually
step up the building of a multi-layered capital
market,  Addinonal supports should be rep-
dered o the weak areas and industries, such
as agriculture | mural aresas and the mral econo-
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my, self-initiated fechnology innovation, en-
ergy-conservation and =0 on. The small and
medium-sized enterprise board should be per-
fected, so as to alleviate financing difficulfies
of small- and medium-sized enterprises. The
design of the GEM should be perfected, and
GEM Board should be introduced ar a due
time. Efforis should be made to perfect the
design of the pilod agency share transfer sys-
tem, and spresd the pilot program to eligible
high-tech indostrial areas, Second, efforis
should be made to develop and standardize the
corporale bond market, 20 as o oplimize the
investrment and financing strectare.  The issu-
ance rales and supervisory standards regarding
the bond marke: should be uniform, so as to
siandandize bopd issuance and trading, The
corporate bond market should be compreben-
sively designed, %0 a8 to lay down solid foun-
dation for a centralized nationnl bomnd market
Third , efferts should be made to steadily de-
velop the futures market and strengthen sk
prevention capability. The fuures products
should be increased, and the function of fu-
fures market should be deepened. Especially
for the agricultural futures market, the build-
ing of the market should be strengthenad, and
ways by which agrcultural futures products
better serve agriculture, rural areas and the
rural economy shoubd be explored. Measures
should be taken fo set up the information dis-
closure system, contine o strengthen the mo-
nitoring of net capital of folures companies,
cultivate institutional investors in the funres
market, and explore ways for futures compa-
mies o conduet agency overseas fomres busi-
ness on A pilot hasis,

Efforts Should Be Made to Continually Pro-
mote Reform and Innovation of the Capital
Market, and Increase the Breadth and Depth
of the Capital Market

In order o beter serve ecomomic develop-
ment, the capital market shall improve its effi-
ciency and competiiveness, AL the sume
time, the cutbresk of the US sub-prime crisis
and its spillover to other parts of the world in-
dicated that the level of finnncial nmovation
should be appropriate and a bunch of factors
should be taken mto aceount, such as market
acceptance , investors' risk-taking ability, and
regulators’ capacity, in order to ensure all
risks are under close monitoring and manage-

menk

In response o the new circumstance of liberal-
ization of all non-tradable stocks, the work of
financial innovation should be promoted siesd-
ily. First, efforts should be made o step up
reform of IPOs, perfiect the price inguiry sys-
tem of new stock issees | and standardize secu-
rities underaTiting. Second, effors should be
made (o steadily conduct the financing amd -
curities lending business by securities compa-
nies on a pilot basis, introduce stock index fu-
mres at an optimal Gme, and perfect the risk
management system., Third, effors should be
made o explore ways o sl wp the qualified
instiletional investor system, S0 as to gradoal-
Iy build an instimtonal arangement for differ-
ent investors, products and regulatory reguire-
ments. Efforts should be made to conduct re-
search on pelicy measures o encourage vari-
ous lopg-term funds to enter into the stock
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market , and increase the paricipation of pen-
sion funds, social sscority funds, and aomoi-
ties in the stock market.

Efforts Should Be Made to Strengthen Market

Supervision and Penalize Megal and Fregular
s

Sound legislation and an effective and fair law
enforcement environment are the premise and
foundation for the healthy and orderly opera-
tion of the capital market With the develop-
ment of the capital market especially upon the
completion of non-tradable share reform, legal
constmuction faces many new sitwations and
problems. In the meantime, the widespread
paricipation in the capital market directly re-
lates to the interests of mass individual inves-

tors. Therefore, the legislation and low en-
forcement environment should be improved to
meet the scientific requirement of the capital
market,

Gireater efforts should be made w perfect the
legal system of the capital market, and crack
dowm upon illegal and irregular activities in-
chuding market manipulation, insider trading
angd interest transfer.  Supervision should be
enhanced on listed companies |, secunties com-
panigs, fund management companies and fu-
tores companies, such as strengthening corpo-
rafe governance o sandardize the mmunera-
tion management of senior managers of the
companies in the securities sector, and impro-
ving internal control system o discover and
solve potential risks in a imely manner.

{ By Qin Guolou, Meng Hui and MNa Lili )
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Chapier IV Insurance Sector

n 2008, the Chinese insurance sector

actively joined the efforts to fight se-

rious natral disasters and address
the imternationsl financial cosis. It contiued
to expand insurance services, strengthensd in-
surance supervision, and maintained a stable
and relatively rapid growih.

Recent Developments

Entities engaged in the insurance busi-
ness continued to increase, In 2008, both
insurance  institutions and sales force in-
creased. At end-200&E, there were 130 insur-
ance instiufions and 2 445 professional insur-
ance intermediares , wp 10 and 114 respective-
Iy over the previous year. The number of in-
surance sales representatives grew 346 (MM}
from the previcws vear to 2 560 (M) in 2006,

Asgets increased further. Total assets of
the insurance sector grew af a slower pace in
2008 due 1o p sluggish capital marked, At end-
2008, the todal asseis of the insurance sector
reached EME 3. 34 trllion wyuan, a rise of
15. 2% y=0-y. The balance of invested insuf-
ance funds grew by 14, 3% v-0-v o RMB 3. 1
rillion wuan, This inclhided RMB 808 755
killion yuan of bank deposits (26, 47% of the
todal} , RMB 1 768, 417 billion yuan of bonds
(57.89% ), and RMB 407. 182 billion yuan
of stocks { equity ) and securities investment
funds {13, 3% ).

Premium income grew considerably.
The year 2005 witnessed the fastest growth
of premium income sinee 2002, In particular,

Flgure 4.1 Asset Changes in the Insur-
ance sechor
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premium income from health insurance and
life insurance incrensed sharply. Todsl premi-
um income in 2005 registerad RMEB 978. 41
billion yuan, a v-o-y growth of 39, 1%, A-
moedg this total | premiom income from proper-
ty insumnee grew 17% to RMB 235, 67 bil-
lion yuan; premium income from life insur-
ance increased 49, 2% to BMB 665 837 bil-
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lion yuan; premivm income from sccident in-
surance totaled BAE 200 36 billion yuan, up
7. 1% ; and premium income from health in-
surpnee reached BEMB 38, 535 billion yuan, a
rise of 52. 4% .

Claim and benefit payments increased
rapidly. Due to devasiating disasters, claim
and benefit pavments increased rapidly in
2008, Claim and benefit payments by insurers

mationwide totaled RMB 297, 117  billion
yuan, up 31. 2% from the previcus year In
particular, propeny insurance payments grew
39% w RMB 141. 833 billion yuan; life in-
surance payments increased 23 5% to RMB
131. 495 billion yuan; accident insurance pay-
ments declined 1. 4% w RMB 6. 2537 billion
yuan; and health insurance payments reached
RME 17. 528 billion yuan, up 50%.

Flgure 4.3 Clalm and Benefit Payment Growth
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Reform and Achievements

In 2008, progress was achisved in the efforts
of the insurance sector to participate in disaster
reliefl and post-disaster reconstruction, deal
with the international financial crisis, expand

insurance services , enhance insurance supervi-

sion and improve the insurance guaranies fund
management system.

disaster Reomstruction with All-out Ffforts

In 2008, China was hit by a serious snow and

sleet disaster in the south , which was followed
by & catastrophic earthquake in Wenchuan,
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Playing its role of dsk protection, the insur-
ance sector jeined the disaster relief and recon-
struction efforts. The insurance supervisor ac-
tivated the contingency plan immediately, and
provided puidonce by issuing the Nosice on
Strengtiening the Emergency Work of the [n-
surance Sector in Dizaster Fighting and Dizas-
fer Relief and the Emergency MNotice on
Strengthening Work on Earthquake Relief, In-
surers sst up grecn passes , introduced special
policies, enhanced service teams and strearm-
lined procedures. They shorensd the claim
processes . improved claim efficency, sur-
veyed more quickly, snd srranged sdequate
funds to ensure umely clam payments, The
insurance sector paid RMEB 5.5 billion yuan
for the snow and sleet disaster in southern Chi-
na , and RMB 1 bhillion yuan for the Wenchuan
earthquake , playing &n active rode in stabili-
zing the production and people’s life in disas-
ter-stricken areas and in supporting reconstnic-
tHon,

Atively Addressing the International Financial
Crisis

In an effort o effectively deal with the interma-
tional financial crisis, competent govemment
agencies cooperated closely and adopted a
wide mnge of measures, which effectively
contxned the spread of the impact of the fi-
nancial crisis to China's insurance sector.
First, we followed the developments and the
fallout of the crisis, strengthensd cooperation
with insurance supervisors in relevant countries
and regions, tracked the latest developments
of the crisis, and conducted ongoing risk mo-
nitoring. Second, we intensified effons w i-

dentify risks in the investment in stock, egqui-
iy, overseas markets and real estate in the
whole sector, and obtained a generl picture
of risk profile. We strengthened risk assess-
ment, focused oo key companies and ad-
dressed major risks. Moreover, we stanted to
do stress iests, pot in place a risk profile re-
porting system, and designed risk prevention
and emergency management plans, We also
properly addressed the sumrender problem of
certain insurer that was sedowsly hit by the fi-
nancial crisis, and protected policyholders™ in-
ferests, Third, we improved cutbound invest-
ment policy, toughened supervision over over-
geas investmen! of insurance funds, and pot
risk control as the top pricrity.

Making Achievements in the Development of
Insurance for Agriulture, Rural Areas and
Farmers

In 2008, the Chinese government decided to
“develop rural insurance and improve policy
agricultural insurance system”. As part of the
efforts o carry out the decizion and 1o support
and guide the development of insurance for
agriculture, miral areas and Farmers, compe-
tent government agencies released the Notice
on Strengthening the Implementation of Policy
Measures of Policy Agricultural Insurance.
With concerted efforts from all parties . mch
progress has been achieved in developing in-
surance for agriculmre . rural areas and farm-
ers. First | agriculiural insurance business grew
rapidly. The pilet policy agriculiural insurance
program, which was supported by the central
government budger, was expanded w0 cover 16
provinces | sutonomous regions) and the Xin-
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Jiang Production and Construction Corps from
its original coverage of & provinces [ sutono-
mous regions j. The agricultural insurance a-
chieved nationwide covernge when the agricul-
tural insurance operation network took shape
which includes national insurers and profes-
sional agriculmral insurers, Im 2004, 90, 159
million rural households participated in ago-
cultural insurance, with the annual premiom
income tofaking RMB 11, 07 billion yuan, & ¥-
o growth of 107% , and the claims standing
at EMEB 6.9 billion yuan.  Second, we
lsunched the pilot micro-personal insurance
program in rural aress, Af end-2008 , the pilot
program had provided insumnce o 2. 39 mil-
lion farmers, and saw a premium income of
RME 42, 12 milion vuan The program greal-
Iy enhances farmers' ability o fend off the
risks of accidental injuries and diseases.
Third , we sctively paricipated in the new -
ral cooperative medical insurnce  scheme
through custody and insurance contracts. In
2006, incremental  funds  under  cusiody
reached BEMB 2. 6] billion vuan aceumulastive=
ly, which covered 32. 916 millicn people and
saw a premium income of RMB 130 million
voan, A total sumber of 6, 777 million claim
payments totaling RME 1.9 billion yuan were
made throughout the vear. Fourth, we further
developed other agro-linked insurance busines-
ses, including insurance on mural bousshold
property , farmers” credit guarantes, agrical-
fural machinery and houses, These insurance
businesses saw an annusl premivm income of
EME 2. 44 billion yuan, and provided RBB
1. 3 willion yoan worth of risk pretection.

Liakility buurance and Entrusiment Manage-
ment Business Grew Rapidly

Liakility insurance developed steadily with a
greater social mamagement functon In onder
to improve the risk management mechanisms
in schools and in envircamental pollution
competent govemment agencies issued a series
of decuments, which promoted further devel-
opment of linbility insurance in schools, trans-
portation, tourism, qualiny inspection, health-
care and constrection, and pushed foreand the
pilot program of environmental pollution lia-
bility insurance, Further more, liability insur-
ance sarvices provided by insurers during the
Beijing Olympic Games contributed greatly to
the success of the Olympics and the Paralym-
pies. Premiom income of Hability insurance
stood at KMB & 17 billion yuan in 2008, re-
presenting a growth of 22 T% w-o-v.

Insurers actively participated in the corporate
annuity business and entrustment management
of health insurance, At end-2008 , pension in-
surance companies collected contributions of
EME 20, 55 billicn suan in corporale anmuity
business , an incresse of 140% v-o-y; corpo-
rabe annuity entrusted assets and invested as-
sets stood at BME 47,36 billion yuan and
EME 37, 74 billion yuan, growing 420% and
A70% over the beginning of the year respec-
fively. Entrstment management of health in-
surnnge ook shape,  Incremental mandatory
management funds in 2008 amounted w RMB
3. 19 billion yusn acconmulstively, and RMB
7,892 million received peyments From insurers,
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ued fo Be Strengthened, and the Insurance
Guarantes Fund Management Further Im-

frroved

Im 2005, the insurance supervisor further im-
proved the supervisory framework where sol-
VENCY SUPErVIsion, cOorporate povernance su-
pervision and market behavier supervision
constinee major pillars, It advanced classified
supervision and strengthened oversight on in-
surance groups. In solvency supervision, with
the introduction of the Regularons on the Snl-
vency of Insurance Comparies, the insumnce
supervizor toughened solvency supervision on
insurers and took a series of mesoores on @
few insurers with insdequate solvency, inclu-
ding suspending relevant businesses and ap-
provals for sefting up new branches , and ask-
ing the insurer o stop giving bonus 1o i di-
rectors and senor munagement. The insumnce
supervisor guided insurers o shift their focus
from market share w solvency adequacy ratio.
In 2008, a tofal number of 40 insurers in-
creased capital through additional offering. In

Box 7

Splvency refers to 3 company’s ability to
pay its debts. Adequate solvency is the pre-
requisite for the insurance sector to play its
role of economic compensationl, capital fi-
nancing and social management. Therefore
solvency supervision 15 a priodty for insur-
BOCe SUPSrvisors to ensure insurers have ad-
equate solvency.

corporate governance supervision, the insur-
ance supervisor relessed the Guidance on the
Oneration of e Boards of Direciors of nsure
ance Companies, the Opinions on Standandi-
zing the Charters of Insurance Companies and
other documents. In market behavior supervi-
sion, the insurance supervisor toughensd ad-
ministrative punishrment and imposed penalty
on 723 inatitutions and 379 staff for their vio-
lxtion of laws and regulatons in accordance
with the law.,

The insurance guaraniee fund sysiem was for-
ther improved. In order to regulate the poo-
ling, management and use of the insurance
guaranize fund, enhance the fund's independ-
ence, amd improve its ahility o maintain and
increase psset value and dispose of nsks,
CIRC, the Ministry of Finance and FBC joint-
Iy issued the Administrative Rules on the fn-
surance Uuarantee Fund in September , 2008,
The China Insurance Cuarantee Fund Co. |
Lid was established in the same month At
end-2008, the balance of the fund resched
EME 14 billion yuan.

Solvency Supervision in China’s Insurance Sector

In 20603 , the CIRC released the Administra-
rive Rules on Solvency Margin of Insurance
Ceowmpanies and Supervision Indicators | the
old Bules) | which preseribed how o caleu-
late the actual and minimum solvency mar-
gin, and required insurers to maintain e
actual solvency margin above the minimum
level



' [hins Firarcisl SissdE Mapad. 26

In order to adapt to the rapid development
of the insurance sector, the CIRC | drawing
on developed philosophies and principles on
solvency supervision , issued the Admimis-
trative Rules o Solvency of Insurance
Companies [ the new Eules) in July 2008 ,
which superseded the old Ewles. The new
Fules introduced the concept of capital ade-
quacy for insurance companies, sel up a
scientific, complete and effective solvency

Soundness Assessment

The Chinese insurance sector maintained
healthy development in general in 2008, How-
ever, the sector still needs to address a number
of risks, inchuding the over-expansion of in-
vestment-oriented insurance produecis . the ima-
tional price competition that 15 intensifying in
somee areas, the plunging investment refums,
and inadequate solvency of certain insurance
COTIPanies.

Imbalanced  Development Eased, While In-
wrestment-oriented Produdts Grew Too Fast

In terms= of the insurance development in dif-
ferent regions, the gap between eastern and
western China parrowed. In 2008 | premium
income in central and western Chiny rose as
percentage of the tofal, while the percentage
of premium income in eastern China fell  Pre-
mium income in central China witnessed a v-
o=y growth of 53, 8% , which was far above
the growth in eastern regions { Table 4. 1), In
terms of business stucture, the imbalanced

supervision mechanism |, established a nsk-
based dynamic solvency supervision frame-
work in line with intemational practice ,
and specified measures to condwct classified
supervision according fo different solvency
positions of insurers, The release of the
new Kules belps improve the nsk manage-
ment of the Chinese insurance ssctor and
maintain financial sability.

development of properly insurnce products
wis exsed.  Agricultural insurance , gusrantes
insurnnce and Lability insurance saw  rapid
growth ( Figure 4, 4 ), while the premium in-
come from vehicle insurance as percentage of
total - property
dropped 1.5 percentage points y-o-y o
6o, 6%

insurance  premium  income

It iz worth noding that investment-ofented life
insurance products grew too fast Life insur-
ance premium income grew 49, 2% in 2008
In particular, premium income increased 71 %
for participating insurance, 7. %% for invest-
ment-linked insurance , and 71. 5% for univer-
gl insurunee , while premium income for gen-
eral life insurance declined 1. 9% . As the re-
turn on investment-oriented insurance products
is largely exposed 1o developments in capital
markets, a persistently dwindling capital mar-
ket took its toll on the sales of investment-omn-
ented insurance producis, huring the stable
and sound development of the sector. Moreo-
ver, & plummeting capital market also im-

posed enormous financial pressure on cerain
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property insurers which sold some defiped- benefit investment-oriented products’,

Table 4.1 Premium Income Across Different Regions
[ 100 mifitan of RME yean, peres'}

Eastem China 5740, 7 3r4 nE ) 4 3415 fl, &

Central China X 2RT. 4 SL R 214 1 487. 1 2.2

Western ©hina 1 TIL& 45, 2 17. 7 11950 17.0

Tetal premiam mnoome @ THE, O 301 1 T 02L& (L]
M s

1. Enstern China includes Beijing, Tionjin, Hebei, Shanghni, Jisngs, Zhejiang, Mingho, Fujion, Xismen,
Shandong, (lingdes, (amglong, Shenzhen, Huoipsn, Linoning smd Dadian, 16 provieces and cities ; centml China
includes Shamm, Anhin, Henan, Hobes, Hunan, ll.u.@u., Huilcqgjiung amil Jilin, # pEVImHE 5 und western China
inclules Guangsi, Chongmng, Sichuan, Guizhou, Yumman, Tibet, Shasnxi, Gansa, MNingos, Imer Monglia, Cling-
hai amd Xinjiang, 12 prwinees, sutomomous reggons sl s paldicy.

2. Tital premdum incomss ds Bt inclhede premisn ineome of the eeadqeeters of insurance geougs,

Sqapee; Compiled an the basis of dats from the CIRC.

Figure 4.4 ¥-o-Y Premium Income . . coinr. Wil
Growth of Some Property Insurance Prod- Rept &

sots I 2008 Evoesrive Priee Competition Remamed a Froblem

{ peremsat | Ax the insurance sector grows rapidly over the
recent years, insurers increase greatly, leading
ip a declining concentration in the marked. At
end-2008, the Herfindahl Index { HI}® in the
property insurance and life insurance markets
l stood at (L 209 apd 0. 205, down 0. 012 and

. . . . . - B 0.017 respectively over the previous year
g‘ﬁ. f f,f”b ﬁ,y ( Figure 4,5) . The market share of premiwm
,_,f fi'f:f f ingome of the four largest property insurers
dropped 1. 1 percentage points from the previs

Sovrer; CIRC, ous yvear to 7L 7% , and the market share of
premium income of the four largest life insur-

1 In a defived benefit prodect, which is a rype of insurance product, the insurance compony pays de podicybolder or the in-
aured the invested fonds md the Ewestment retum in line with the resem raie, fived or floating, sgreed in the namance contraot
when the insorenoe contract expires, or, when the inserenoe comtmct is revoked or fermineted , peys the policyholder or the insured
the funds as celonleted in socondence with temes sgreed in the s contmct.

2 HIis #he sum of the sqmwres of the merket share of sach instietion in one seoior. Higher HI mesres bigher mevket conoeniration.
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ers fell 1. % percentoge points y-o-¥ o0 71%.,

Figure 4.5 HI of the Insurance Sector
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Ag the Chinese insurance sector is still in the
early stage of development, there is only a
small degree of difference in the products,
technology and services offersd by insurers,
which contributes to 3 common homogensity
among insurance products. Consequently, in-
surers opt for lower price as the main measure
to expand business, which resulis in 3 price
war in the sector and an excessive price com-
petition in some products. In the property in-
surance markoet, according to statistics from
the PICC Property and Casualty Company
Limited { PFICCP & C) , the average premixm
mtes dropped from 00 26% to O 19% from
2003 to 207, In parficular, the premium rates
fell substantially by 47, 8% for liability insur-
ance, amd declined by 35 5% for camgo insur-
ance. In the Life insurance market , o seck grea-
BT premium income, some insurers paid over
4% of intermediory fess o 0 bank'. Excessive
price competition may lead to the sk of overly

loww price bevels in the sector, which would dam-
age its solvency, and is thus detrimental to the
sound development of the insurance sector.

Investment of Insurance Funds Faced Chal-
lenge from @ Volasile Capital Market

Both the Chinese and internatonal capital mar-
kets plummeted amidst the global financial cn-
gia in 2008. The Shanghai Stock Exchange
Composite Index plunged by 65% anmually,
the Hang Seng Index fell by 48% , and the
Dow Jones Industrinl Awvernge Index dropped
by 34% , which translated into immense pres-
sures on the investment of insurance funds. In
200, the investment refurn on  insurance
funds was 1. 91% |, a decrease of over 10 per-
centage points y-o-y { Figure 4. 6).

Figura 4. 6 Investment Return of Insur-
ance Funds

i

[

Sk m =R

2001 POOI 2003 1004 2005 2006 BOOT h0E

Sowrve; CIRC.

In the face of the complex and severs econom-
ic and financial simation both at home and a-
broad , insurers adjusted investment ponfolic.
The share of bank deposits and products of
fized return, incloding various bonds, was in-
creased , and the share of equity and securities

1 The bswrance Ingimre of (hisa.  Iasrosss befomanion, Mo 2 [2000) . 25 =24,
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investment funds was reduced. At end-2008,
bank deposits and bonds accounted for 84. 4%
of the balance of invested insurance funds, up
16 percentage points from the beginning of the
year; stocks { equities ) and securities invest-
ment funds constined 13, 3% , down 15 8%
from the beginning of the year However, the
return rates of bank deposits and bonds fell ap-
preciably (Figure 4.7 ), posing great challenges
1o insurance funds investment.

Flgure 4. 7 Invesiment Return on Some
Products in 2008
[ perees }
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Some Insurers Saw Weakened Solvency and
Difficultics in Raplenishing Capital

The solvency adeguacy ratio for some insurers
dropped in 2008 doe v the mmbling invest-
ment remrmns , the snow and sleet disaster that
hit southern China, and the disastrous earth-
quake that shook Wenchuan, WVarious degrees
of fall in the solvency adequacy ratio of four
public insurers were presented in their annual
reports | Table 4. 23, One thing worth noting
iz certain insurer that had accumulated risks
because of fast expansion and inadeguate man-
agement in the early stage experienced inade-
quate zolvency problem as business environ-

ment deterioraed.

Insurers with insdeguate solvency need to
strengthen their capitnl immediately. Souch ef-
forts , however, will be made more difficult a-
midst the intensifying financial crisis, which
leads to slower growth both at bome and a-
broad, sluggish stock and bond markeis, and
weaker willingness to invest o the pan of po-

fentinl investors

Table 4.2 Changes of Solvency Adequacy Ratio of Public Insurers

Life Insuranse

End-20Mr7 A

Enc-2HE 310%: 183, 7% 245

China Life gFPing An Life m FICCHEC | CHMC Propery
5% A% 2T1% 1R0%:

Property Iisarance

Fing An Properiy

21 % 182%:

143 % 1BH 153, 3%

Sourve ; 2007 and 2008 snmual reports of the China Life, PICC, China Ping An and CPIC.
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Issues Worth Attention and Reform
Measures

Ag hoth domestic and international economic
and fnancial siation become increasingly se-
vers under the impact of the intensifving glob-
al financial crisia, the Chiness insurance ssctor
mAY Sustain greater impacts, Al the same
time, the insurance sector alse faces great op-
portunities to expand services and improve de-
velopment level as the Chiness government a-
dopts a wide range of measires amed af expan-
ding domestic demand and promoting economic
prowth, Taking advantage of the opporunities
the insurance sector showld make efforts o a-
chieve better and faster development as it serves
economic and social development.

Clasely Observe the Tupact of the Tnternational
Financial Crisis and Mamizn Stalility m the
Inserance Sector

The foctors leading up to the ongeing financial
crisis are complex and extensive. Though the
crisis only has a limited direct impact on the
Chinese insurance secior, we sill nesd w pay
close attention to the developments of the cri-
sis and possible risks it may cause to the insur-
ance sector. These include risks facing Chiness
branches of troubled forsign financial insti-

Box 8 The Case of AIG

An intermationally repowned insurer and the
largest insurance company in the US, AIG

tions, risks for domestic and oversess investment
by inswrers, misks of concentrated sumrender in
certain  products in some regions, and risks
browght about by macrosconomic fluctuations,

To maintain stability in the insurance sector,
we first need to enhance gualitative and quan-
firative sody on marked fsks, ke swock of
domestic and international experiences and les-
sons, design contingency plans, and improve
early waridng of fsks Secomd, we should
urge Chinese branches of troubled foreign fi-
nancial institutions to take necessary Mmeasures
to protect the interests of policy holders
Third, we need to advance classified supervi-
sion, amnd take different supervision measures
in line with varyving degrees of risks of insur-
erz, Drawing on this, we nesd to improve the
dynamic solvency testing, stress fests and ear-
Iy warning of cash flows in an effort o make
the solvency supervision more binding,
Fourth, we need fo strengthen supervision on
market behaviors, forcefully deal with irmegu-
larities of insurers and inswrance intermediaries
and maintain order in the morket Fifth, we
need to further improve the lisison and infor-
mation sharing mechanisms with relevant gov-
emnment agencies, and siep up cooperation
with insurance supervisors in other counfries
and regions to closaly follow the impacts of

the criglz on the insurnce secion,

has a stropg presence in over 130 countries
and regions , and its businesses cover 4 wide
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range of areas, incleding life insurance,
property insurance, auto insuFance, mMOrT-
Eape insurance, relirement services, loans,
investment services, amd aviation leasing.
Todal assets of the Giroup reached USD 1.1
trillicn.

AlG suffered substantial losses from s
CDS business following the outburst of the
subprime mortgage crsis. It lost USD 25
billion in total from Oetober 2007 to Juns
2008 in its CDS business. On September
15, 2008, AKY's share plummeted , and its
credit rating was lowered subseguently
forcing the insurance giant to provide more
collaterals o itz counterparties.  However,
due to intensifying difficulty to mise funds
and rising financing costs in a volatile finan-
cial marker, AIG's financial positions wors-
ened quickly. On September 16, 2008, it
was taken over by the US government,
which provided liguidity and loans to the

Contiitze o .ﬁ'.zi!lmd Tnsuranee ﬂ:wemga' f1)
Flay a Greater Role m Serving Econowmic and
Social Development

An improving economic and social develop-
ment level and an aging Chinese population
are boosting the demand for insurance in Chi-
na. However, the development of the Chinese
insurance sector and the services it offers stll
lag behind world average and can not meet the
demand of the economy and sociely, In tefms
of the overall development level, the insur-
Ance penetration [ premium incoms a5 percent-
age of GDP) of the Chinese insurance sector

belenguersd insurer. Four elements can be
attributed to the enormous shock AIG sus-
tained from the subprime morigage crisis,
First, buge losses from its subprime mort-
gage-related businesses; second , scaring fi-
nancing costs as a result of Lguidity short-
age; thind , excessive nsk-taking because of
weak imtermal control, bnx rigk mansgement
and improper compensation system; and
fourth, the abssnce of external supervision.

Though the subprime mongage crisis has
limited dirsct impact on Chinese insurers,
the Chinese insurance sector can draw sev-
eral lessons from the AIG event First, se-
curity should be given wop priofly in inves-
ting insurance funds; second, high fsk bus-
inesses should be controlled within a proper
gize; third, imermal control and sk man-
agement of insurance companies should be
enhanced ; and fourth, the supervision sys-
tem should be further improved.

was 3, 25% , and the insurance density { pre-
mium income per capita) was RMB 736, T4
vuan in 2006, in contrast to the world average
of 7.5% amd USD 607.7 mspectively in
2007. In terms of the sector's ability to pro-
vide services, the limited coverage, low in-
sured rales in many current business areas
and inadequate product innovation restrained
the insurance sector from playing its important
role in preventing disaster risks and in minimi-
zing losses. For example, the insurance secior
pard only less than 1% of the direct economic
losses in the snow and sleet disaster and in the
Wenchuan eanthquake in 2008  far below the
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world average of 30% .

To this end, the insurance sector needs to fur-
ther promete its development and expand in-
SUTANCE COVEerage s0 a5 to better play its role in
serving the economic and social development.
Firsi, step up efforts to innovate and promode
agriculnoral insurance products and services,
expand the coverage of the agriculural insur-
ance , and develop tilored micro-insurance
products with low premium and simple closes
that offer proper protection, so &= to let the in-
surance sector play its active role in improving
rural social security system. Second , expedite
the establishment of agricolmral reinsurance
and catastrophe risk diversification mecha-
nisms o prevent calastrophe rsks, Thind , vig-
orously develop liability insurance. Efforis
should be made to strengthen the accounting
of compulzery Hability insumnce on molor ves-
hicles, ephance cost control, improve the
compulsory lisbility insurance on motor vehi-
clez, and develop construction insurance and
enginesring insuranee to provide sk protec-
tion for major infrastmcture projects. Fourth
vigorously develop pension insurance and
healtheare insurance, Efforts should be made
to explore corporate annuity market by taking
advantage of the professional expertise of in-
surers, and , on the hasis of medical reform,
to ensure that insurers participate in health
protection custedy services in an orderly man-
ner, Fifth, explore the possibility of opening
up the short-term export credit insurance mar-
ket o allow commercial insurers take part in
the competition 50 88 [0 SUPPOIT &XPORE.

Adpust the Insurance Busmess Structure to Pro-
vide Better Protection against Riks

Despite of rapid growth over recent vears,
Chiness insurers ses g problem in the over-ex-
pansion of investment-oriented businesses,
which curbs the sector’s role in providing risk
prodection. The core value of insurance Lies in
the protection it offers against nsks, Interna-
tional experiences suggest that, as the econo-
my undergoes pericdical adjustments, insurers
may fend off risks by developing guaranies-o-
rented business, which grows stably and is
less vulnerable to pericdical economic adjost-
IEnLs,

At present, the insurmnee sector should focus
on its major business of risk cecoverage, and
properly decide the size of investment-orientad
products in line with the assets and liability
match, investment returns and sk control
Moreover, the insurance sector should focus
on developing the risk protection function in
product design and promotien, It shoubd | in
line with the sdjustment of the mocresconom-
ic policy and industrial policy, identify the
access point to provide risk management and
prodection , step up product and services inmo-
vation , and develop more puamntee-orented
products so0 as to enhance the insurance guar-

antee functicn.

Steadily Expand Investment Channels While
Kegping Risks under Control

Invesment channels for Chinese insurance
funds kept increxsing in recent vears., Howev-
er, comparsd with the situation in countries
with highly developed insurance sector, re-
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strictions on both investment channels and in-
vestment proportion remain strict in China
which resuliz in limited opportunifies to invest
in industries and an over-dependence on the
capital markets for investment retumns, mak-
ing it difficult for the insurance sector to di-
versify risks and improve investment efficien-
Ev.

Therefore , it is necessary , in line with the de-
mand from economic development and the risk
contrel capability of the insurance sector, o
leverage on the role of insurers as institutional
investors and on the investment and financing
function of insurance funds We need to in-
crease bomd investment products and raise the
proportion of bopd investment, and incresse
stock investors. We need to steadily expand
the pilot program of investing insurance funds
in infrastructure projects, and push forwand
the pilot program of investing insurance funds
in mop-listed egquity, commercial-use proper-
v, asset-backed securitization products, over-
seas markeds and other financial products, The
advantage of long investment cyele and stabili-
ty of insurance funds should be fully vsed to
support econemic development.

Despen Corporats Reform to Enhance the Fn-
surance Sedor’s Competiroe Edge

The Chinese insurance sector still lags behind
the developed insurance secior in other coun-
trics and the domestic banking sector in terms
of management, intemal control and develop-
ment pattern. The first problem is weak man-
agement. Corporate pOvVermancs in Some insr-
ance companies 15 inadequate, problems exist
in the board system, shareholders’ behaviors

and decision-mpking procedurss remain scute,
and & sound risk management mechanism and
a scientific decision-making mechanism are vet
1 be established, The second problem is in-
complete internal control sysiem in some in-
surance companies. For example, a headguar-
ter can not exercise effective control over its
branches at the grass-root level , mles and reg-
ulations are oot well observed | and instnoe-
tons are oot followed. The third problem is
the extensive development pattern, which sll
persiss in the secior. Some insurers rely oo
setting up branches and expanding network to
develop business, and lack the ability to pur-
sue intensive operation and endogenously driv-
en growih Such extensive growth pattern in-
curs considernble rsks, undermines solvency ,
and affects the business of insurers that be-
haves propery.

Therefore, efforts should be made to further
decpen reform, shift away from the extensive
business patiern, improve corpoTate govern-
ance , amd give full play o the role of capital
providers and the board of directors. Cualified
insurers will be suppormed in their effors to
strengthen capital and sclvency by public list-
ing, secondary offering and subordinated bond
issuance. Moreover, banks will be encouraged
to cooperate more closely with insurers to pro-
vide managerial experiences and expertise to
insurers and o enhance their competiivensss
Insurers should put in plice a strict internal
control system, design a viable incentive
mechanism, and improve the ashility o man-
age assels awd labilines, They should enhance
the sk management system, and establish a
comprehensive risk management system that
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covers all business processes and operation pssessments, and  producing  scourate  early

procedures and is capable of providing ongo- WaRImings.
ing risk monitoring, comducting regular risk

i By Li ¥Yan, Wang Shaogqun and Chen Min )
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n 2008, China's financial infrastnuc-

ture construction made new  pro-

gresa; the payment system pao-
pressed steadily , the legal foundation for fi-
nancial industry operation further improved
the new enterprize sccounting standards system
was implemenied smoothly, the credit emvi-
ronment was contiouously improved , and the
secial effect of anti-moeney laundering was en-
hanced continually, all plaving a positive role
in improwing financial service, safeguarding
finpneinl security and promoting healthy and
stable performance of the financial sector.

Payment System

In 2008, confronted with complicated and
changing economic and financial enviromnement
China’s payment system still maintained effi-
cient and stable perfformance, with new devel-
opments in infrastmiciere building , outstanding
achievemenis in the buikding of Olympics-
friendly payment environment, continsed in-
novaion in non-cash payment instraments and
strengthensd supervision.

The Payment System Building Mads Steady
Headway

The payment system operated soundly
and played a more positive role in sup-
porting and safeguarding economic de-
velopment. In 2008, the LVPS operated
safely and soundly and continued to play a key
role in China's payvment sysiem, handling 210
million payment iransactions totaling RMB
40 trillion yuan, representing a growth of
24% and % y-o-y respectively. The BEPS

trnsactions grew  seadily and  the BEPS
served as a platform which remarkably suppor-
ted the retail business and business innovation
of commercial banks, In 2008, the BEPS han-
died 140 million payment fransactions, tota-
ling BEMB 5. 1 mllion yuan. Furthermore, the
CIES witnessed gradual growing business and
plaved a more impressive role in promoting re-
gional economic exchanpges and facilitating re-
gional check wses.

The Construction of payment system in-
frastructure was improved and its ca-
pacity im coping with crisis was en-
hanced remarkably. First, the emergency
backup sysiem was contimiously improved ,
with the establishment of the centralized emer-
gency backup system for the CCPC and the e-
mergency backup system for CIES , enhancing
capacity of the pavment system in risk preven-
tion and crisis management. In parbicular, in
response to the snow sleet disaster in southemn
China and the earthquake in Wenchoan , the e-
mergency plan was initiated prompily, aceond-
ing fo which the LVPS operated even in holi-
days and the ceiling for credit business of
BEFS was relaxed so as to safeguard the effi-
cient, =afe and sound operation of pavment
system and provide a safe channel for fund
iransfer in disaster time. Second , the building
of the second geperation of payment sysiem
and central bank ACS was lmunched to further
expand payment service scope, IMPTove Oper-
aticnal efficiency, enhance risk prevention ca-
pability and effectively meet new demands for
cential bank payment system from economic
and financial development  Third, domestic
foreign cummency payment system Was SUCCESS-
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fully put into operation, providing poyvment rency settlement efficiency and reduce settle-

services for 8 kinds of foreign currencies in- ment risk.

chading the US dollar, to improve foreign cur-

Box 9 Swoccessful Establishment of the Domestic Foreign Currency Payment

System
On April 28, 2008, the domestic foreign
CulTency payment system was successfully
launched, Till end-2008&, the system had
processed 71 281 forsign currency payment
rapnsactions, totling USD & 05 billion
The system provided a new channel for in-
ter-bank foreign currency clearing . avoiding
the high cost and risk when domestic for-
eign cwrrency payments have to be clearsd
and settled abroad , increased settlement ef-
ficiency and reduced setilement risk. In par-
ticular, against the backdrop of global fi-
nancial crisis, it effectively offset shocks
from bankrupicy of foreign financial institu-
tions to domestic payment security and
helped to maintain financial information =e-
curity in China.

The main types of husiness dealt hy
the system. First, the domestic cross-
bank credit business. It refers o the pay-
ment conducted by domestic payer bank to
the domestic payes bank through the sys-
tem , mainly inchading the foreign exchange
transferring business that can be denomina-
ted and seitled in foreign currency and with
both domestic paying and receiving banks.
Second , the netting balance business, L &
foreign currency clearing  institution pays
multilaterally through the system for ssitling

net foreign currency balances.

The framework and participants of
the system. The foreign currency payment
system adopts the Y shape information flow
structure , with the foreign curmmency clearing
center receiving, clearing and forwarding
payment orders, and comespondent setile-
ment bank conducting settlement according
to the payment orders. Till end-2008, 10
banks with legal person status had joined the
domestic foreign curency payment system

Features of the system. First, it sup-
ports payment and settlement of 8 Kinds of
cumencies, inclading Hong Kong dollar,
UK Sterling, Japanesa Yen, Euro, Canadi-
an dollar, Auvstralian dellar, Swiss franc
and U5 dollar. Second, it adopis the real
time gross seitlement mechanism, dealing
with pavment onders issoed by participant
and chartered participant in real time one by
one. Third, it sdopts the “one point con-
nection and one sccount”™ structore,  Comme
mercial bank with legal person status has
one point access into the system and mans-
ges funds from its branch offices. This
practice helps encourage of more banking
financial institutions to join the system and
reduce risks Fourth, its operation is merket-
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based and the system is open to the volunta-
ry participation. Agent settflement banks
cold price acconding to marked sitoation,

The risk management and supervision
of the system. Based on the advanced ex-
perence of interfations payment sysiem,
the foreign curmency payment system adopts
a series of messures and mechanism inclo-
ding intraday financing, overnight finan-
cing , real time full value seitlement, quens
management , clearing window , queus mat-

The intra-bank payment system for
banking financial institutions was fur-
ther improved, and service efficiency
was enhanced gradually, As an iniemnal
fund transfer and clearing channel, the intra-
bank pavment system for banking financial in-
stitutions laid an important foundation to ex-
plore payment service market and incresse
market compeditiveness, In 2008, banking fi-
nancial institutions continuowsly endeavorsd to
improve intra-hank payment system, strength-
ened internal control and payment risk preven-
ton mechamism o guaranies safe and sound
operation and enhance payment service effi-
ciency and quality of banking system. A tofal
of 2, B8 hllion payment ranssctions were fan-
died through the system of banking financial
institutions, involving BEMB 408 6 million
vuan , 2 growth of 29% and 39% respectively

oIl -0y huasis,

The payment system operated safely amd
efficiently during the Olympics, and the
Obympic-friendly payment environment

ching and so on to prevent relevant foreign
currency payment risks.  The issuance of
Rules on the Management of the Domestic
Foreign Currency Paymeni Svstem  and
Rules on the Management of Correspondens
Bank of the Domestic Foreign Currency
Payment System regulates the rights and ob-
ligations of relzvant parties of the system on
entry standard | risk management, seitle-
ment amangement, charging stategy  and
operation maintenance to facilitate the sound
and safe operation of the system

construction  achieved remarkable re-
sults. In 2008, in order to create a safe, con-
venient and efficient Olympic payment envi-
ronment , financial institutions and relevant de-
pariments made great efforts in strengthening
pavment  system  infrastrocture,  improving
bank cond socepiance environment, enhancing
bank account service guality, optimizing for-
eign currency exchange services and sirengthe-
ning payment risk management. During the
Beijing Olympic (Games , financial institutions
provided institutional and personal clients both
al home and abroad with high quality, con-
vepient, safe and efficient payvment services
and successfully completed the Qlympic pav-
ment task, demonstrating to the world China's
payment system achievements and high pay-
ment service level Accordingly, the building
of Olympic-friendly payment envircnment pro-
moded the improvement of natonal pavment
environment and stwengthened the achieve-
ments made in the construction of pavment
syatem infrastruchne,
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Mop-cash payment instruments were
further innovated and more widely ap-
plied. First, bill business developed mpidly.
The introduction of commerncial bank promis-
sory note business in the BEPS and commer-
cial banks drafl business for thiee provinces
and cne city in the Eastern China [ namely,
Jiangsu province, Zhejiang province, Anbui
province and Shanghai ) not only optimized
business procedure | upgraded the commencial
paper risk prevention standard . bur also pro-
moted the electronic development of bill busi-
ness and further expanded the scope of hill
business usage. Second, bankcard gradually
hecame a frequently used payment imstruoment
among the public, In 2008, bankcard transac-
tion value totaled RMEB 127 trillion yuan , with
a penetration ratio' of over 24. 2% . In pami-
cular, the internptional business of UnionPay
bankcard achieved remarkable development
Merchants in 3 countries and regions and
ATMz in about 30 countries and regions could
aceept UnionPay card, and 44 bankeard issu-
ing institutions in & countries and regions is-
sued standard UnionPay cand 6l end-2008. In
addition , the covernge of bankeand service tai-
lored for migrant workers was further expand-
ed and important progress was made in the pi-
Iot reform of business card, Third , with grows
ing demands of public for prompt and conven-
ient pavment services, new slectronic poyment
teols were innovated gradually with enlarged
coverage, =0 a5 o play a positive role in me-
ducing cash uses,

Payment system oversight was further
strengthened and risk prevention capa-

bility enhanced. First, a payment service
and policy consultation meetng sysem be-
tween the ceniral bank and commercial banks
was established to belp the central bank make
more scientific and effective decisions and bet-
ter organize and monitor the payment sysicm
Second , the implementation of real name ac-
count achieved new progress. The real name
management of personal EMEBE  deposit pe-
counis was improved , with better standardized
regulations on personal bank account opening
and usage and the establishment of client's §-
dentity system and accountability system to
sirengthen  supervision measures.  Further-
more, for commescial bank's seitlement ac-
counts, efforts were made to verify the rele-
want individual identity information, plaving a
positive role in promoting anti-money laonde-
rng and the building of social credit informa-
tion system. Third , daily mendtor on the pay-
ment system panticipants was strengthened by
making more detailed implemeniation require-
ment on the supervision of panicipaniz and im-
plementing strict access standond and payment
and clearing discipline. Fourth, achievements
were made in the joint special task to rectify
illegal and crimdnal bankcard-related activi-
fiex. Risk management and case prevention
level of commerdal banks as well as public
pwareness and skill of bow o wse cand safely
werne improved. As a result, a joint prevention
mechanism in anti-bankcard criminal activities

1 The penetration mto of benkoard refers 1o the share of hankeond corsumption value afier dedecting the whole-sale large
wvolume werenction mnd real estale erssction in the ioiel sociel el =ales
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was taking form.

Promot: the Building of Payment System

Influenced by the global financial crisis, the
public became more aware of the importance
of payment system.  The performance of pay-
ment sysiem greatly infloences participants’
Judgement of their liquidity and sk exposure,
and exerts impact on their activities and Hguid-
ity in the market. The global financial crisis
also challenged the fulfillment of cross-border
pavment claims and cross-border oversight on
payment and settlement. Therefore, we should
contimae to follow the principle of swengthe-
ning oversight and optimizing service, im-
prove oversight on payment and prevenl sys-
temic risk.

Continue to promote the building of
payment system infrastructure, Efforts
should be made to study and introduce ad-
vanced payment and clearing management
concept and technology and redefine, analyze
and design the functions of payment sysiem s
as to spesd up the construction of the sscond-
generation payment system.
need for handling comprehensive business , ef-
foris should be made w realize breakibrough in
process rebuilding, business integration and
process consolidation and promote the con-
stmoction of ACS, Efforis will also be made to
speed up the establishment of electronic com-
mercial draft system and relevant nibes and
regulations to safeguard the smooth conduct of
electronic commercial draft business, We need
I accelerate the construction of independent
foreign exchange clearnng house to incresse
the efficiency and secunty of foreign exchange

To answer the

settlement.  Efforts will be made w0 develop
and apply more widely the domestic foreign
currency payvment sysiem, tap the information
monitoring function of the system whils main-
tning s sound and safe operation, and up-
grade the foreign currency clearing arrange-
ment berween the madnland and Hong Kong
by adopting the system.

Promote and guide the development of
electronic payment instruments.  Efforis
should be made to further improve the proce-
dure , incresse efficiency . make full use of the
CIES, expand the bank promissory noie busi-
ness and the coverage of commercial bank
draft business in the three provinces and one
city of the Eastern China, and promote the e-
lectronic development of bill business. Bank-
card acceptance environment
should be strengthened s0 as o inchude more
small and medium-sized charered merchant
and enhance the proporion of bankcard cons
sumption. Morecwer, we should monitor the
development and risk profile of on-line pay-
ment, mobile pavment and other new elec-

constraction

fronic payment instruments, stipulate relevant
management policy in o tmely manner so as
e guide the healthy development of electronic
povment and effectively prevent nisks.

Strive to improve rural payvment envie
romment. Efforts should be made o apply
the payment and clearing system in mural are-
as, to provide maral financial instifutions with
easy and low-cost secess PBC™s pavment sys-
tem, facilitate moral payment and setlement
and improve moral financial instiubons’ serv-
ice. The coverage of bankcard service tailomed
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for migrunt workers should be further enlarged
to improve efficiency and facilitate their de-
posit and withdrawal in different places, let
them really enjoy the convenience of network.
The payment business system of banking fi-
and China  UnionPay
should be upgraded , o improve acceptance
efficiency and successful fransaction ratio to
effectively prevent and control risks and en-
hance the security and stability of pavment

business in rural areas,

nancial  insfmtions

Further strengthen the oversight over
payment and settlement, PBC will con-
tinue to improve the moles and regulations on
payment and seitlement, by accelerating the
issuance of Reguwlaions on Bank Card and
other relevant regulations. PBC will conduct
researches and make China’s payment sysiem
development plan, so a3 w forher improve
the oversight mechanism over payment and
settlement and provide facilitating institutional
arrangements for the development of paymedt
system, PBC will also strepgthen the over-
sight on payment system participants, ewvahi-
ate relevant risks and effectively improve non-
financinl institutions” payment and settlement
services. PBC will continue {0 strengthen net-
work verification management, optimize the
function of EMB bank account managemedt
system, uwse the bink setthement account -
formation according fo law | check individual
identity information and strengthen risk and
irregularities prevention in the payment sys-
tem.

Legal System

The legal system for China’s socialist market
economy made further progress in 2008 and
the low enforcement snvironment continuesd to
improve. Law on the Sate-owmed Assers of
Enterprizes, Regulafions on the Supervision
and Adminisration of Securities Companies |
Bepulations on the Risk Disposal of Securities
Comipandes , Rules on Foreign Exchange Ad-
ministration , Provisional Kegulations on Val-
we-Added Tax, Providonal Regulations on
Consumption Tax, Provisional Regulations on
Business Tax, Regularons on the Tmplemenia-
i of Labor Contract and a series of impor-
tant judicial interpretations were issued and
implemented , providing legal foundation for
orderdy and sound operation of the financial
sectorin China,

New Achievements Made wm the Legal Foun-
The Law on the State-ouned Asseis of
Enterprises provides legal support for

sirengthening management of state-
owned financial assets. The Faw on the

State-owned Assets of Enterprises wis passed
on October 28, 2008 and took effect on May
1, 2009, It stipulates that sate-invesied enter-
prises have the right to make independent de-
cisions conceming their operation. 30B em-
ployees are entitled to condoct democratic
management and monitoring. The major per-
sons in charge of S0Es should accept econom-
ie responsibility auditing and the agencies ful-
filling the duty of investor on behalf of the
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state should be responsible for maintaining and
increasing the wvaloe of state-owned assets
Senior management of 30Es shall not assumea
spare-time job, The Law on the State-ovned
Assets of Enterprises 15 applicable to the man-
agement and supervision of state-oamned assets
of firancial institetions and is significant to
atrengihening the onderly operation of aiate-
owned finoneisl institutions, mainiaining and
increasing the walue of state-owmed financial
assets and promoting sustainable and healthy
development of socialist markel economy.

The Regulations on the Supervision and
Administration of Securities Companies
and Regulations on the Risk DMsposal of
Securities Comparties benefit the healthy
and steady development of securities
market. The Regularimis on the Supervision
and Administration of Securties Companies
came into force on June 1, 2009 after its pas-
sage on April 23, 2008. The Regulanions on
the Risk DHsposal of Securities Companies,
ook effect on April 23, 2008, the same day
when it was passed The Regulations on the
Supervizion and Administration of Securties
Compandes incorporates and generalizes mles
of the classification of securities companies
rubes on the management of nsk control indi-
cators , rules on opermtion outlets, and mles on
the management of subsidiaries and branches
and ete, , which will improve the legal svaem
for supervising sscurities companies in accond-
ance with classification. The Regulations on
the Risk Disposal of Securitles Companies
specifies many aspects incleding business sus-
pension for restructuring , custedy, takeover,
closure, bankruptcy Lguidation, coordinated

regulations and legal responsibilities based on
the experiences drawn from the thres-year re-
structuring program of securities companies,
which provides a standard in the disposal of
risky securities companies and the prevention
of risk spillover. The issuance of above-men-
tioned two Rules 15 an important measure in
the fundamental institutional construction of
the capital market, hence significant to imple-
menting Secunifies Law, protecting investors’
legal  interests and  promoting  sound  and
healthy market development.

The amendment of Rules on Foreign Ex-
change Administration strengthens ad-
ministration on cross-border capital
movement. The amended Rules on Foreign
Exchange Administration took effect on Au-
gust 5, 2008 after passage on Augusi 1,
2008, After revision, the Rules on Foreign
Exchange Administration, acconding w the
balanced management on foreign exchange in-
flow and owtfloar, further facilitates rade fi-
nancing activities and improves BEME ex-
change rate formation mechanism and foreign
exchange business management sysiem of fi-
nancial instintions , establishes the balance of
pavment emergency prolection system, en-
hances monitoring on  cross-border  capital
movement , improves foreign exchange regula-
tory measures and tools and defines melevant
legal responsibilities.  Such adjustments will
help o improve foreign exchange administra-
tive system, foster fair competition environ-
ment, promole an equilibium balance of pay-
ment, prevent financial risks and maintain fi-

nancial stability.
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After amendment, the Provisional Reg-
ulations on Value-Added Tax, Provi-
gional Regulations on Consumption Tax
and the Provisional Regulations on Bus-
thgss Tax further improved current tax-
ation system. The amended Provisional
Regidanons on Valwe-Added Tax Provislonal
Regulations on Consumption Tar and the Pro-
visional Regulations on Business Tax | herein-
afier referred to as the three Rules) were pas-
sed on November 5, 2008 and wok effect on
Jamuary 1, 2008, The Mindstry of Finance and
State Administration of Taxation mevised rele-
vant implementation rules in line with the a-
mendment according o the relevant law | that
i o say, issued operational standands in line
with the content of the Rules, defining value-
added tax transformation reform, mixed sale
transaction , small-scale fax paver of value-
added tax and identification of taxable labor
service under domestic operation tax, Further-
more , they integrated and made consistent rel-
evant provisions [ including the definitions of
sale and compensable transfer, the conversion
of sule amount depominsted in foreign curren-
cy, the scope of added charges to the full
price , the verification procedures for unrea-
sonably bow price for taxable transactions , the
time for tax obligations to anise) . Such adjust-
ments provides strong legal support o further
improve the taxation system, provide fair and
reasonable mx environment and mifigate the
impacts of international financial crisis,

Some important judicial interpretations
were issued consecutively. The fnterpre-
tation of the Supreme People’s Conrt of Sever-
al lssues Concerning the Enforcement Proce-

dures in the Application of the Civil Procedure
Law af the People’s Republic of Chira further
clarifies case filing, objection to enforcement ,
enforcement period, property allocation and
other issues, which 15 significant to enhance
financial case enforcement efficiency and prac-
fically resolve financial debc disputes.  The
Provigions of the Supreme People's Court on
Some issues about the Application of the Com-
pany Law af the People’s Republic of China
o Ty stipulates in details about the applicable
laws in company dissolution hquidation cases
heard by the people’s court, and further im-
proves the market exit mechanism of financial
companies , which will improve the financial
en0-environment

The judicial environment is better. To
overconee  difficulties in law  enforcement,
Commission of Politics and Law of the CPC
Central Committes, the Supreme People's
Court and other relevant departments jointly
set up the Leading Group to guide the National
Campaign © Solve Unenforced Cases from
Avgust 2008 till June 2009 tw enforce the
cases received before December 31, 2007 with
enforceable property. The campaign will urge
enforces 1o fulfill legal obligations | incrense
financial institatons” cloim recovery matio,
further promote =social integrity and purfy
market environment.

Continuously Improve the Financial Legal
Shstem

Financial roles and regulations are the legal
gist for regulating financial instininons” opera-
tion activities, conducting financial supervi-
sion and safeguanding financial safety. With
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the continued development of China's financial
industry, financial legal system should dewvel-
op and improve simultaneously, so as to ad-
dress new problems.

Actively promote the building of rele-
vant basic legal system. In December
2008, The Standing Committee of the 11™ Na-
tonal People’s Congress reviewed the Degft
Criminal Law Amendment (7)) and the Dwagft
Tort Liakility Law. The Dvaft Criminal Law
Amendment {7} includes underground banks
in itz cracking down scope, regards illegal
conduction of securities, futures and insurance
business withowt approval of relevant author-
ties as illegal business activities , and will give
criminal sapctions very serious cases. The
Dingft Towr Linkility Law as an important coms
penent of the basic civil law system, stipulates
in details about the definition of civil responsi-
bility and compensation standards. Once
issued successfully, these laws will forther im-
prove China’s civil rights law and criminal Law
avalem and provide sironger legal prodection in
cracking down illegal financial activities and
maintaining fnancial system safery,

Promote the early issuance of relevant
financial regulations. Efforts should be
made o actively promote the early issuance of
relevant financial regulations in order to im-
prove China's financial legal system and fuor-
ther clarfy and improve relevant financial reg-
wlations and rules. First, preparation for the
revision of Bl Law should be conducied ac-
tively, =0 a5 to make full use of the funding
function of hills, enhance bill mmover effi-
ciency , establish legal relations governing bills

with pew technology and improve legal envi-
ronment for payment and settlernent.  Second ,
efforts should be made (o issue the Regulation
o Credit Informarion Managerient a3 5000 a5
possible , to regulate the establishment of cred-
it information registration instimtons, credit
information regisimation business standards
prowection of information owner's rights, su-
pervision and regulation, improving credit in-
formation registration mules concerning enter-
prises and individuals and promoting the comns
stmuction of social credit information system
Third , efforts should be made 0 promode the
revision of the Regulation on Cosh Manage-
e, 50 A% o regulate legal person, other of-
ganizations and nature persons” cash using ac-
tivities, promote reasonable cash circulation
safeguard capital safety | encourpe ssttlement
through bank account transfer, and prevent il-
legal or criminal activities including tax dod-
ging by cash and money lsundering. Fourth,
we nesd o promote the establishment of legal
sysiem to prevent financial crisis. At present,
the finoncial legal fmmework in China in fi-
nancial crisis prevention and mitigation has
been established on 2 preliminary bosis, rele-
vant regulations and rules are rather fundamen-
tal and loose, S0 we should, based on the ex-
perience and lessons leamed from the current
global fnancial crisis, promote o establish o
healthy legal system including financial super-
visory legal system, law and regulations on fi-
nancial crisis rescue and disposal and mles and
regulations on financial eco-environment (o
provide a good legal environment for financial
crisis prevention and mitigation. Fifth, great
cfforts should also be made to promote the
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legislation of Regulations on Management of
Gold Marker | Regulanions on Bankeard | and
other important sconomic and financial regula-
fions, o strengthen management on gold mar-
ket and promote bealthy development of bank-
card market

Accounting Standards

2006 is the second vear that China adopts the
mew enlerprise accounting standards. In geper-
al, the tansiton from the old one to the new
is fairly siable and swccessful, laving a solid
foundation for wider adoption of the new en-
lerprises accounting standards as well as grad-
ual integration and equality between Chiness
standards and IFRS, =0 a8 to benefit the fuor-
ther improvement of socialist market economy
sysiem and better meet the requirements of
rapid marketization and internationalization of
Chinese economy,

The New Enterprise Asconnting Standards
Spstem It Adopted Smoothly

As one of the fundamental instiatmonal ar-
rangements governing markel economy opera-
tion, effective adoption of the new enterprise
aceounting standands i significant to promo-
ting sustained development of enterprises and
improving the socialist markel economic sys-
tem. In July 2008, the Ministry of Finance
issued the Analytical Report Abouwt Listed
Companies in China to Adopt the Mew Ac-
counting Standards System in 2007 | analveing
completely and thoroughly the implementation
of new accounting standsnds of lsted comps-
nies in 2007. According to the Report, the net

asseds of listed companies didn’t fluctuste ab-
normally due to sdoption of the pew sccount-
ing standards, the shareholder’s nights only
changed by 2. 4% afier deducting the minority
shareholders’ righis, Therefore . adoption of
the new enterprise accounting standards wit-
messed a smooth start, and plaved an impor-
tant role in improving accounting information
quality and transparency . promoting sustained
development and speeding up enterprise’s inte-
gration with the global economy and promio-
ting financial enterprises to further improve
operational management.

The guality and transparency of ac-
counting information is improved. The
new accounting standard system stricdy de-
fines the concept of key accounting elements,
including asset, liability, revenue and ex-
penze . clearly stipulates the conditon for i-
dentification of key accounting slements, es-
pecially stresses the authenticity and reliability
of items in the asset and liability staterment to
fairly reflect assel and transaction so as o im-
prove enterprises’  pecounting  information
quality and fully disclose financial risks.
Meanwhile, the new standard syslem  bhas
higher requirements in enterprise information
disclosure , 0 a5 to benefit investors to under-
stand enterprises” profit in full scale and re-
duce investment risks

Sustained enterprise development s
promoted. The effective implementation of
some aecounting policies in the new enlerprize
accounting standard system plays a remarkable
rode in containing enterprises’ short-term be-
havior and promoting healthy and sustained
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development. Fimst, the pew stundards mgquire
enterprises to comprehensively review  oon-
fracts or agreements relevant fo various contin-
gent items, besides puarantee, unsettled law-
suit, including dismizs welfare | loss confract,
restmuciure obligation and discard expenses. It
clarifies that any item that can be classified as
lizbility shoubd be confirmed in foll value
timely and the relevant costs and estimated lia-
bility should be calculated in onder to avoid
over-estimation of profits and ex-ante alloca-
Hon W g grealer extent. Second , standards for
intangible ssset allow applicable development
expense to be capitalized so0 as to encourage
enterprise o draw attention on research invest-
ment , enhance self-innovation efforts and real-
ize sustainpble development indesd.  Third ,
the long-term eguity investment in subsidiany
ia calenlated hased on cost method rather than
equity method 20 a3 1o avord the possible false
profits and ex-ante allocation between parent
company and its subsidiary wnder the former
equity method. Fourth, it stipulates that it
canmol be changed when depreciation of fixed
asseds , intangible assets and other long-term
agsets is confirmed , svoiding profit adjustment
at random.

The integration of Chinese company
with global economy is accelerated. The
new enterprise accounfing standards has peal-
ized intemational convergence and will be ac-
cepted by majgor countriss and econdomies in
the world, meaning Chinese accounting stand-
ards have the squivalent power s the IFRS,
80 &% 1o substantally lower funding costs i in-
temational capital market, and help Chinese
enterprises to be mature and stronger as well

a5 benefit the implementation of ™ going out”
strategy. First, after the convergence of the
new accounting standards and implementation
for listed companies, relevant authorities re-
voked the dual suditing requirements on listed
financial companies and B-share companies,
and therefore enterprises only need to compile
ofe sel of statements o meel requirements of
different investors without the burden of dual
anditing from two accounting firms.  Second ,
according to the Joint Statement on the Same
Power of Chinese Accounting Standands and
Hong Kong Financial Reporting Standards ,
Chinese accounting standards have the equiva-
lent power as Hong Kong, so as to bepefit
mainland enterprises w list in Hong Kong mar-
ket, reduce funding cost and promote the cap-
ital market development in both mainland and
Hong Kong. Third, China Accounting Stand-
ands Commission signed the Sino-America
Memorandum on Accounting Cooperation with
US4 FASB |, realizing consensus in strengthe-
ning hilateral accounfing cooperation and es-
tahlishing work exchange mechanism o facili-
tate the equivalence of Chinese and American
accounting standards.  Fourth | European Secu-
rities Committee passed the report submited
by Eurcpean Commission, which allows Chi-
nese securities issuers o use Chinese account-
ing standards to enter into European market in
the fransition period of 2009-2001, =0 as o
create @ beneficial condition for Chinese
enterprises’ entry into the European market
and the Eurcpean Commission accepting the
full market economy stams of China

Promoting financial institutions to fur-
ther improve their management. First,
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the new scoounting stondards stress the ac-
counting concept such as “ giving priority to
risks" and “essence i more important than
format™ and prometes financial institutions to
reasonably classify | manage and monitor vari-
s assefs and lihilities in terms of risks, me-
alize coordination berween speed and quality,
scale and structure , risks and capital in their
management and improve risk management ca-
pacity. Second, the new accounting standands
promode financial institutions to re-formulate
accounting item system , review and adjust the
business management mode, procedure, prod-
uct design and information system develop-
ment 50 a8 to optimize internal control mecha-
nism and procedure and establish sound infor-
mation management sysiem. Third, new ac-
counting standard requires financial institutions
to reflect their risk and investment manage-
ment purpose in Goancial instroments classifi-
cation and confirmation and accounting in fair
valug, 80 s f0 Peguire communication among
business , financial, capiial, rading and risk
control departments, focusing on the influence
of each transaction on assets and liabilities asg
well as profit and loss statements, which will
belp w improve the general management of fi-
nancial instiutions. Fourth, the new account-
ing standard clearly defines the confirmation,
caleulation and report of fAnancial derivative
tools and the accounting treatment of arbitrage
business , s a5 to lay an insttutional foonda-
fion for business conduction and profit explo-
rution of finaneial institutions.

Promote the Effective Inplementation of the
New Enterprise Aoounting Standards

The Analytical Eeport of the Ministry of F-
nance on the Implementation of the New Ac-
counting Sandards of Listed Companies in
2007 potmts our the main 1550es detected in the
implementation based on the summanzation of
implementation effect, including that sccount-
ing information was mol Fair doe o inaccure
professional judgment , bias due to inadegquate
implementation of new standards | surplus ma-
neuver due to breach of sccounting standards.
5o, efforts should be made in institutional ar-
rangement, operational guidance and profies-
gional staff training, promoting effective im-
plementation of the new standands,

Prudently use the fair wvalue. The new
accounting standards have leamed from the
IFES to introduce fair value standand, and
stipulated the applicable condition and defini-
ton principle, Since the breskoul of inemsa-
tional finencial crisis, the pro-cyclicality of
fair value has drawm wide attention. The inter-
national communpity called for improvement of
fair value coboulation and enhancement of rsk-
alerting function of accounting standards.  A-
gainst the backdrop , effons should be made to
closely wrack the development of fair walue
sandards in  intemations]  community,  and
strengthen research of Chinese specifics to
guide enterprise o e the standards in prac-

e,
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Box 10 The Pro-cyclicality of the Fair Valoe Accounting Standards

In 2008, the sub-prime momgage crisis in
USA evolved into global financial crisis and
severely stroke financial markets and real e-
conomies all over the world. Among prob-
lems exposed in finoncial erisis, the pro-cy-
clicality of fair value sccounting standard at-
iracted public atention

The pro-cyclicality of the fair value
accounting standard. The international
pecounting standards . the financial account-
ing =andards of the USA and the Chiness
enterprizes accounting sandards all stipulate
the way to establish fair valoe, i e , for fi-
nancial assets and Labilities with an sctive
miarket, the fair valoe of such financial
pssels and lisbilities should be established as
the gquotation in the active market, namely
mark-to-market sccounting; for financial
assets and liahilities withoot an active mar-
ket, the foir value should be established
through adopting reliable evaluation tech-
niques, namely, mark-to-model account-
ing. The financial crisis fully discloses the
pro-cyclicality of fair wvalue accounting
standard. In the recovery and prosperity
phase of an economic cyele, the value of fi-
nancial instruments increases continuously
and the #sset valoe caleolsted with fair
value approach surges as well, therefore
the retumn of investment surges, inducing
enterprises and investors to increase invest-
ment, public to dramatically increase con-
sumption , and the economy expands mpidly
with the effects of multiplier and accelera-

ior. In the downwand and recession phase
of an economic cycle, the value of financial
instruments declines persistently, and the
assel wvalue calculated with Fair value ap-
proach shrinks persistently as well, resulting
in the reduction of investment and consump-
ton demands, so the economic growth
mosderates, and then economic and financial
crisis is aggravated.

Dizgcuszion about the relationship be-
tween pro-cvclicality of fair value ac-
counting standard and financial cri-
gig. Two different views exist in intemma-
tional community on the role of pro-cyeli-
cality of fair valoe accounting standard in
current global financial crisis. One view is
that , even if fair value sccounting siandand
is not the prime criminal of the crisis, it has
aggravated the financial crisis. So, they re-
quire to review the fnancial business ac-
counting standards and suspend the use of
fair value accounting standards even. The
other view i3 that, fair value accounting
standard can “tuly and fairly " reflact the
financial simation amnd market fucteation
under crisis condition, and bepefits inves-
tors o make decison and relevant suthosi-
ties to camy out responding measures 50 A5
to avoid financial risks to be hidden and re-
sult in more serous damages,

Measures suggested by international
comumunity to improve fair value ac-
counting standard. Although no consenses
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ghout the influence of fair value accounting
standands on the financial crisizs is reached
vel, intermational community has actively
studied bow to improve the fair valoe ap-
proach since the breakout of crisis. On Oe-
tober 10, 2008, the Financial Accounting
Standards Board of the USA announced to
imiprove relevant guidamee on fair value xp-
proach in US capital mardker, On October
13, 2008, the Iniemational Accounting
Standards Commission released a notice, al-
lowing re-classification of certain financial
tools under crisis condition, On November
25, 2006, the Basel Commities consulied
public opinion about the 10} principles on
risk management and supervision of fnan-
cial tools valuation, with a view o guiding
commercial banks and regulators o improve
the fair value establishment procedure of fi-
nancial twols. On December 30, 2008, the
Securities Exchange Committee of the TT5A
submitted the Research on Mark-to-Barket
Accounting , officially opposing o abolish
the fair value accounting standard, amnd rai-
sing relevant suggestions on how o improve
the current practice, Cenerally speaking ,
the intemational community have realized
that fair value accounting standard should be
improved in increasing information discho-
sure of the fair value caleulation, focusing
on the fair valie calculation in mark-to-

mode]l accounting , improving requirements
on asset impairment and enhancing rational
judgment. Furthermore, the pro-cyclicality
of fair value accounting standard can be re-
duced through improving asset impairment
provision and capital recharging mechs-

ST

The use of fair wvalue accounting
standard in China The new enterprise
accounting standards has converged with the
IFRS, but China sets relatively strict appli-
cation condition for adoption of fair value o
calculate assets and Liabilites, and adopts a
proper and sound principle in introduce the
fair value based on the Chiness specific sit-
uation. In 2008, 14 listed commerncial
kanks held a tofal of RMB 25003 hillion
vuan of tradable financial assets and BEMB
2 620 trllion yuan of finoncial assets that
could be sold, asccounting for O, 74% and
7. 31% of the total assets respectively, The
et balance of the profit and loss on the
change of fair value stood at BMB 3.5 bil-
lion yuan, accounting for (L 9% of net
profits, and the total change was not large’.
At present , efforts showld be made to pay
close attention to the adjusiment of ad-
vanced countries in the fair value accounting
dandard  and  adopt relevant  accounting
standards in accondance with the hasic soo-
nomic sitation and market sination,

Enhance the gquality of professional
staff. The pew sccounting standards, in line

with principle orientation, require accountants
to make professional judgment in line with the

1 Relevaa das came from the wnue] repon in 20E of aach lisal commserncial hasks
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standards in proctice. But in practice, some
enterprises were unbending in  professional
Judgment or didn't fully implement the stand-
ards, therefore, they made some mistakes in
assed classification, didn't stricily follow the
format of financial statement, or didn't soffi-
ciently disclose information and brooght about
errors in accounting meatment.  Efforts should
be made to deepen accounting standands train-
ing in enterprises, enhance accountant™s pro-
fessional judgment capacity and so that they
could accurately grosp the essence of the new
accounting standards in both practice and man-
agement concepd, enhancing the quality and
efficiency of accounting freatment.

Coordinate with relevant policies. The
new accounting standards realized the transfor-
maticn from profit & loss statement orientation
o the asseds and Labilities statement ofiednts-
tion, aiming to require enterprise to target at
enhancement of quality of assets and Habilitnes
in financial management, rather than shor-
lerm profits. In the implementation process,
some performance evaluation indicators focus
more on profit indicators | so enterprises might
fry to maneuver surplus with o view to chasing
short-term performance or aveiding superviso-
ry requirements and create short-sight behawv-
iors. It is necessary to sirengthen the coordina-
thon of the new accounting standards with rele-
vant policies and further improve the financial
evaluation indicators o improve the authentici-
ty of accounting information

Further intensify supervision. The effec-
tive implementation of the pew accounting
standards pesds powerful supervision. In fu-

ture , efforts should be made to strengthen co-
ordination among relevant regulatory depart-
ments to synthesize supervisory force, strictly
monitor and examine issues in the implementa-
tion of the pew accounting standards |, continug-
ally play the role of certificated accountant in
anditing the implementation of new accounting
standands, promote the implementation of new
accounting standards in wvirue of intermedia-
tion and =ocial monitor, and severely punish
irregular bebaviors and strengthen market dis-
cipline.

Credit Environment

In 2006, China’s credit environment improved
contimucusly | characterized by a greater role
of the credit information system in eredit-
worthness constrction and stronger awarensss
of credit in society promoted by the education
of credit information registration, hence con-
ducive to the improvement of finuncial eco-
system, the promotion of active and abundant
market trading activities and the healthy and
sustainable development of economy.

The Credit Environment Inproved Contin-
ously

The nationwide credit information sys-
tem offered effective tools for commer-
cial banks’ credit management. The na-
tonwide enterprise and individual credit infor-
mation database maintaiped sound operation
offered an effective ool for commercial banks
to increase credit approval efficiency and en-
hance credit management level, supporied
creditworthiness constrection of other indus-
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tries and provided reference for the formula-
tion and implementation of macro-financial
policy. The system has connected with all
banking financial institutions and can offer real
time inguiry for credit outlets of banking fi-
nancial institutions.  As of end-2006, the en-
terprise and individoal credic information data-
base had credit records for 14, 474 million en-
terprises | organizations ) and 0, 636 billion in-
dividuals and accumulatively provided 61, 599
million enterprise credit reports and 0. 29 bil-
livn individual credit reponis for govermemental
agencies, financial insttutions, enterprises
and individuals.

Registration svstem of pledge receivas
bles  registration played remarckable
role in prevention of credit risk. The
regisiration system of pledge receivables regis-
tration , established acconding 1o the Property
Law , provides property registration service for
account receivable pledge across China, and it
has the legal force of protecting the pledge
fight againal the thind pary and could establish
the sequence of settlement of multiple claims
on the same property. The firancing through
account receivable pledge expands the proper-
iy scope used for collsteral by enterprises,
compensate the insufficient creditworthiness of
pledgecr with the relatively higher creditwor-
thiness of the pledgee of account receivable so
88 o improve the financing siteation of small
and medium-sized enterprises and belp com-
mercial banks o promote product innovation
and service, with gradually remarkable effect
of preventing credit sk, improving social
credit environment and maintaining economic
and financial stability. As of end-2008, the

system cumulatively received 43 thousand of
registrations with the master contract value of
EME B840 billion yuan in the initial registra-
tion. In particolar, the initial registration by
small and mediom-sized enterprises as pled-
peor reached 16 thousand, accounting for
3% of the todal initial registmlions.

Secial credit awarenesz gradually im-
proved through public credit informa-
tlon education. In recent vears, public edu-
cation of credit registration was condwcted
steadily, with a view to educating public on
credit  registration and  relevant  financial
knowledge and then fostering good credit
practice. In 2008, PBC actively conducted
normal credit registration  education  among
povernmental  orgamizations,  bormowers,
students in colleges and others through credit
regisiration educational handbocks and broad-
cast short plays, campaigned “ credit registra-
ton knowledge education month™ and ~ credit
record caring-day"” nationwide and received
public atention and sclive participation. The
creditworthiness of enterprises and individuals
was enhanced gradually,

Further Improve Credit Information Manage-
el

The building of credit environment in China
has made substantive progress, but strenuons
efforts should be made in legal framewaork,
depanmeintal coordination, product inmovation
and public education to further improve the
modern eredit culmre,

Promote the issuance of the Regulation
on Credit Information Management. The
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issuance of the Regulation on Credit Informa-
fion Management will strengthen supervision
over the credit registration instimtons and
benefit the sound operation of fnancial mar-
kets through improving entry system of credit
registration market, intensifying daily monitor
mechanism and improving market exit mecha-
mizm and ete, We should eamestly consuli all
relevant parties’ opinion and complets the re-
vision and submission o promote the issuance
of the Fuoles. At the same tinee, we should
conduct research of relevant issues &8 S00n &8
possible , prepare the formulating and releasing
of supplementary mules after the issuance , such
as formulating mles on management of credit
imformation institutions, improving manage-
ment rukes on the credit information database
smdying and formulating mles on the proce-
dure of credit information inguiry by aothori-
1,

Strengthen coordination among differ-
ent departments. Improvement of the cred-
it environement 1% a systemic project , invelving
various seonomic and social partiss, Current-
ly, many departments are constructing imdus-
trial credit system, but horizontal links and co-
operation mechanism need to be improved o
enhance the information share  mechanism
Some regional credit registration information
databases could pot fully reflect the creditwor-
thiness of eplerprizes and individuals resulting
in resource waste, Accondingly, efforts should
be made o swengthen deparmental coopera-
tion and coordination hased on the ministerial
Joint-meeting for the establishment of social
credit system, realize credit information sha-
ring and promote the synergy between credit

registration sysiem construction and the depart-
mental and industrial credit system establish-
ment, so0 a5 o make full wse of the credit reg-
Istration system in mainfaining economic or-
der, preventing financial risks and enhancing
social creditworthiness,

novation and widen the application
scope of credit registration products.
Efforts should be made to speed up the inno-
vation of credit registration product, improve
credit registration service level and promote
the application of both  enterprises’  and
individuals’ credit report in business transac-
tion , personal job hunting , govemment invita-
tion of public bidding based on market de-
mand so0 that the credit hastory of enterprise
and individueal could affect their fumre eco-
nofmde activities traly, and gradually establish
and improve the discipline of rewarding integ-
rity but punishing discredit 0 encourmge enter-
prise and individoal to pay attention to their
eredit records in economic activities, and then
lay the micro-foundation for the improvement
of zocial credit environment Efforts should
also be made to continue o improve the credit
registration system construction both for enter-
prise amd individual to make sure data quality
and system stability, and enhance services to
meet the requirernents of econormic and social
development.

Actively conduct credit registration ed-
ucation. Public education of credit registra-
tion and relevant financial knowledpe covers
wide areas and requires long-term and sus-
tmined efforts. Efforts should be made to in-
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clude the knowledge on credit registration and
relevant financial knowledge into the national
official education system and educate public
relevant knowledge in full scale, 50 as to ben-
efit the establishment of long-term effective
education mechanism , enhance public finan-
cial knrowledge and credit awareness and foster
modern credit culiure,

Anti-money Laundering

In 2006, the anti-monpey loondering work
made progress sieadily . which was demonstra-
ted in the improvemsnt of anpti-money laonde-
rng institotional system and the working
mechanism , the sostained enhancement of ef-
fective racking-down criminals in anfi-money
laundering field and continued despening of
international anti-money  laandering  coopera-

fion.

Work Was Improved Consinuously

The legal framework governing anti-
money laundering was improved. First,
efforz were concentrated on the improvement
of criminal law system on money laundering.
Relevant depariments have conducted many
rounds of discussion and communication in the
swope extention of money-laondering criminal
subject, clanfication of money-laundering
erime behavior and legislation suggestion on
terrorism  financing crimes, and gradoally
reached consensus, The Dvaft of Criminagl Law
Amendment {7 added the instittional crime,
angd the Supreme People's Court and the Su-
preme People's Procurstorate have formally

confirmed to study the interpretation of issues
on the regulation applications in the criminal
caged of money-laundering and @rrorism fi-
mancing, Second , efforts were made w shdy
the establishment of anti-money laundering
system in special non-financial institutions and
in lottery , real estate and lawver industries and
payment and senlement area o promote the
extension of anti-money laundering  supervi-
gion. Third, effons should be made to estab-
lish anti-money laundering management mech-
anisen, stody and stipulate management rules
on anti-money laundering information on the
cross-border movement of cash taken by indi-
viduals and bearer securities | and explore to
establish the fund frozen mechanism relevant
to terrorism financing.,

Anti-money  laundering supervision
mechanism was further improved. Ef-
forizs were made o push forward the nsk-based
anfi-money lsundering supervision principle,
siudy to establish the supervision mode with
the co-function of on-sile examination and off-
gite regulation, improve off-site regulation
level and dmely adjust the consideration and
focus of on-site examination, In 2008, 5 504
financial instinutions and their branch offices
were received anti-money laundering on-site
examination, financial institetions disobeyed
anti-money laundering regulations and their di-
rect responsible senior managers were pun-
ished. At the same time , efforts were made to
closely focus on financial hot issues, strength-
en supervision on cash and infernational remit-
tance business with high money-laonderng
misks, develop and run the anti-money launde-
ring comprehensive management information
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system to further enbance ant-money launde-
ring guality and efficiency. Besides , with the
anti=money lnundering covernge extendad from
banking indusiry to securities, futures and in-
surance indwstry , CSRC and CIRC set up spe-
cial anti-money lmundering departments respec-
tively to promote and improve the basic insti-
mional development of anti-money  launde-
ring.

The effectiveness of cracking-down
motey-laundering crimes was impooved
continuwously. Efforts in anti-moeney lsunde-
rng investigation and assisted  investigation
were strengthened continucusly and played an
important role in detection and crocking-down
money laundering. From September 2007 to
September 2008, PBC ook special actions na-
tonwide to * enhance anti-money laundering
effectiveness and promole  money-launderng
crime definition” { code name as “sky nei-
work action” ) amd * erack-down underground
banking " { code name as “ thunderclap ac-
ton” ) with remarkable achievements, assis-
ting to solve 172 suspicious money laundsring
criminal cases, worth RMEB 149061 hillion
vuan The enhanced effectiveness of crucking-
down moeney-laundering crimes will benefit to
expand the social influsnce of anti-money
laundering and strengthen public attention on
and undersianding abour anti-meney  launde-
ring so that public could obey relavant mles
and regulations and actively coordinate finm-
cial instimtons in antd-mopey launderng.

International cooperation in ant-money
laundering was continually despened.
PBC closely kept an eye on the new trend and

change in intemational anti-money Loundering
, actively participated  internafional
institutions” activities in anti-money liundering
and sent evaluating expert for the first time to
take part in the mutual evaluation of FATE. In
September 2008, the expert group of FATF
conducted on-site examination of China®s anti-
money laundering and fully affirmed at plena-
ry session of FATE in October the progress
China made in anti-money lmundering, espe-
cially the prevention Measurss Snce one Vear,
reached consensus that China submit the fol-
low-up report every vear according o normal
procedure | representing Chinn obtained basi-
cally equivalent treatments with other members
in the follow-up procedure.

Further Promote the Full-scale and Despy De-
velofmnent of Anti-money Laumdering Work

Thanks 1o the high amention of Chinese Gov-
ernment and promotion of relevant depart-

anza

ments, Ching has made rapid progress in anti-
money laundering and achieved good results
But against the close intemational economic
and financial exchange and more and more
complex use of financial innovative tools, an-
ti-money laundering work faces with tremen-
dous challenges, In line with international
standards , PBC will confinoe to improve the
anti-money lsundering framework , fulfill ant-
money  laundering  functions acconding  to
legal, effective and balanced principle, con-
tinnously reform and improve the anti-money
lundering work mechanism, strengthen risk-
orientated  supervision philosophy and  anti-
moeney lanndering monitor and analysis, effec-
tively conduct anti-money lsundering invest-
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gotion and enhance the anti-money loundering
effectivenseas in full scale

Continuously improve the anti-money
Inundering and anti-terrorism financing
legal system. Regulations on money laonde-
ring and terrorism financing crime should be
improved and relevant interpretations  aboot
applicable laws and regulations should be is-
sued so 85 to enhance the effectiveness in
cracking-down crimes of mopey laundering
and dterrorism financing,  Efforts should be
made to sudy the domestic implementation
mechanism on the sanction resolution on ter-
rorism financing of the UM Security Council ,
estublish special terronsme-reloted assets frozen
mechanizm and prevent and crack-down ter-
rorist financing activities. We should also es-
tablish the application mechanizm for personal
securities bearing, combating  cross-border
money  laundering activities. The establish-
ment of anti-money laundenng instnetons in
payment and settlement organization, lottery
real estate and other non-financial industries
should be steadily advanced , and the potential
money-laundering risks in relevant industries
should be thoroughly studied and analyzed,
the anti-money laundering supervision should
be initiated in proper time.

Communication and cooperation among
departments should e
strengthened. Anti-money laundering is a
cross-department and cross-indusiry  systemic
project . involving financial, public security,
legislation , finance , taxation and customs and
s on, Currently, the anti-money laundering
coordination mechanism in China has been

relevant

preliminarly established, but there haven't a
completed resource sharing mechanism among
varous departments, In future, efforts should
be made to further srengthen coordination in
formulating snf-money lsundering supervisory
policy and communication and cooperation a-
modng members in the ant-temonsm Anancing
coordinative group ©o share information on
cracking-down terrorism  fnancing , forming
joint forces so as to effectively prevent and
crack-down money lundering and ferrorism
finuncing activities,

Strengthen the risk-based anti-money
laundering supervision philosophy. Ef-
foris should be made o improve the data anal-
yais indicator system of off-site examination in
anti-money loundering , evaluate money laun-
dering risks in financial institutions as a whole
and money laondering fisks in different bus-
mess, comduct special anti-money launderng
exarninaton in Hne with the risk-based philos-
ophy so0 ns to enbance the pertinence and eof-
fectiveness of on-gite examination, contimi-
ously promote large-value cash monitor in pi-
It cities and gradually improve the large-value
cash management system and guide financial
institutions to srengthen and promote the use
of non-cash settlemnent. At the same time, ef-
foris should also be made o smengthen infor-
mation analyss, strengihen fund monitor and
enhance the technology level in anti-money
lmundering inspection 50 as 0 realize infornya-
tion technology teatment of the anti-money
lzundering inspection,

International cooperation in anti-money
laundering should be further deep-
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ened. Efforts should be made o continuously
despen and widen the international cooperation
in anti-money laondering and cracking-down
temrorism finsncing , and actively participate in
rules formulation and implementation to obtain
self-initiative in international cooperation. Ef-
forts should also be made 10 conduct research
on money loundering risks and develop full-

scale evaluation of money laundering risks na-
tionwide at appropriste time in ling with inter-
national standards, Endeavors should made to
strengthen communication with overssas anti-
money laondering awthorities , broaden cooper-
ation with foreign FIUT, and to establish and
improve a mechanism that prevents and com-
bats eross-border trunsfer of illicit fund,

[ By £hang Tiantian)
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crisis trigeered by the US Sub-prime
Crisis deteriorated , financial institu-
tions suffersd huge losses, financial markets
were in great turbulence | and the world econ-

I n 2008, as the international financial

omy was hit badly. In response to the crisis,
povernments and  international  organizations
took various measures to stabilize the financial
system through recapitalization, nationaliza-
tion and other menns to help financial institu-
tions tide owver the difficulties. At the =same
tima packages  were
launched in a Gmely manner to prevent the e-
conomies from a desper downturm. The finan-
cial crisis is unprecedented in terms of its im-
pact, scope and depth. Since the third gquarter
of 2008, the continuing crisis wreaked damage
i the real economy, and the world economy
slid into o desp recession and enfered an ad-
justment perind. Heforming the current infer-
national financial system and reinforcing su-
pervision after drawing lessons from the crisis
have gradusily becoms 8 consensus among

couniries and international financial organiza-

. economic  stimuolos

tHoms.

The International Financial Crisis
Dealt a Heavy Blow to the World
Economy and Finance

Afier its outbreak in 2007, the U5 Sub-prime
Crisis continuously escalated with its scope
and strength much grester than anticipated
and finally evolved into the most severe finan-
cial crisis since the Great Depression in the
20™ century.

Financial institutions suffered huge los-
ses. Ag the crisis despensd , the types of dis-
tressed institutions expanded from home mort-
gage companies o mual funds, investment
banks, I0SUGAOCE  COMpaniss,
banks and etc. , and wvirteally ne financial in-
stitutions remained unscathed. In 20086, 25
commercial banks in the US went bust, the
two home mortgage fuarantors, samely Fan-
nic Mae and Freddie Mac , were taken over by
the government under conservatorship, AN,
Cit Group and other mager fAnancial instin-
tions wrote down substantinl assets, and the
five big investment banks were either bank-
rupt, sold out or taken over by the govern-
ment, Many big Eurcpean financial insting-
tions mired in deep financial difficultiss were
sold out, reorgamized or recapitalized and
tzken over by governmenis. IMF estimated
that the todal losses of financial instiotions in
the world would smount to USD 4 million

commercial

Financial markets underwent drastic
volatility. In 2008, major currencies fliciia-
ted hugely., The US dollar depreciated and
then appreciated; the Japanese yen revalued a-
midst fluctuations; currencies of emerging
marke! economies such as Russia, Brazil and
Indin devalued considerably. At end-3008,
the US dollar gained wvaloe by 4. 4% and
23 7% against the euro and the sterling from
the beginning of the vear, and the Japanese
ven appreciated by 22, 9% . Shori-term infer-
eat rates of major currencies experienced great
fluctuations. The 1-year dollar Libor and the
1-vear euro Libor rose and then fell, and at
end-2008 dropped to the lowest points of 2%
and 3. 05% respectively, a decreass of 2. 23
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and 2, 48 percentage points from their year-
round peaks.  Yields of major types of bonds
dropped. At the end of the wyear, 1-year
Treasury bond yields in the US, euro zone and
Japan dropped by 2. 03, 1. 40 and 0. 33 per-
centage points respectively from the beginning
of the vear. The major siock indices turmbled.
The Dow Jones Industrial Average, the Mas-
dog Compesite Index, the Dow Jones Euro
Fone STOXX5) Index and the Mikkei 225 In-
dex plunged by 33. 8% , 40. 5% , #4. 3% and
42, 1% respectively.

Market confidence was dampened. Af-
fected by the crisis, asset prices plummeted
rapidly, financial instotons underwent mms-
sive write-downs, some major financial insti-
mtions stmggled in difficulties, counterparty
rigks heightened , market panic intensified , in-
vestors confidence was severely dampened and
investors became more rsk averse. Financial
institutions reduced leverage ratios and were
reluctant to make loans, which shored up cost
of lending, squeezed of even froze up the
credit markets, and led o serious Hguidity
shortage in financial systems. Transnatonal fi-
nancial instimtions withdrew fonds from over-
seas markets o relieve domestic pressures,
which resulted in massve outflows of capital
from South Korea, Brazil, Pakistan and other
Asg a result, currencies of thess
countries depreciaied rapidly, a ot of their
foreign exchonge meserves wers consumed ,
and their debt servicing capability was im-

Ccoumntries,

paired. The Icelandic financial system was on
the brnk of meldown, and a foreign debt
several times its GOP pushed the country o a
possible “soversign bankruptcy”™ .

The real economy was severely impact-
ed, The internationsl financial crisis wok a
heavy toll on the real economy. The US| euro
one und Jopan slid into recession, with their
bousehold consumpdion , industrial production
and import and export growth declining by a
large margin and employment deterorating
continuously. Boonomic growth of emerging
market economies and developing countries al-
s slowed down poticeably, According to the
IMFE, the world sconomic growth dropped
from 5. 2% in 2007 to 3. 4% in 2008 In de-
veloped economies, growth fell from 2, 7% to
L%, and in emerging markel economies
and  developing counfries from 8. 3% W
B 3% ., Since the beginning of 2004, the crisis
was still vnfelding, and the world economy
might continie o weaken in the foure. The
IMF forecast thet the world economy would
ghrink by 1. 3% m 2009, and growth in the U5,
eure zone and Japan woubd register — 2 8%
-4 2% and -6 2% in 2009 respectively.

The International Financial Crisis
Revealed Problems in the Interna-
fional Financial Sector

The cutbreak and rapid spread of the interna-
tional financial crisis revealed many problems
in the operations, risk management, supervi-
sory philosophy and methods of the interna-
tional financial sector.

The International Monetary System and the
Are Severely Flawed

An international monetary system  dorminated
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by a sngle credit-bosed national currency ag-
gregated risks and aggravated the spread of the
crisis,. When a country’s cumency is used for
pricing global primary commodities, iniema-
tional trade settlement and reserve denomina-
tion, 1t is very difficnlt for the monetary su-
thority of the cumency-ssuing country o ac-
commodate both the domestic monetary policy
objectives and requirements of other countries
for the reserve currency. The economic devel-
opment model thar relies on consumption by
bormowing cannod sustain, Yarious internation-
al fnancial organizations and forums have o-
verlapping mandates, and there iz a lack of
comprehensive , effective and well-coordinaned
global governance framework., Developed e-
conomies play a dominant mole in international
organizations , while emerging market scono-
mies and developing countries do nol have e-
nough voice , 5o the independence and authori-
tativeness of these organizations are limited,
and they fail to supervise and balanes sconom-
ic and fimancial policies of the major econo-
mies. The international financial organizations
are also short of necessary resources and finan-
cing channels, =0 they cannot put into full
play their due role as the " global lender of the
last resont™ to deal with the crisis, and fai to
build = scientific and efficient worldwide finan-
cial osk eady wamning and rescue mechonism

Credit Derivative Produds Were Too Compli-
cated and Abused

Sub-prime leans, afier dividing, packaging
and pooling , gave birth to a series of extreme-
Iy complicated derivatives that deviate from
the fundamental walos and whose underlying

risks are very difficult w0 be detected by inves-
tws. The trading of credit derivatives imvolves
mortgages loan companies, commercial banks ,
investment banks, hedge funds, insurance
companies  and  other  institutions,  which
lengthens the chain of financial transactions
and fisk wansmission , and encourages specila-
tion. Credit derivatives are increasingly de-
signed on a case-by-case basis, priced accord-
ing to complex theoretic models, and traded
on OTC markes , all of which lead o insuffi-
cient disclosure and trapsparency. Usuaally
credit derivatives are issued by SPV sef up by
commercial banks  As commercial banks pro-
vide standing credit line and emergency lemd-
ing to such SPVs, it is very difficult to effec-
tively separate the risks between them.

Risk Management and Incenfives Mechaniom
of Financial Institutions Were Ineffective

In pursuit of high retums, financial instifstions
relaxed criteria on howsing loans, or even in-
roduced “zero down payment” and “zero re-
They simply be-
lieved in high retums on morigage loans pre-

cord document ™ policies,

suming that housing price would grow contin-
uously , and ignored credit rigks brought about
by market fluctuations, The related assets of
many inmovative financial products were off
the balance sheer, and nod well managed, In-
vestment banks, hedge funds and other institu-
tions operated on high leverage, which resul-
ted in higher risks in their businesses. The
compensation mechanism for the management
of financial institutions emphasized too much
oft incentives but too little on disciplines, This
sifuation also encouraged risk-taking , weak-



' [hins Firarcisl SissdE Mapad. 26

ened the awarepess of rsks mansgement,
damaged clients” interests and impaired the
long-termy interests of the companies, The
rsks management and  investment  decision-
making relied heavily on the mting results of
the three major rafing agencies and a few
moxdels designed by fnancial enginesrs, lesd-
ing to bomogeneity in the judgment of nsks
and risk-taking behaviers, hence ™ herding
effects™ among insttuions,

Innovation and Development of the Financial
Spstem Was Not Well Regulated

Conventional regulation theories and repulato-
rv frameworks failed (o manage financial inmo-
vation and liberalization. The philosophy ad-
vocating, ~the least regulaton is the best reg-
wlation™ couldn’t adapt to the mgquirements of
managing systemic financial risks. Inadequate
information disclosure of cross-secior, oross-
market and cross-border financial activities ne-
sulted in supervisory vacuum. The existing su-

Box 11

Minibond refers to the bond issued by the
Pacific Iniemational Financial Corporation
{ hereinafter PIFC ) registered in Cayvman
Islands to individwal investors and managed
by Lehman Brothers Imvestment Cormpany
Limited { Asia). It includes CDO, CDS,
interest rate swap and other complicated op-
erations; therefore, it is 8 highly nsky fi-
nancial defvative product.

Lebman Brothers filed for bankrupicy pro-

pervisory frumework was inadequate during
the crisis. For example, the Basel Aceord 1T
did not pay enough attention o complex cradit
products, and the mimmum capital requine-
ments failed to provide sufficient capital buffer
during the crisis. Lack of liguidity supervisicn
and lack of supervisory restnctions over the
high leverage in financial institutions rendersd
financial institutions over reliant on wholesals
market financing and shor of stable funding
sources, There were also inadequate supervi-
sory miles and measures on investment banks |
hedge funds and other shadew financial insti-
tutions and credit rating firms and other finan-
cial service providers. Due to lax regulation
over OTC markets, regulatory agencies did
ol sufficiendy mondtor and analyze the nsk
chains of complicated products. The lock of
smoeoth information sharing mechanism and effi-
clenl supervisory coondination among different
mgulators made them unable o take concerted
efforts to contain the spread of the crisis

“Minibond” Anecdote and Its Lessons

tection on September 15, 2008, Because
Lehman Brothers was the guarantor for in-
ferest rale awap transactions of minibonds
the swap contracts were swbomatically termi-
nated , and PIFC had fo redeamn the mini-
bonds before maturity, As & result, PIRC
sold out CIMD) that was used as collaterals
and repaid retail investors after deducting
related cost expenditures. Affected by the
international financial crss, CDO credit
rating fell sharply , and their market value
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shrank substantially , so the principal of in-
dividual investors suffered great losses
Some investors staged protests, which thg-
gered the “minibond" event The govemn-
ment of the HE SAR came up with a solu-
tion, which required distributing banks and
securities firms to evaluate the minibonds
based on the relevant collaterals provided by
bond trustees , and o repurchase bonds from
bondholders.

The minibond anecdote revealed some prob-
lems in financial regulation in the process of
financial innowvation, which need to be ad-
dressed. First, appropriate limitation should
be imposed on individual invesiors partici-
pating in the rading of complicated finan-
cial derivatives. Some innovative financial
producis are oo complicated for redail in-
vestors who are usually oot able to detect
and analyze potentinl rnsks. (Onee the poten-
tial risks are materialized, serious conse-
quences will cocur, Second , it 15 necessary

Inherent Pro-cyclicatity of the Financial System
Aggravated Market Volatility

In termes of credit mting , the global financial
system highly relied on external credit rating
for investment decision-making and risk man-
agement; however, the thres major credit rat-
ing agencies provided virually all the impor-
tant rating services, and the high degres of
correlation of their rafing resulis produced a
strofig cyclical force, In addition, there are
many conflicts of interests in the issuer-pay
maoddel. During the current crisis, the rating a-

to cormectly handle the relationship betwesn
financial inpovation and risk control.  Finan-
cial inmovation shoukd be encouraged in or-
der to develop the financial markeis; how-
ever , this does not mean that risk control
can be relaxed Financial prodocts, afier
packing, repacking and transfer, bear high
uncertainties, amnd any problem sseociated
with the underlving products or anything
wrong in the intermediate steps might lead
to chain effects, and aggravate financial
market volatility. Third, market regulatory
mechanism should be improved o reinforce
information disclosure. To avoid over lax
regulatory environment and the subsequent
over Ask-taking . and o improve the trans-
parency of the financial markets, supervi-
sion over the compliance of financial instito-
tons should be purssed in tandem with
strengthened OTC supervision and informa-
tion disclosure s0 85 to prevent potential
risks,

gencies steeply downgraded the ratings of sub-
prime related products from previeus high rat-
ings they granted , and such a reversal lead to
massive write=down of finamncial instntions

In terms of regulatory requirsments Over cap-
ital adequacy ratios, the New Bawel Capital
Accord allowed financial institstions to use in-
ternal-based rating fo price complicated prod-
uets and evaluate their risks, and the risk
weights for the computation of capital adegua-
cy ratios may come from the internal-based
moddel. All else egual, risk weights are wenal-
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Iy low in times of ropid ecopomic growth,
capital adequacy ratics are therefore high , and
fimancial institotions are inclined to raise lever-
age; while financial instinations lower leverage
in econpomic recesgion.  This pro-cyclical ad-
justment of financial leverage feed inio bub-
bles in economic upturn and exacerbate credit
squeere in times of downiwrm,

In terms of fair value accounting , companed to
the historical cost accounting method | fair val-
ue accounting can better reflect the curment
value of assets and liabilites, bur it also
heightens value changes of assets and liabil-
ities and create a vicious circle of “ price
drop—asset write-down—panic sales—further
price drop™ . Moreover, due o the absence
of a specific guideline for the application of
fair value accounting in a less active market,
pooounling entities have o compute fudr vaboe
based on market prices that ame sometimes imm-
tional , which further heightens market volstility.

Major Measures Taken by the Inter-
national Community in Response to
the Financial Crisis

To ease the severe impact of the intemational
financial crisis, govemments and international

Box 12

Since December 2007, the Pederal Reserve
has launched o series of new liguidity sup-
port instruments. On December 12, 3007,

organizations have faken o seres of response
IMBEASUTES.

Improved Market Liquidity by Using Junova-
five Liquidity Support Fntruments

To alleviate liguidity crunch, some central
banks injected massive Lgquidity into the finan-
cial systems through open marked operations,
currency swap and other channels. As regard
open markel operations, the US Federal Re-
=serve lnunched TAF, TSLF, PDCF, MMIFF,
Term Asset-backed Securities Loan Facility
and other inpovative liguidity support instro-
ments to mest the demand for bguidity of fi-
nancial instimions, firms and households and
to improve market liquidity conditions. The
European Central Bank, on wop of the conven-
ticnal open market operations , comprehensive-
ly used non-conventional fine-tuning opera-
tons, supplementary longer-lerm refinancing
operntions and TAF dollar asction o address
the liguidity shortage in the euro area financial
market, In terme of currency swap arrange-
ments, the Federal Reserve signed current swap
agrecments with central banks of several mapor
econoimies 80 a8 to provide dollar liguidity to fi-
nencial markets in the rest of the world, At the
same fime, many countries in Burope and Asia
made currency swap arrangements in a bid to
safeguarnd regional fnancal medker sabiliny,

Innovation of the US Federal Reserve in Liguidity Support Instruments

faced with the increasingly serious credit
crunch, the Fed lounched TAF to provide
A- day loans to depository institutions that



Chapier VI Eesponse to the International Financial Crisis

are eligible to preferable loans by means of
auction , and all kinds of collaterals accepta-

ble o the discount window can be used as
pledge for such loans. On March 11, 2008,
the Fed launched TSLF, a 28-day facility
that will offer Treasory general collateral o
the primary dealers in exchonge for other
program-eligible collateral  The eligible
collaterals include loans issued by federal
institutions, mofgage-backed securities is-
sued by foderal insttstions, AAAAsa-ra-
ted securities backed by individual moriga-
pes and eic. On March 17, the PFed
lamnched PICF, which allows primary
dealers w borrow from discount windowr,
and the rate paid on the loan is the same as
the primary credit mie. Apart from eligible
collaterals, investment grade corporato
bonds . municipal boads, mongage-backed
securities and assei-backed securities can al-
50 be used as collaterals. On September 19,
the Fed established the money market fund
financing instrument afler using the special
authority acquired during the Great Depres-
sion in the 19205, to provide loans to bank
so a8 o belp them purchase asset-backed
commercial paper from money  market
funds. On Ocioher 7, the Fed announced
the creation of commercial paper financing

Baifed Chit Problematic Financal Insfifutions
Directly injected capital into financial
institutions. For example, the US govem-
ment ook over Fannie Mae and Freddie Mac
through recapitalization, injected about USD

instrument, to provide daily liquidity sup-
port o the issuance of commercial paper by
banks and firms. On October 21, the Fed
launched the MMIFF, sccording to wiich
private financial institutions can set up a se-
ries of special purchase vehicles 1o purchase
certificates of deposit, commercial paper
having remaining matorities of @0 days or
less and other money market instromenis.
The Pederal Beserve Bank of Mew York can
provide loans o PSPY through this mecha-
nism, and the rate is the same a8 discoont
window primary credit rate, with PSPV
proving collaterals with all its assets. On
November 25, the Ped launched the Term
Asser-hacked Securities Loan Pacility up to
50 200 billkon to help market participants
meet the credit nesds of houscholds and
small businesses by supporting the issuance
of asset-backed securities.

The above mentioned bquidity support in-
struments are quite innovative compared to
conventional instraments in terms of supple-
mentary maturity , expanded soope of eligible
collaterals, incressed accessibility by mone
entities and reduced financing costs, hence
they have played a positive role in resolving
liquidity squeese on the financial market

157, 5 billion w AIG, purchaszed equities of @
major banks with USD 250 billion by drawing
from the USD 70K billion financial rescue plan
passed in October 2008, The Britsh govern-
ment nationalized MNorthern Rock Bank  Bel-
gium , the Metherdands and Luxembourg pro-
vided 4. 7 hillion eworcs, 4 billion euros and
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2.5 billion euros respectively to purchase a to-
tal of 49 percent of stocks of the Fortis Group.

Provided loans and guarantees to finan-
cial institutions. For example, the Fed pro-
vided JP Morgan with guarantee support for is
acguisition of Bell Stems, and USD 25 billion
loan to AIG. FDIC provided temporary Liquid-
ity guarantes to senior unsecured debt coming
due before June 30, 2012, The Treasury De-
partment and FDIC guarantesd a total of TS50
S0 billien debt of Citi Group, Covernments
in the euro arep provided af beast 1, 33 trllion
euros guarantes with fiscal funds to financial
institutions in the euro area. The Brtish gov-
emment anpounced a package of banking res-
cue plans on October 8, 2008, which provid-
ed 250 billion pounds guarantee to the refinan-
cing of debts issued by eligible banks and
coming due within 36 months

Inereased the Limit on Dﬂ_"f.i:l.;l'l.f Fsurance fo
Boagt Market Confidence

During the crisis , many countries leveraged on

the deposit insurance system, and stabilized
depositors” confidence through raising deposit-
insurance limits or providing full-vahue guar-
antes. On Oetober 2, 2008, FDIC announced
that deposits were insured up to TS0 250 00
per depogsitor unfil December 31, 2009 on
October 12, FDIC sanounced 1o provide up-
limited coverage to pon interssi-bearing bank
accounts over TS0 250 000 As of end-2008,
FIC weok over and disposed of ZB problemar-
ic banks to avold steep foll of the financial
market. The Ewropean Union anpnounced on
Cetober ¥, 2008 that itz member countries
would raise the minimum  deposit-insumnee
limit to 50 000 euwros and maintain the level
for at least one year. The kish government a-
dopted an emergency act on October 3, 2008 tha
approved to insure up to 400 billion suros indi-
vidual deposits of O banks, effective for two
vears, Germany, Ireland | Denrrsrk, Australia,
Singapore , Malaysia, Hoog Koog SAK and Ma-
cac SAR changed limited coverage of deposit in-
airance o unlimited coversge,

Box 13 The Role of Deposit Insurance Schemes in Dealing With the Finan-

cial Crisis

A well-designed deposit insurance scheme
can help boost depositers” confidence and
deal with financial risks in o Gmely manner,
hence very imporant for maintaining finan-
cial stability and mitigating systemic risks.
Among the varous measures taken by pov-
emments during the crisis, deposit insur-
ance schemes were strengthened, which
have stabilized depositors® confidence and
become a buffer to crisis,

Since the 19305 when the U5 set up the first
explicit deposit insurance system in the
world, over a bundred countries have fol-
lowed suit Most western sdvanced coun-
tries have put in place a deposit insurance
scheme . with those of the US and Europe
most representative.  Since the outhreak of
the crisis, some countries previcusly with-
out @ deposit insurance system, such as
Australia and New Zealand |, announced the
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creation of deposit insurance systems. The
role of deposit insurance has been expanded
both in and ot of i3 conventional coverage
and become a comprehensive crisis-manage-
ment platforn.

When a bank is closed down, a sound de-
posit insurance system can effective prevent
risks from spresding, avodd Anancial panic
and social instability, First, deposit insur-
ance can maximally protect the rights and
intereats of depositors, and boost their con-
fidence, During the crisis, vanous countries
promptly introduced measures reganding de-
posit insurance and raised the limit of cover-
age based on the existing deposil insumnce
systems,  Second, multiple methods were
used to dispose of financial institutions o
ensure that problematic banks could func-
tion well or exit the mardket in an orderly
manner. Third, comective measures wers
taken at an early stage to prevent financial
risks. Fourth, the system of basing premi-
ums and fees on nsks was improved to pro-
mote commercial banks to strengthen inter-
nal risk management

Traditionally , the primary functicns of a de-
posit insurance sysiem ane o bail out bank-
ing imstitutions and prevent risks. During
this crisiz, apart from the conventional
fonctions, the role of deposit insurance sys-

and Adiust Financial Market Trading Rules
In view of major loopholes in financial regula-
tion and supervision and pro-cyvclicality re-

tem= has been contimiously expanded and
has evolved into a comprehensive platform
avalable for governments tw deal with the
crisis. First, full coverage is provided to
make deposit insurance a platform  that
boosts confidence in the economy and msar-
ket. Second, the function of guarantesing
banks’ debt and inter-hank credit activites
makes deposit insurance 3 platform for the
provision of emergency bousdity, Third,
deposit insurance becomes a plaform for
the government to bail ocut systematically
important financial instimtons throwgh guar-
antecing bad assets and purchasing shares.
Fourth, deposit insurance scheme becomes
a platform for the government (o address the
essential conundrum of credit lending to the
real estate sector through loss amortization
of morigage loans, Fifth, deposit insurance
has become a platform for the government
to mifigate adverse impact of the intema-
tional financial risks on financial stability in
iz jurisdiction through providing remporary
guaraniee to branch offices of foreign-inves-
ited banks. Sixth, deposit insurance agency
works more closely with the central bank
and regulatory authorities o jointly cope
with the financial crisiz, so it has become
an important part of the regulatory coordina-
tion mechanism among povemnment agen-

cies.
vealsd by the crisis, countries concemned have
taken a series of policy measures.

Strengthened prudential — regulation.
The Fed formulated a series of messures that
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aimed 1o regulate morgage lending, inclwding
prohibition of lending to bormowers without in-
come certificates: the U5 SEC, based on a
survey on the three major rating agencies L e
Moody's, Standand & Poor and Fitch | drafied
supervisory rules on rating agencies; the
Treasury Depaniment ansounced a whole set of
draft measures on “ Best Practice " for the
hedge fund industry, On October 1, 2008, the
European Union  announced new rules o
bonks and investment companies, asking fi-
nancial regulators in the member coantries to
collaborate more closely =0 a8 to improve su-
pervision over 40 cross-border banks in Eu-
rope.

Adjusted trading rules. FPaced with ex-
treme panic sentiment in the market place | the

US, the UK, Australin, Italy, Spain, Den-
mark and Gresce successively banned short
selling of stocks of financial institutions or all
the listed companies, and Bussia, leelond and
Indonesia suspended stock trading.

Improved accounting standards. In onder
to prevent listed financial instinstions from be-
ing dragged down by massive write-down
based on fadr value sccounting, the US Con-
gress authorized the SEC to halt the applica-
tion of fair value accounting standards | while
the Imemational Accounting Standards Board
also relaxed the use of fair value accounting,
and albowed the use of historical costs acoount-
ing method in extreme conditions with a view
o improving the financial standing of fnancial
instifutions,

Box 14 Efforts to Improve the Existing Credit Rating System

With regard to the problems in the CRAS
hawe been rewvealed by the financial crisis
such a= lack of independence, inadequate
effectiveness of rating models and methods |
high degres of market monopoly and con-
flicts of national interssts in the process of
credit rating, 10500 released the revised
Code of Conduct Fundamentals for Credit
Kating Agencies { hereinafter referred to as
the new Code ) , which included substantive
adjustments in improving the quality of
credit rating , strengthening independence of
rating agencies, avoiding conflicts of inter-
ests and strengthening information disclo-
sure, and sparked broad attention from reg-
ulators , financial mimistries and cenral banks

acroas the waorkd.

First, the new Code emphasizes the im-
provement of rating quality to ensure objec-
tive and fair rating results, The new Code
stipulates that if the rating invelves a type of
financial product presenting limited histori-
cal data the CRA should make clear, in a
prominent place , the limitations of the rat-
ing: o CEA should establish a review func-
tion made up of one of MoTe sENLOT Manag-
ers with appropriate experience to review
the feasibility of providing a credit rating
for a type of structure that is materially dif-
ferent from the structures the CRA curmently
rates; 3 CRA should establish and implement
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a ngorous and formal review function re-
sponsible for periodically reviewing the
methodologies and models and significant
changes to the methodologies and models it
uses; in cases where the complexity or
structre of a new fvpe of stmictured product
or the lack of robust data about the assets
underlying the stmctured product raise seri-
ous questions as o whether the CRA can
determine o credible credit mting for the se-
curity, CRA should refrain from issuing &
credit rating.

Second , CRA independence and avoidance
of conflicts of interests. A CRA should dis-
close if it receives 10 percent of more of ifs
pnnual revenue from a single issuer, onigi-
nator, arranger, client or subscriber, and
the CEA should also indicate in its rating
report whether the issuer has publicly dis-
closed prodoct information; a CRA should
conduct formal and periodic reviews of
compensation policies and practices for CRA
analysts and other employess who participats
in or who might othersiss heve an effect on

Easing Monstary Policies Were Adopted, and
Launched

In terms of monetary policy, some cen-
tral banks cut interest rates substantial-

Iv. In 20663, the Pederal reserve cul re-dis-
count rate by accumulatively 425 basis points
on 8 occasions to L 5 percent, and lowered
the federal fund rate by $00 basis points on 7
occcasion o 3 mange of -~ 0. 25 percent, hit-

the rating process to ensure that these policies
and practices do not comprommise the chjectivi-
iy of the CRA's rating process; a CRA should
eatablish policies and procedurss for reviewing
the past work of analysis that leave the em-
ploy of the CEA and join an issoer the CRA
analyst has been involved in rating, or a fi-
nancial firm with which the CRA analyst has
hed significant dealings as part of his or her
duties at the CRA

Third, raise disclosure requirements o re-
veal relevant risks. A CRA shall indicate
the date of last wpdate of any rating result,
and describe the methodologies wsed to ar-
rive al the rating in the mting repot; a
CRA should differentiate ratings of struc-
mred finance products from traditional cor-
porate bond ratings, and disclose how this
differentintion functions; a CRA should as-
si5t investors in developing a greater under-
standing of what a credit rating is, and the
limits to which credit ratings can be put to
use vis-d-vis 4 particular type of financial
product that the CRLA rates.

ting the lowest recond since 1994, The Euro-
pean Central Bank and the Bank of England
cul benchmark interest rate by 175 basiz points
and 330 basis points respectively, and the
Bank of Japan lowered the uncollateralized o
vernight call mate from 0. 5 percent to 0, 1 per-
cent, which was equivalent 1o the resumption
of “ zero interest rate” policy.

In terms of fiscal policies, many coun-
tries promulgated large-scale economic
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stimulus plans. In February 2008, the US
introduced the TS0 150 billion fiscal stimulus
package with emphasiz laid upon tax rebate.
In Movember 2008 , the European Commission
approved the European economic stirmilus plan
wonth 2000 billion earos covering all the 27
member countries. Germany launched its eco-
nomde stimulos plan with an amount of 31 bil-
lion euros in Movember 2008, Japan intro-
duced separately in August and December two
economic stimulus packages worth USD 107
billion and UISD 2535 billion respectively, Mo-
recver, Australia, South Korea, India and
other countries also came up with economic
stimulus packages including expansion of pub-
lic expendimures and infrastructore investment
a5 well as tax reduction.

Strengthened International Cooperation to Cope
with the Crisis Together

A number of central banks took joint
actions. On October &, 2008 , the US Feder-
al Reserve, the European Central Bank, the
Bank of England, the Bank of Canada, the
Sveriges RiksBank ( central bank of Sweden )
and the Mational Bank of Switzerland an-
nounced rafe cut simultanecusly, sending a
signal of joint effors o fight the financial cri-
si5, In addition, the Federnl Beserve worked
with other central banks on seweral occasions
to inject short-term dollar liquidity into the
market , and some European countries and the
US pumped liquidity into money markets and
financial institutions collaboratively.

International  financial  institutions
made rescue efforts. The IMF approved
loans to Ukraine, Hongary , Iceland, Pakistan

and ete. A pumber of internatiopal confer-
ences called on the intermational community to
strengthen cooperation. In 2008, the 63™ UN
Assembly, the EU Summit, the 7% Asia-Eu-
rope Summit, the G20 Summit on Financial
Markeis and World Bconomy and APEC mest-
ings put the financial crisis top on agenda , and
urged the international community o srength-
en cooperation and to wse a spectrum of eco-
mormic and fnancial means o restore market
confidence , stabilize the global market and
promcde sconomee growih,

In addition, IMF, FSF, G300 Working Group
of Begulatory Systems and other infernational
financial institutions sudied on possible re-
sponse measures and put forward g raft of rec-
cmmendationg on how o iImprove the interna-
tional financial system incloding stremgthemng
capital, liguidity and risk supervision, impro-
ving trunsparency and valustion, establishing
and improving a crisis resolufion mechanism,
reducing adverse impacts of cyclical factors
and coordinating macroeconomic policies and

financial prudential megulation.

Active Stance Adopted by China in
Response to the Severe Blow of the
International Financial Crisis

In 20dKE, faced with the increasingly severs
impact of the international financial cnsis on
China’s economic and financial sysiem and the
complhicated and changing intemational eco-
nomic and financial simation, the Chiness
government made timely and resolute adjust-
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ments to macroeconomic policies, and in ac-
cordance with the requirement of acting fast
being forceful, taking targeted measures and
stressing implementation, the central govem-
ment issued a raft of policy measures after re-
search v do everyihing possible to maintain
steady and rapid economic development. The
economy and society withstood major challen-
ges and fests rarely seen in history.

Made Temely Adjustments to Macroeoonomic
Polic

Im 2008, the Chinese government maintained
the nght direction, focus, intensity and pace
of macro-management, and adopied a series
of policies and messures to promote steady
and rapyd economic development. In the mid-
die of the yvear, when energy and grain prices
on the international market were high, world
economic growih slowed down, and exports
from and ecopomic growth in China's coastal
regions began to decline , we promptly shified
the prioriry of macro-management 0 mxinai-
ning steady and rapid economic development
and controlling price hikes, and adopted rele-
vant fiscal, taxation and financial messopes
In September, the inemational economic sin-
aticn started to deteriorate sharply and its neg-
ative impact became
China, Against this context, the povemmedt
again resolutely shifted the focus of macro-
management to preveoting economic growth
from showing down o gquickly, amd imple-
mented a proactive fiscal policy and o moder-
ately loose monefary policy.

increasingly felt in

Implemented  Moderately Loose  Monetary
Folicy

To keep sufficient lquidity in the hanking sys-
tem, the intensity of open market operations
wis reduced , eredit ceilings on financial insti-
mitions were explicitly eliminated, and the re-
serve regquirsment ratios for renminbi deposits
were cut on four cccagions in 2008, among
which, the reserve requirernent ratio for largs-
scale depositony financial institutions was low-
ered by 2 percentage points, and for small-
and mediums-sized depository financial institu-
tons by 4 percentapge points sccumulatively.
The lewerage role of interest rate was put into
full play. The benchmark renminbi lending in-
terest rate was lowered on five cccasions , and
benchmark renminki deposit rate cut on four
occasions, and interest rate on the individual
commercial howsing mortgage inerest rate was
lowered. Specifically , the 1-year deposit and
lending imierest rates were |owersd by 1, 80
percentage points and 2. 16 percentage points
respectively, and the floor of interest rate on
individual commercial housing mortgage loan
waz downward adjusted 1o 70 percent of the
benchmark interest rate. The functions of
credit policies were actively explored,  Efforts
were made to guide financial instiutions to in-
crease credit lending o programs that aim (o
improve people’s livelihood , key engineering
projects, small- and medivm-sized enterpri-
se8, energy conservation and pollution reduc-
ton, scientific innovaton and other priority
areas in a differentiated manner. The renminbi
exchange rate fexibility was continuously
strengthened. The renminbi exchange rate for-
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mation mechanism was further improved as so
a8 enhance the exchange rate flexibility, and
to kesp the renminbi exchange rate basically
stable. The floor on foreign exchange posi-
tions of primary froders was lowersd in a tdme-
ly manner, and coverage of foreign exchange
positions were adjusied o ensure sufficiant Lg-
uwidity of foreign exchange in the domestc
myarket,

Comprehensie Measures Were Taken to Pro-
mote Eaomomic Growih

Government spending increased by a large
margin. Ten measures thot aim to boost do-
mestic demand and promote stable and rapid
economic growth were lounched , and a total
of RMB 4 trillicn yuan would be allocated for
investment in a tme span of two vears, with
the priorities investiment destinations including
agrigulture, farmers and moral aress, govern-
ment-subsidized affordable housing projects,
truffic and other infrastructure , energy saving
and pollution reduction and social welfare.
Significant tax  reduction programs  were
lsunched including the implementation of VAT
reform, preferential fax policies on small- and
medium-sized enterprises and real estate trans-
actions, rescinding or suspension of 100 ad-
minisirative changes. It was estimated that a-
bt BEME 300 billion yean tax burden on en-
terprises and households would be eliminated.
Efforns were made o promode job creation,
improve people’s livelibood, push ahead with
the medical and health reform , enhance social
welfare, take measures o increase employ-
ment of college graduates and migrant farm-
ers, and to create more job positions that pro-

vide logistics services to the public. Scientific
and technelegical innovation and technical up-
gracding were forped ahead o create more so-
cial demand and cultivate new potential

growth points,

Maintzin Safe and Sound Funcioning of the
Since 23, the asset quality and the counter-
risk ahbility of China’s financial indostry hawve
been significantly strengthened, which has laid
o solid foundation to prevent and mitigate the
impact of the infernational financial crisis
Moreover, the improvement of the investors
prodection system has played an active role in
preventing the spread of financial risks and
stabilizing public confidence. Since the out-
break of the financial crisis, the Chinsse pov-
emnment has remained determined and calm,
angd has taken varnous measures o effectively
deal with the crisis. We have clesely followed
the developments of the crsis, analyzed in
depth the impact of the crisis on China’s econ-
omy and finonee , monitored potentiol risks in
the financial industry on real-fime basis, es-
tablished an emergency crsis responss mecha-
mism, and improved all kinds of response
plans, We have resoluely, flexibly and cou-
tivusly addressed a few risk events | solved lig-
widity difficulties faced by some Foreign-fund-
ed financial institwtions operating in China,
and at the same time strengthened media guid-
ance and stabilized market confidence. We
have pushed ahead with the reform of Goancial
instimntions and the basic instinetional building
of the capital markets, s0 &5 W strengthen the
resilience of the financial system to risks. We
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have formulated the nine measures and 30 o-
pinicns on finance promoting economic devel-
opment, which sent a strong signal of our de-
termination to keep economic growth and sta-
bilize morket confidence, and strengthen the
muteal assistance and suppont between finance
and economy, Creat atenton has been paid 1o
economic and financial stability in Hong Kong
and Macao , and cooperation with the financial
suthorities in Hong Kong and Macan 5AR=
has been enhanced, and a stand-by cross-bor-
der liquidity armngement between the Main-
land and Hong Kong has been set up.
Adwely Engaged i International Cooperation
in Crins Resoluwbion

As @ responsible big country, China, having
adopied an active and responsibility-taking at-
titnde, has capitalized on variows internatonal
cooperation platforms, and worked with inter-
national organizations and  foreign  central
banks to discuss current situations and come
up with response measures. China has been
actively involved in international conferences
such as the G230 Sommdt on Financial Markeis
and the World Economy, studied on and pro-
posed several policy recommendations on the
reform of the inlemational financial system
and crisis response, and cooperated with the
rest of the world o handle the crisis within its
capacity. After the crisis broke out, China
ook part in the IMF erisis rescue efforts
through [MF = financial transactions plan with
China's contribution in proponion o iz acal-
ly subscribed quotas, actively promoted the
multilaeralization of the Chiang Mad Initiative
and the reserve pooling arrangement under the

Initiative, and provided lgquidity support to re-
gional economic and financial stability. On
December 12, 2008, PBC signed with the
Bank of Korea a cumency swip agresment
waorth 180 billion yuan

Determinedly Promoted Reform to
Establish a New International Finan-
cial Order

The intemational financial corisis i3 a global
challenge, so the international community and
governments shall take all measures possible,
being confident and collaborative, w fighi the

Crisis.

To Promote the Building of an Equal, fust,
Inclusme and Orderly Internagional Fmancal
Oreder

The intemational monetary sysiem should be
reformed, and intematicnal ressrve cumencies
should be adjusted in the direction of stable
currency value, orderly supply and controlla-
ble aggregates, so a5 to fundamentally main-
tzin global economic and financial stability. In
order 1o avold the shortcomings of using sov-
ercign CUITEncics A5 TesReIve CUIMEncics, an in-
temational reserve currency with long-term
siable value and delinked from soversign
countries nesd to be created. The role of the
SO should be put into full play. IMF should
manage partial reserves of i3 member coun-
irizs =0 that it would becoms more capable of
handling criziz and maintaining stability of the
inernational monetary and fnancial syaem
The system of international financial crzaniza-
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tions should be reformed , in which the repre-
sentation and voice of emerging market econo-
mies and developing countries should be in-
creased,  Infermational financial organizations
should improve surveillance and ensure that all
member countriss are treated in an equal and
just manner, IMEF shoubd strengthen its sur-
veillance over ecopomic and financial policies
of the major issuing countries of reserve cur-
rencies and the major intermational financial
markets, improve s govemance stociure and
decizion-making procedure, and enhance its
capacity of crisis early waming and disposal,
The role of regional financial organization , re-
gioial cooperative mechanism and bilateral co-
operation in crisis rescue should be fully lever-
aged on,

To Speed Up the Financial Market Reform
ket and Finencial Produds

Eegulstory instibtions should strengthen the
infrastructure building of OTC markets, do me-
search on and improve fair value accounting ,
accounting and disclosure of off-the-balance i-
tems, valuation of derivatives and so0 on, 1o
make sure that information disclosure in ac-
cordance with accounting standands can fully
reflect the exposure and potential losses. Ef-
fors should be made w improve the informsa-
tion disclosure system, speed up the formula-
tion of standands conceming information dis-
closure of derivative products and harmonize
those siandards on the major fnancial mar-
kets, specify that OTC market participants
should make fall disclosure w regulators , cli-
ents and shareholders. Market delivery and

clearing services should be improved |, clearing
rubes on derivatives trading be made, and an
efficient central clearing facility for denivatives
trading on OTC markets be provided so as to
promode reliability of clearing and transparen-
cy of markets.

Stable  Operation  of Finanagal Institutions
Should Be Pursued and & Soumd Ritk Mon-
agement System Be Established and Fmproved

Financial instituticns should follow principles
of prudential operations, mise capital adequa-
oy ratios , lower leverage ratios appropriately
angd avold excessive expansion of businesses,
In particular, investment hanks should im-
prove the " originate-to-distribute ™ model of
securitization, and reinforce risk management
sysiems. An independent risk evaluation sys-
tem should be set up, and outright cutsourcing
of risk assesment o rating agencies should be
avolded. Instead, external rating should be
accompanied with intemal fsk evaluation,
which should be complementary to the for-
mer, In this way, homogeneity in decision-
making . herding effects and consequently sys-
termic risks can be avoided. Effort should be
made to deepen the reform of human resoarces
management , to establish a scientific incen-
tives systermn to match compensation schemes
and incentives with responsibilities. Higher
corporate governance standards should be de-
fined for systemically important and actively
trading cross-border  financial  institutions.
Qualifications of their independent non-gxecu-
tive directors should be improved, and their
rode in balancing the relationship berween
strategy-making , business expansion and de-
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velopment quality, as well as financial innova-
ton and selection of the senior management

Prudential Regulation Should Be Strength-
ened, and Abikty to Mitipnte Systemie Finan-
cial Risks Be Improved

Regulators for systemic financial risks should
be defined, monitonng, evalustion and early
warning of systemic financial risks be strength-
ened , and o finoncial regulatory college set up
and enhanced to make sure smooth informa-
tion flow and harmonization of goals between
regulators overseeing systemic financial risks
and other regulators. Prodential regulation o-
ver financial innovation, OTC markeds and
systemically important institutions should be
strengthened ; unified regulatery mles should
ke enacted for cross-market, cross-sector and
cross-busingss financial institutions so0 as to
avodd regulatory wacuum and regulatory arhi-
trage. Efforts should be made to build the hu-
man resources capacity of regulaiors, enhance
their communication with the market, improve
market sensitivity, get informed of recent de-
velopments of the financial industry =0 negula-
lors can beter perform their functicns. The
accuracy and famsightedmess of F3AP should
be improved, and an  assessment  svstem
should be set up and failored to the develop-
ment characteristics of developing countries
All countries and international organizations
should beef up cooperation, strengthen swper-
vision over intemnational speculative capital,
improve transparency of inlernational capiial
floras , promecte regulatory coordination among
crogs-border financial instiotions, develop a
crisis pre-warning system  that covers  the

whole world , intemational financial centers in
particular, and improve the crisis rescue
mechanism.

A Coroust-breaker It Neaded fo Flminate the
Adverse Fmpact of Pro-cycicality

Reinforce regulation over users of rating re-
sults and rating agencies, encourage financial
institetions (o cultivate their internal rating ca-
pability and reduce relisnee on external mting,
Strengthen international regulation over the
rating system , formulate relevant code of con-
duct, eliminate the conflicts of interests be-
twesn mting agencies and securities isowers |
improve rabing metodologies, enhance rating
quality, reinforce rating review, and strength-
en independence | fairness and transparency of
rating agencies. A counter-cyclical mechanism
for capital discipline should be sef up, and the
government agency responsible for overall fi-
nancial stability should release reports on pros-
pect and stability coefficients on a guarterly
bagis, acconding fo which risk weights and
capital adequacy requirements shoubd be adjus-
ted 0 a3 o buffer the adverse impact of pro-
cyclical factors, Accounting standards should
be adjusted, and mark-to-market accounting
and fair value accounting should be suspended

a8 appropriate.

Should Be Reinforced, and a Crisis Rapid
Regpomise Mechaninn Be Edablished

A financial stability operational framework
that is fast, flexible and efficient should be es-

tablished, A central bank should be equipped
with various kinds of policy instroments, =o
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when o finoncial institution is facing with lig-
widity difficulties and posing threat to financial
stahility, the central bank can adjust the fre-
quency, moturities, counter-parties, terms of
transactions of its open market operations and
&3 o to satisfy the rapidly growing demand
for Liquidiny in tmes of crisis. When necesss-
ry, the scope of financial institutions that the
central bank is able to bail cut can be expand-
ed, and the central bank should be assigned
with the nght to overses such financial instin-
tions. An efficient mechanism that meets the
financing need of commercial financial instim-
tions should be sed up to dispel their concems
over the reputation loss associated with gow-
emment rescue, When problematic financial
instinations  have difficulies rising  fomds
through market channels, the central bank
should be allowed to provide the financial in-
stitutions with additdonal capital or purchase
and hold their shares on temporary basis, with
a view to avoiding the blow possibly o be
caused by the collapse of a large number of fi-
nancial institutions to the entire financial sys-

tem.

arid National Financial Safety Nets Be Ba-
frrowed

Deposit insurance system, prodential regula-
tion by financial regulators and central bank's
function a8 the lender of the last resort are
broadly deemed as the three bedrocks for fi-
nancial stability, The crisis once again proves
thar the creation of & deposit insurance sysiem
in line with the nesd for the development of
the market sconomy and financial stability can
prodect depogitors, strengthen the public’s con-
fidence in the financial system, and saferward
financial stability and security. Where nsk
digpesal arrangements are not made, deposit
insurance institwions may act as a platform
that handle temporary nisks if there is panic
among financial institutions and in the finan-
cial markets, The deposit insurer can also take
over the responsibilities of reorganizing instit-
tions and providing specialized clearing, so as
o aviodd the spread of the crisiz; therefore, it
i5 an imporiant part of the natonal financial
safiety net.

[ By Tao Ling, Liv Jie, Liv Weijang and Cuan Kejun)
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cund development of financial insti-

mitions is the micro foundation of fi-

nancial stability, Artaching great im-
portance to the reform and development of fi-
nancial insfitutions, the Chinese govemment
hos faken o series of policy measures since
2003 for reforming key instimtions in the fi-
nancial sector. This is a forward-looking deci-
sicn which has helped prevent financial risks
and maintain fAnancial stability al the miers
level Great progress has been made in the re-
form of financial institotions in these five
years. The sharcholding reform of large-sized
sipte-owned banks has been basically sccom-
plished , wielding remarkable results HCBC,
BOC, OCE and BOCOM have gone through
the shareholding reform and got listed The
reform of CDE and ABC has been initiated in
an all-around manner and significant progress
has already been made, The reform of el
credit cooperatives has yvielded results for the
current sage, including improvemenis in
properiy rights system, internal governance
mechanism , legacy problem semlement and as-
st guality. China Ewverbright Bank and
Guangdong Development Bank have sccom-
plished their financial restructuring. Securnities
companies made progress in restructuring and
risk disposal. The restructuring of nine securi-
tes companies including Ching Galaxy Securi-
tice Co. , Lid. and Huaxia Securities Co. ,
Lud. , has been accomplished basically. 31
high-risk securities companies have managed
their risk disposal properdy, Mew progress has
becn made in the reform of the insurance in-
dustry, The sharcholding reform of  state-

owned insurance companies is  advancing

steadily, People's Insurance Company of Chi-
na and China Life Insurance Company have
been successfully restructared , adopting the
modem enterprise system and got listed both at
home and abroad. Their corporate govemance
improved and competitiveness enhanced re-
markably. MNotable progress has been made in
the capital imjection and enterprise sysiem re-
form of China Reinsurance { Group) Corporas
LUA]IR

China's financial industry has gone through
histoncal changes thanks to the reform As a
result, China's financial system is more safe
and sound with stronger financial institntons ,
enhanced confidence for the financial market
and greatly improved financial service and in-
rernational competitiveness. Thank=s to the re-
form, China’s financial system buffered the
impacts of the current financial crisis, and en-
banced the resibence of natonal economy in
defending the intemational financial crisis,
which has belped maintain the health and sta-
bility of the Chinese economy and contr buted
to stabilizing the intermational financial sys-
BT

Advance the Reform of Financial In-
stitutions to Prevent Financial Crises
on the Micro Level

The Sharsholding Reform of Large-siiad
State-oumed Banks Has Been Basically Ae-
complished

Ag the pillar of China’s financial sector, large-
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szed state-owned banks have made important
contributions in promoting economic  reform
and development and maintaining social stabil-
ity, In the meantime, great risk exposures,
however, have been accurmilated. The pov-
emment made sirategic amangements for the
reform and development of China’s financial
sysiem on wo Mational Financial Work Con-
ferences held in 1997 and 2002 attaching
great importance to the reform and develop-
ment of large-sized state-cwned banks. Since
2003 , the reform for & large-sized state-owned
banks, BOC, CCB, BOCOM, ICBC, CDB
and ABC were launched in succession. By the
end of 2003, USD 22,5 billion had been in-
jecied 1o BOC and OCB respectively via Cen-
tral Huijin Investment Company { Central Hui-
jin) ; in 2005, USD 15 billion has been injec-
ted into WCBC through Central Huijin, BOC,
ICBC and BOCOM have completed financial
restructuring and shareholding reform and got
listed at Hong Kong and Mainland. In 2008,
against the backdrop of the financial crisiz, the
central government decisively launched the re-
form of CDB and ABC, injecting USD 20 bil-
lion and TS0 19 hillion respectively o CDB
and ABC wia Central Huijin, demonstrating
the resolute confidence to deepen the financial
reform and maintain finencial stability, At
present, CDB has been reformed from a poli-
cy hank into a joint-stock commercial bank;
ABC has completed financial restructuring and
is now a joint-stock company, Thersfore , the
shareholding reform of China’s large-sized
state-owned banks has been basically accom-
plished,

For more than five years | the large-sized state-

owned banks have been improving corporute
povernance, updating operation  models and
sirengthening imemal-control aysem and risk
management system for the purpose of provi-
ding better service and secking more profits,
Thanks to these efforts, remarkable results
have been made as follows,

Lorge-sized state-owned bonks steadily im-
proved corporate govemnance and decpened in-
ternal reforms. First, the corporate gowverm-
ance structures have been more reasonable.
Balanced and well-fupctioning  governance
structure constituted by the shareholders” meet-
ing, beard of directors, board of supervisors
and semior management 15 gradually pot into
place, and the advantages of such a govem-
ance stractures are displaying themselves. Sec-
ond, progress has been made in infernal con-
trol sysiem and management capability, incha-
ding improvements in the nsk prevention svs-
tem, the application of information technolo-
gy, hasic management and the development of
risk-management culture, Third, the business
and technological cooperation programs with
strategic investors have been implemented.
Strategic investors are making remarkable con-
tributiens W improving sharehbolding structire
ind corporate povemance, upgrading operi-
tion models, strengthening sk conirel , devel-
oping financial products, enhancing financial
service and fostering corporate culiare, The
effects of introducing expentise and institution-
al arrangements via cooperating with strategic
investors are gradually seen. Fourth , having
been listed, these banks have established a
murket-based capital raise mechanism, stand-
ardized information disclosure process and
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raised the standard for the senior mansgement
to perform their doties, and therefore, the
capital market is playing a greater role in pro-
meding and supervising the establishment of
modern enferprise system in financial instibne-
tions, Meanwhile , their public listing has ex-
panded the A-share marker and enhanced the
overall investment refums of A-share compa-
nies, which has stabilized the market and pro-
moded the development of domestic capital
market.

The social and financial benefits of the reform
of large-sized state-owned bonks are greatly
enhanced. First, their capability and efficien-
cy of promoting national economy and serving
the society have been strengthensd, In line
with the scientific approach of development,
the large-sized state-owned banks laid special
emphasizs on  changing development  and
growth model and improving process and man-
agement system , 50 88 o provide mult-layer
and multi-dimensional financial service for the
synergetic development of the economy and
the society. At the same time, innovation of
concepts, products, business lines and tech-
nologies have besn promoted to enhance com-
petiiveness. Investment for social responsibil-
ity has been given a greater emphasis o im-
prove financial service in an all-around msm-
ner. Second, the finoncial situation has been
greatly improved and presents relatively strong
susiainability, ICBC, BOC, CCB and BO-
COM have significantly increased their capital

adequacy matio, improved their asset quality,
profitahility and risk confrol, maintaining
quite good profitability and relatively strong
risk-preventing capability even when impacted
by the international financial crisis { table
Al 1), After the reform, the financial sima-
tions of ABC and CDB also improved signifi-
cantly. At the end of 2008, the capital ade-
quacy ratios of ABC and CDB were 9. 20%
and 11, 31% respectively; WNPL ratos were
4. 33% and 0. 97% ; Profits before ax were
RME & 985 billion yuan and EMB 26. 4 bil-
lion yoan, The ROA and ROE of ICBC, the
Bank of China, OCB and the Bank of Com-
munications have been increasing year by
vear , approaching or even exceeding the aver-
age level of the top 20 international banks
(figure Al 1, figure A1.2)". Third, their
market ranking and strength have been signifi-
cantly enhanced. The capital injection of the
centrul  government  yields  large  benefits
ICBC, CCB, BOC and BOOOM are among
the top ten banks globally in terms of capitali-
Zation on March 10, 2000, with continuously
improved market ranks and strength { figure
Al 3). At present, siate-owned shares ac-
count for more than 67% post-IPO shares of
the fiour banks with dominating posifion
State-owned equities are enjoying significant
book value premivm and increasing dividends
which help muintain and incresse the value of
state-owned assets.

1  In oeder v make domestic ad [orsign indicsiors comparabls | thess dafa are caloslaied scconSeg o miemationsl #andeaed.
The espeation [or ROA is profts baffors 1an otal assel al vear end snd the equateon [x BOE i= profts belore s nel asasls gl yesr

el



. [hins Firarcisl SissdE Mapad. 26

Table A1.1 Changes of the Financial Indicators of ICBC, BOC, CCB and BOCOM
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Flgure A1.3 Word Top 10 Banks In terms of capitalization on March 10, 2009
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Significant Progress Has Been Made in the
Reform of Rural Credit Cooperatives for the
Current Stage

Rural credit cooperatives play o major role in
providing financial services in maral areas. For
many years, in line with notional policies of
financial services | mural credit cooperatives have
played a positive role in promoting te develop-
ment of agriculture and niral economny, facilita-
ting the prduction of fammers and increasing
their income, Meanwhile, they are also Facing
sericus problems in property right, management
system, function definition, corporate govem-
ance, begocy problems and asset gquality,

In order to solve all the legacy problems of -
ral credit cooperatives and improve the finan-
cial system in moral areas, the central govemn-
ment launched the pilot project of roral credit

&

o

cooperative reform in June HMES.  Significant
progress has been made since the initation of
the program, including improving manage-
ment framework, deepening reform of the
property right, prospering business lines, less-
ening risk exposure and increasing profitabili-
iy. Therefore, rural credil cooperatives are
plaving o more imporant mole in supporting
agriculiural development At the beginning of
the reform, the loans extended by roral credit
cooperatives were EMB 1. 4 million yuan, ac-
counting for 10L 6% of the total credic extend-
ed by financial instiitions, which rose to
EME 5 7 trllion yuan by the end of 2008,
accounting for 12. 3% of the total. The value
and ratio of non-performing loans were RMB
206, 3 billion yuan and 7, 9% a3 of end-2008
RME Z18. 2 billion vuan and 28, U percentage
points lower over the beginning of the reform
In 2004, the whole industry reversed chronic
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loss and the profitability of rursl credit cooper-
atives has been increasing year by vear. The
pre-tax profit of maml credit cooperatives stood
at RMBE 54. 5 hillion yuan in 2008. By the
end of 2008 | the outstanding loans for agricul-
ture extendsd by rmoral credit cooperatives
reached RMB 1. 7 willion yuan, Iis proportion
in all loans extended by rural credit coopera-
tives was enhanced from 40% when the re-
form was initiated to 46% a3 of end-2008 and
s proportion in all oustanding koans for agri-
culture extended by wvariows financial instim-
fions rose from B1% af the begioning of the
reform to B6% at the end of 2008. The reform
of the propeny right system is well in progress
and the legal person governance system is tak-
ing form. By the end of 2008, 20 reral com-
mercial banks, 144 roral cooperative hanks
and 1 851 integrated credit cooperatives with
legal person status at the county ( city ) level
had been set up, Some rural credit coopera-
tives have made explormtions in defining prop-
ey rights and improving legal person govert-
ance, yielding preliminary results.

Remarhable Progress Has Been Made in the
Restructuring and Reform of Shareholding
Banks

While reforming state-owned  commercial
banks and roral eredit cooperatives, the central
povernment attaches great importance to the
reform and development of joint-stock com-
mercial banks. Since 20063, a group of joint-
sock commercial banks including Chins Min-
sheng Bank, China Merchants Bank and Chi-
na Citic Bank hawve got listed on the A-share
market and the H-share market, which in-

centivises their improvement of corporate gov-
emance and compliance with market disci-
pline, Meanwhile, PBEC, twgether with other
competent authorities, Inid special emphasis
on promoting the restrocturing and reform of
China Everbright Group | Everbright Cirowp
and Guangdong Development Baak (GDBE ),
Since 2007 | with the advancement and coordi-
nation of PBC and other competent awthori-
fies, the reform of Everbright Group stared
with the finpncinl restructuring of the Ever-
bright Bank , the establishment of Everbright
Indusirial Company and the Everbright Finan-
cinl Holfing Company. In November 2007,
Ceniral Huijin injected 20 billion yuan worth
U5 daollars into the Everbright Bank., The IPO
of Everbright Bank is in process and the estab-
lishment of Everbright Industrial Company and
Everbright Financial Holding Company is in
geady progress. Due o historcal reasons,
GDBE had gquite a high NPL matio and 1 nega-
tive capital adeguacy ratio, In 2006, the gov-
ernment of the Guangdong Province ok the
lead in promoting the reform and restructuning
of GDB together with PBC and other compe-
tent authorities. In addifion fo siripping pon-
performing assets, GDB increased their capital
by issuing more shares and introducing strate-
gic investors. In Movember 2006, GDE com-
pleted the introduction of domestic and foreign
investors, and the first board of directors and
the mamagement were elected on December
18, With much progress in the restructuring
GDE now hos remarkably enhanced its capital
adeguacy ratio and asset quality.
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Prominent Ackicvements Have Been Made @
the Restructuring and nstitutional Arrange-
ments of Security Companies

From 2004 w 2006, due to the prolonged
downturn of the stock market | the concentrat-
ed materialization of securities companies’
long-aceumulated risk exposures repdered the
whole industry in a difficult sitwation. In order
i bolster the securities marker and maintxin
sccial smbility, PBC, together with other
competent authorities , restructured 9 securities
companies including China Galaxy Secunties
Company by means of shareholders” capital in-
jection, provision of Liquidity support and the
introduction of straegic investors with Central
Huijin and China Jianyin Investment Co. |
Lid a8 restructuring plaiforms, By the end of
2007, the mestructoring of the 9 securitics
companies had been basically accomplished ,
which had not only effectively mitigated the
risks of securtes companies, boosted
consumers’ confidence and maintained the sta-
bality of securities market, but also enhanced
the comprehensive strength of restructured se-
curities companies through resource integra-
tion. Meanwhile, the third-party custodian of
customers’ settlerment  ransactions fund  has
been implemented in the whole industry,
which has effectively prevented securities
companies’ misappropriation of such funds.

The Reform of Iusurance Companies Has
Grone Desher

In recent years, the government hos besn re-
forming the financial instimtons in the insur-
ance industry in a comprehensive manner,

with the purpose of preventing and mitigating
risks and enhancing the overall strength and
competitiveness of the industry. The reform of
state-owned insurance companies has seen fun-
damental progress and hos gone deeper. The
market share of state-owmned insurance compa-
nies iz over 0% in the nation-wide market
For a long time, however, stale-owned insor-
ance companies hove been troubled by mult-
ple problems including inadequate capital, in-
flexible operating mechanism, poor asset qual-
iy, sericuz legacy problems and insufficient
competitivensess.  According to the amange-
ments made at the MNational Financial Work
Conference in 2002 | the shareholding reform
of stale-owned insurance companies i pro-
gressing in o steady manner.  Since B0HES
PICC and Chinn Life have accomplished the
restructuring and adopted the modern enter-
prise svsiem. They god listed in Hong Kong,
Mew York and the A-share market successive-
ly. Their corporate governance has been im-
proved, shareholding structure optimized and
competitivensss greatly enhanced,

In the mean time, PBC | together with other
competent authorities, focused on promoting
the reform of Ching Heinsurance [ Group )
Corporation [ Chinn  Reinsurance j. In Aprl
2007, Ceniral Huijin injected UUSD 4 hillion to
China Reinsurance for its restruciuring. In Oc-
ipber 2007, China REeinsurance [ Group )
Co. , Lid. was established. After the share-
holding reform, China Eeinsurance is featured
by more optimized capital strecture, funds-
mentally improved capital adequacy o,
greatly enhonced solvency and more rational
corporate governance structure.  The efficient
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and profituble group-wide development pattern
is taking form, and the theee pillar business
lines namely reinsurunce , direct insurance and
asset management have achieved further devel-
opment, By then, the shareholding reform of
China Reinsurance hod been basically comple-
ied Moreover, progress has been made in the
introduction of swategic investors and the pablic
listing of shareholding insurance companies,

By shareholding reform and getting listed, some
suciure and management sysiem, and gradually
established relatively standard corporate govern-
ance stucture. As a result, the players in the
market on the micro kevel, namely the insurers |
enjoy stronger performance and enhanced core
competitiveness. Meanwhile, a sound insurance
industry mainly constituted by life insurance ,
propery insurance and reinsurance has been
hasically established.

In recent years, significant progress has besn
made in the reform of financial institwtions,
which lays a solid foundation of financial sta-
Bilicy on the micro level and greaily helps the
finaneial system in Ching in mitigating the im-
pacts of the ongoing financial crisis, Fimt, his-
torical chaonges took ploce in the banking indus-
try , which is equipped with stronger capabilities
oy prevent risks, much improved capital sdegua-
cy ratio and loan loss provisioning. At the end
of 2008, the wtal asset of the banking financial
instituticns excesded BMB 6 trillion yuan , and
the XM banks med the requirement concerning
capital adequacy raticcompared with & in 2008,
whose total assets accounted for 990.9% of the
total of commercial banks Thanks to the ne-

form, the banking industry has besn continuous-
ly improving the concept, methods and means of
mervice, providing more comprehensive business
lines and services, which greatly enhanced their
copability of survival and development. Currend-
Ly, the overall strength of Ching's banking in-
dustry is ot i3 best no marter in terms of the size
of assets, asset quality, profitability, capital ad-
equacy ratio or Liquidity, Second, the securities
industry expandsd rapidly and the capital market
developed funber . playing a growing imporant
role in mational economy. By the end-December
ANG, the 107 securities companies had 3 fodal
aszet of RME L2 trillion yuan, a net asset of
EMEB 358 5 billion vuan , with the anmeal acial-
ized met profits registering EMB 48 2 billion
vuan ; The manapged assets of the 61 fund compa-
nies exceeded BMB 1.9 million yuan; A totsl of
EME 310 8 billion vuan has been raised sccu-
mulatively on the domestic market in 20068
Third , the capital strength of insurance compa-
nizs was enhanced , which snabled them o play
important foles in optimizing Grancial strochire
and increasing the efficiency of resoumee alloca-
ton in the financial markes, Ar the end of De-
cember 2008, the total sssef of the insurance in-
dustry was mode than EMBE 3. 3 trillion yuan,

Continue to Deepen the Reform of
Financial Institutions and Maintain
Financial Stability

Despen the Reform of Lange-sized State-cumed
Banks

It is eseential to further the reform of large-
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sized state-owned banks. Though great a-
chievements have been made due to the re-
form, the banks are still facing the problems
of inadequate corporate govermance, unsound
infernal control mechanism and weak basic
management. Their capahbility of risk manage-
ment and contrel and the level of financial
service are stll o be improved, In the midst
of the detenoration of the ongoing financial
crisis amd the recession of global economy,
China’s banking industry is facing new chal-
lenges. Therefore, unswerving effors should
be made to advance the reform.

First, continee the reform of the large-sized
state-owned banks thar have adopred the md-
ern enterprise system. Fimstly , keep strengthe-
ning internal control and risk prevention sys-
feme. Efforts should be made to honor the
principle of prudential operation, prepare risk
provisions 1o full, tighien capital constraint
and enhance the efficiency of capital whliza-
tion. Special focus should be laid on strength-
ening inlernal control through updating opera-
ton mechanism to prevent risks, so as to
avoid the rebound of non-performing assets
and the decline of profitability., An accounta-
Bality system should be established and irregu-
larities strictly penalized to ensure sound oper-
ation.  Secondly, improve corporate govemn-
ance and decision-making mechanizm. The re-
form of corporate povernance should be deep-
ened to better define the responsibilites of
shareholders mesting, board of directors,
board of supervisors and senior management,
a0 that they can each play their roles and have
well-functioning  information  sharing mecha-
nism =and effective balancing  relationship,

which will enable them to moke better deci-
sions in a more efficient manner when coping

with finanecial crises.

Second, promote the market-hosed transfor-
mation of CDB into 2 commencial hank and
funther the reform of ABC. The reform of
CDB will be deecpened to improve the organi-
zalional system of its financial service, Ear-
nest effonts will be made to promote the ABC
e improve its corporate governance and risk
control system and establish the county-level
multi-divisional stroctune reform, in order to
provide better financial service for agnculture

farrners and moral areas.

Third , accelerate the reform and development
of policy financial institutions including the
Export-Import Bank of China, China Agricul-
turnl Development Bank and China Export &
Credit Insurance Corporation; in the mean
time , «fforts will be made o promote these fi-
nancial institutions o expedite the reform of
their imtermal sysiem, update the operstion
modbe] and strengthen risk contmol. The reform
of the Postal Savings Bank will be furthered (o
strengthen its capahility of serving the scono-
my. The reform and development of Gnancial
asset management companies will be advanced
i market oriented and put their role of manag-
ing the non-performing assets of financial in-
stitutions into full play.

Hves
Despite of the achievements made in the re-

form of roral credit cooperatives for the cur-
rent stage | they are still | due fo varows rea-
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sons, facing many problems; the mansgement
system is not functioning well ; a well-defined
property right system is nof in place vei; the
legal person governance strsciure 15 wnsound ;
the legaey problems haven't been solved; the
orverall risk level is still high; the base for sus-
tainable development is still weak and their ca-
pabilities of providing Anancial service o sup-
port agriculral development and their overall
competiiveness are yvet to be improved. To
solve the above-menticned problems, efforts
should be made o despen the reform of rural
credit cooperatives in a comprehensive manmer
=0 a5 to solve the desply-rooted institutonal
problems serving as the bottleneck of reform
and development , accelerate the establishment
of modem muml financial system and further
tap its potential of serving agriculmoral devel-
TN,

First, further rationalize the management sys-
tem of mural credit cooperatives. In ling with
the mle of economic and social development
and the shift of the government's function , in
sceordonce with the characterstios of the de-
velopment of rural credit cooperatives in the
current stage, and in light of the principle of
sparating governmental agencies from enter-
prises and assuming proportionaie responsibili=
ties with rights, effons should be made to -
ticnalize the relationship between the supervi-
sors, provineial governments , provincial-level
cooperatives and rural credit cooperatives, ac-
celerate the reform of moral credit coopera-
tives, clarify the govemnment’s role of admin-
istration sccording to law and the shareholders'
robe as owners of mural credit cooperatives, so
a8 to strengthen the supervision and manage-

ment wnd epsure their sound operation in com-

pliznce with the law.

Second , improve the property right system
and legal person povernance system of rural
credit cooperatives. In line with the modern
finuncial enterprise system, a sclentific and
well-defined system of propenty rights should
be established and the property right structure
be optimized to build mral credit cooperatives
it community-based  fAnancial  instinrions
with shareholding system and establish a legal
person governance structure in line with the
characteristics of a diversified property right
System.

Third, efforts will be made to strengthen ef-
fective supervision over rural credit coopera-
tives and enhance support via fiscal, taxation
and other policies, so as o encournge them to
conduct standardized operation in compliance
with the law, control risks effectively, and in-
crease financial sustainability and the incentive
of supporting  agrcultural development on a
continuows hagis,

Despen the Reform of Important Financal fn-
stitutions fit the Securities and Fnstrance Fndus-
fris

Afiter comprehensive restructuring , the overall
risk of sscurtiss companies has been prelimi-
narily mitigated and their performance tomed
better, but efforts are stll to be made to im-
prove the corporate governance stmucture and
srengthen the capability of sustainable devel-
opment. The reform of securities companies
should be deepensed 1o establish sound corpo-
rate governance. The mole of the investors
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should be better defined and further strength-
ensd. The corporate governance structurs con-
stituted by shareholders meeting, board of di-
rectors , boand of supervisors and sendor man-
agement should be set up and their respective
function should be defined to tap the potential
of corporate govemnance in the development,
operation and management of securities com-
panies. Cualified securities companies are en-
couraged to expand and gain strength by IPO,
restructuring or M&A | s0 as o enhance the
indwstry*s competitiveness and the capability
of providing quality financinl services. Mean-
while , innowation should be encouraged with
the precondition of taking risks under control
in order o establish 3 sustainable profit-mak-
ing model

Despite of the progress made in the reform of
insurance companies, their competitiveness
still lags behind when messured against the re-
quirement of the modern enterprise system
They still face the problems of unsound corpo-
e povernance ,  inefficient operation  and
management , low profits and sluggish innova-
tion. The development of group corporations
neads to be further standardized. The reform
of the insurmnce companies should be deep-
ened to enhance the competitivensss of the in-
surance industry. Efforts will be made to im-
prove the cofporate governance struchure, re-
inforce the functions of invesiors and pul the
robe of modern corporate governance into full
playv. The reform of companies” intermal man-
agement system and operation mechanismy
should be promoted w establish effective in-
centive and construint mechanism, define the
rightz= and responsibilities of wvarious links in

management and strictly enforce the internal
control measures.  The group-wide develop-
ment of insurance companies should be stand-
ardized. The rights, responsibilities and posi-
tioning of the group and subsidiaries should be
defined to realize synergetic development of
ihe whole group by integrating all available re-
sources efficiently. Group-wide risk manage-
ment and control should be strengthened o
prevent the cross-transmission of rsks Well-
prepared groups and holding companies can
launch shareholding reformms.

FProvide Famvorable External Envirovnest for
Suwstainable and Healthy Development of Fi-
In the midst of the cuwrrent financial crsis, fi-
nancial insttotons are shouldering dual re-
sponsibilities of maiotaining their own healthy
development and stabilizing the overall eco-
nomic development via expanding credit and
stirmulating domestic demand. Against such a
macroeconomic background, it is essential to
fine-une the policies that influence the exter-
nal environment for financial development,
offering faverable conditions o consolidate fi-
nancial stability on the micro level, promote
the sable cperation and healthy development
of financial institutions and continwously en-
hance the capability of financial instmtons in
serving economic and social development
Macroeconomic management will be strength-
coed to keep stable and healthy development
of national economy and prevent the financial
risks which may be tmggered by fluctoations
during the business cycle, Favorable fiscal and
taxation policies and other messures will be
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taken to mmise the capability of disposing non-
performing nssets to incresse the competitive-
ness of financial instimutions and promote their
health and sustainable development. Financial
infrastructure should be reinforced by impro-
ving financial legislation and accounting sys-

tem, accelerating the establishment of the
credit reference system and improving credit
environment, in order to lay a =solid founda-
tion for the stable and healthy development of
the: financial sector.

[ By Xiong Lianhua, Qu Tianshi and Li Chao)
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Special Topic I The Development of Wealth Monagement Products in China

n recent years, with stable progress

made in the pilot projects of inte-

graied financial zervices in the finan-
cial sector, financial insttutions have been
more innovative, providing more diversified
cross-market and cross-sector wealth manage-
ment products and making market competition
more dynamic. In 2008, the yields of some
wealth management products registered large
fall affected by the international financial cr-
sis, and the sk of such products wamanted
close attention, In this context, it is pecessary
that effective mensurss be tuken to promode the
healthy development of wealth management
products, so as o improve the profitability
structure of financial institutions , optimize the
allocation of financial resources and satsfy di-
versified financial needs.

CGurrent Situation of Wealth Man-
agement Products

The recent years have withessed rapid devel-
opment of the wealth management business,
with the diversification of wealth management
institutions and products, brosdening of in-
vestment channels, rmapid expansion of the
market and cleser cooperation among various
instinutions,

Diversificd Wealth Management Institutions
Currently , fnapcial instintions in the bank-
ing, securities and insurance sectors are on-
gaged in wealth management business. Specif-
ically speaking , these financial instintions are
commercial banks | trest companies, secunties

companies, fund management companies and
insurance companies. Moreover, some enter-
prises, wealth management centers, wealth
management =ervices and individual-ronning
investment counseling, investment advisory
and finaneial management business are aleo in-
volved in wealth management business.
Diversified Wealth Management Products
Commercial banks staried to lsunch wealth
manzgement products in 2004, both in RMB
and foreign currencies. As specialized opera-
fors of rusis, trust companies provide custom-
ized investment programs for particular clisnts
and collective investment programs for coms
mon clients. Securities companies began to
run #ssel management business in 1995, pro-
viding customized nsset management for part-
cular clients, collective assel management for
common investors and target mansgement of
particular assets. Fund management companies
are specialized operating institutions for securn-
ties investment funds, managing close-ended
funds and open-ended funds,  Insurance com-
panies siarted fo lawnch investment products
with wealth management function in 1999 in-
cleding parmicipating insurance, universal in-

surance and investment-linked insurance,

Mare Channels for the Fwestment of Wealth
Management Funds

For commercial banks, EMEBE wealth manage-
ment products inchide direct investment in the
money market and indirect investment in egqui-
ties, funds, bonds, unlisted equities and etc
via rust investment programs; foreign-curren-
cy wealth management products mainly cover
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the investment in the forsign exchange mar-
ket , internationsal finaneial derivatives, short-
term foreign-currency bonds and so on  Trst
companies enjoy the broadest investment chan-
nels inchiding credit assets, equities, funds
bonds, wnlisted equities, real estate, infra-
struciure and the industrial sector. The wealth
management products of insurance companies
and fund management companies mainly cover
the investmenl in the capital market, incloding
equities, bonds, funds and ete. The invest-
ment scope of insurance companies has ex-

panded as the result of the expansion of invest-

Table A2. 1

VWealth Nana@eaein

Type of Prodo

Inslitulions

CLs

ment seope of insursnce funds, Originally,
the insurance funds can cnly be channeled to
bank deposits and treasury bonds; in 1999,
insurance funds were allowed to purchase se-
curities investment fundsy; in October 2004,
insurance funds could be invested in the equity
market; in December 2005, pilot projects
were launched to invest insurance funds in in-
frastructure and venture capital firms; in Octo-
ber 3006, inswance funds were approved o
purchase the equities of commendal banks; in
May XE | insurance funds were allowed the ac-
cess o inter-bank bond market, | Tabla A2 1)

The Development of Wealth Management Products
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Wialth Manapement

Type of Products

[ comeluded )

Investment Channcls

Institistiogs

Fund M — Open-ended Fanids B
) Eiquities , bonds, fumds sod soney market
) Chyse-endid Funds
[mvesiment-linked
Insurmmes Deposits, equities, bonds , funds, wnlisted eqe
Trvestmmea
Insurancs: Cospanies Proskic Thai i1 p Uities  infrastnachuee, venbure capitsl frms and
ulincta
Participating money markel
Insurmncs

Tsvestmwemt Counseling
Enterprises, Financial
Mansgement Enterprises ,
Wealth Mansgement
C-F:ul.t'rrl, Weuhh

Mampyement Sevives and et

Private Eqaity and ete.

Market

In 2007, commercial banks accumulatively
launched 2 654 wealth management products
almost wipling the wial of 2006 and pooling
more than BEMB 806 billion yuan, In 2008,
commercial banks provided a weal of & 028
wealth management products, funding around
RMB 2. 3055 trillion yuan'. According to sta-
tistics available , the wealth management busi-
ness of trust companies continwed to grow rap-
idly in 2008, among which 2 330 of them
were launched by the trust companies covered
by PBC's monitoring system, 804 more over
the zame period of the previous year and a to-

1 Souns; Wind Info,
2 Sours; PEC Shemghai Hesd Offies
3 Souns; PEC Shemghai Hesd Offies

hlnst mre investment nnd operation on the stock
markes

izl of RME 563, 7 hillicn yuan was raised , up
RMB 172, 3 billion yuan® v-o-y. The focus of
securities companies’ asel management busi-
ness shifted from client-specific asset manage-
ment 1o collective assel management , with the
latter becoming the majpor source of profits. In
2008, RMB 22, 6 billion yuan® worth wealth
management products were launched by secur-
ities companies, Generally speaking , the fund
products launched by fund management com-
panies were on the fse. By the end of 2007,
a todal of 346 fund products had been launched
with the net worth registered BMB 3. 26 mil-
lion yuan, increasing by three times over that
of 2006; by the end of 2008 | thers were alto-
gether 444 fund products in the marker, but
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the net worth was reduced to RMB 1. 95 tl-
lion yuan due to market fluctuations. ' Follow-
ing the significant growth in 2007, insurance
companies’  premium  mevenus  from  wealth
management products genernlly maintsined
relatively rapid growth in 2008. The premium
revenue of participating insurance , universal
insuranee and investment-linked insurance was
279, BAT billion yuan, RMB 145 053 billion
vuan and EMB 42, 303 billion yoan respec-
tively, accounting for 51. 7% , 19 77% and
3. 70% in the total premivm revenos of life
insurance. *
Cloge Cooperation among Various Insfifufions

Financial instinstions in various sectors such as
commercial banks, trust companies and insor-
ance companies have been cooperating more
closely to develop cross-sector wealth manage-
ment products, Firs, rapid progress have been
made in the cooperation betwesn banks and
trust companies. On May 16", 2006, China
Minsheng Bank and Ping An Trost jointdy
launched * Supenior RMB Wealth Management
Products-T1 and T2 Programs” , which repre-
sented the beginning of the bank-trust coopera-
tive wealth management products, In 2008, a
total of 3 283 such wealth management prod-
uwcts were launched with the conceried effiorts
of banks and s companies | accounting for
53. 7T4% and B3, 05% in the total oumber of

Boapee . Wi Infis
Boupee . CIRC,
¢+ Use Trust Sosdio.

= W =
]

wenlth management products lsunched by
commercial banks and trost companies respec-
tively. * Second, banks and insurance compa-
mies are cooperating more closely. Commer-
cial banks have become a very important sales
channel for the wealth management products
of insurance companies, In 2008, the premi-
um revenue geperated from  the insurince
products sold by banks as distributors in-
creased by 106, 53% over the previous vear, *
Improving Regulatory Framework

Under the separaie regulatory framework at
present, CBRC, C3RC and CIRC are making
regulatory mules govemning the respective sec-
tors wnder their supervision, regulating the ap-
proval, issuance, quots, rebm  guaranise
funds custodian, business isolation, nsk con-
trol, information disclosure and business pro-
motion { Takle A2. 2). On the basis of impro-
ving institutional framework, melevant regula-
tors are taking a mix of measures o urge the
financial institotions o appropriately evaluae
risks, strengthen rsk control, improve nsk
waming, establish client assessment system,
develop product design  mechanism, and
andardize the promotion and information dis-
closure of products, which have promoted the
healthy development of wealth management
products and helped prevent relevant risks,
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Table A2, 2 Facts about the Regulation of Wealth Management Products

Wealth managemicnt

Regulatory mules [hate of lssiance Repulatne

producis

Proaizionn! Bules on Commercial Banks" frediviodual
Persomal HMB Wealth
Wealth Management Husiness mnd the Cuidelines on
Mansgement Programs ) ) o Sepiomdber 24, BW15
qC sl Banks Fisk Wanogement in Comurein! Tonls” fadisddud
of Cismsnercin
Waalih mepm'r# Ranirvens
Persomal Foreign Cur- : : ;
Ingerim Meoswres an Comemencal Honks" Lomnoking
ey Wealth Mansge- )
s TWMHUWBWMM H.[I'l]lT,m

ment Programs af Com- of Cliens

mercial Banks

Persmal Wealth Mon- Notice om Relevant fssues concerning Further Seand-
agement Businesses of ardicing the Peroonal Wealth Womoagement Busimess April 3, 2008

Commercial Banks of Comomereinl Fanks
CBRC

Notive on [ssues Refated to Improving Ford Crestndi-

an ansd fofemsation Diedoars of the Collpetie Furnd  June 30, 2006
Collective Fund Tt Pl Busdmess af Trest femestonent Commpander
Peogrmms of Trass Com-
s Administrative Meoswres on Thest Componies  and

Administrare Megsure oor Collectios Fumd Thest Jasuary 23, 20007

oy’ Trusr Comprendes

Wealrh hgm

= ! for * " December 4, 2008
Lmunched by Banks and amd Prust Compomies
Trust Comnqunies

Provislongry Weasures on Asser Managemsest Husi-
December lﬁ, O
Notice I ire
om Dssues comoerning the Collertive Asset Mow- October 22, 2004
agrermerst Busimess aff Seunities Companies
Collective Assct Man- g dwinistratioe Rules an the Regulation of Securities
agement Businesses of Compusels
Sq!:'l.lr'il:ilnﬂ E-url'l.PllIil:H ﬁﬂﬂ
Deimiled Bules for the lmplememmtion of Collective
At Nanagement Busines of Seonritkes Comgeanies
May 31, 208
sl [htuglod Rulee for the Toplementotion of Turge
At Management Businecs of Sacritier Compamnies

Apeil 23, 2008

Ogem-endkes] Fumids Lam of the People’s Repubdic of Ching an Securitiag

Oetober 38, 2003
Close-ended Fuands Tavestment Furmd
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Wiealth managrment

Remulatory mbes

{ oo laded )

Repulatnr

prodiscts

Trterim Addwairbirratae Weasures on Partlaparing Tn-

Participating Insuranee  Furamoe

Febnasry 18, 20K

Actarial Rules on Personal Parficipating fasurgnce  July 1, 2003
faterim Adminigtrotive Megmeres  an Investraer-

finked Insuranoe

Actwarial Rules on favestment-linksd fnsurence

Investment-linked  In-

Augast 25, 2003

Murch 26, 2007 CIRC

Netive on fssuer concerning the Saler and Monage-

Slrmmce

merad o fnvestrent-linked Insterance

Auggast 73 MW7

Netive v Strengihening the Imvegtment-limked Jmcur-
anrs Busimess of Property Tnwromsee Compasies

Umiversal Insamnes

Issues of Concern in the Develop-
ment of Wealth Management Prod-
ucts

Certain Gap in the Regulatory Rules of Vari-
ots Wealth Management Products

In terms of the examination and approval of
products, an approval-based approach 15 a-
dopted in CSRC™s regulation over all collective
asset management programs of securities com-
panies, CTRC's regulation over all investment-
linked products of insurance companies and
CBRC's regulatton ower wealth managemedt
products with reum guarantees of commercial
bonks while a disclosure-based approach is a-
dopted in CBRC s regulation over the rest of
wealth management products. As for the
threshold for launch |, the minimom investment

Actarial Rules on Umirerzal fnsonano:

Mowember 20, DHE

March 26, 2007

value is RME 1 million yuan for the collective
fund trust programs of st companies; the
thresfiold value of fund collected by securities
companies  from  individual clients 15 either
EME 30 000 yuan | restrictive collective asset
management programs ) or RMEB 100 000 vuzn
{ pon-restrictive collective asset management
programs ) ; commercial banks may decide the
threshold value of wealth management prod-
wers discretionarily ( among which the thresh-
old for wealth mansgement products with re-
turn guarantes is BEMB 50 000 vuan). With
regard to return guaranies, commercial banks
and insurance companies can make such guar-
antee while trust companies , securities compa-
mies and fund matkagement compranies canmot,
Concerning the quota of products, st com-
panies are restricted by the rule that po more
than 50 natursl persons may participate in indi-
vidual collective asset trust programs, whils

commercial banks and securities companies are



Special Topic I The Development of Wealth Monagement Products in China 143

not constrained by such a rule. Regarding the
promotion and information disclosure of prod-
uces, fund companies can condoct public of-
fering and commercial banks promote their as-
set management products by making sdvertise-
ments while securities companies and  trust
companies are forbidden o make such adver-
tisements. In terms of the circulstion of prod-
ucts , part of the asset management products of
fund companies and securities companies can
be traded publicly ot trading places while the
collective fund trst programs of trust compa-
nies have no circulation channels. As for the
custodian of wealth management funds , secur-
ities companies, fund companies and trust
companies have to refer to specialized custodi-
an banks while commercial banks are not re-
stricted by such a mule,

Producs

Some financial instmbons fail o give ade-
quate warning on the risks of wealth manage-
ment products, e g only pointing out the lig-
widity risk caused by the loss of other invest-
menl opporiunities while failing w elaborate
on the credit risk or market risk. Given some
financial instintions lay excessive emphasis on
high returns and the complicated product intro-
ductions obscure the real risks, clients will
iend to complain in case the refumns are lower
than expected. Some institutions do not have
standardized complaint recond and solution
mechanism , which expose the dispute betwreen
clients and financial institutions to escalation.

Increased Difficulty for Liquidity Management
of Commercial Banks

At present, the credit created by the wealth
management products of commercial banks ex-
erts remarkable influence on aggregate credit
while the total amount, matwrity and destina-
tion of the funds pooled through wealth man-
agement products are neither disclosed as indi-
rect credit of banks nor as direct credit on the
capital market. Commercial banks" circulating
capital will be especinlly volatile when Large a-
moeant of wealth management funds go to the
purchase of new shares during the boom of
stock market, which adds to the difficulty of
liguidity management.

Ingreased Risks of Investing tn Wealth Man-
agement Products due to the Infernakonal Fi-
In 2008, against the backdrop of sustained tur-
bulence in the intemational financial market
and the significant flucations in the price of
commodities and financial assets, domestic
capital market underwent substantial comection
and a wide range of wealth management prod-
ucts suffered great floating loss.  Multiple
struciured wealth management products linked
with international commodities and financial
assels confromied significant uncermnties in
price, and some products profits were even
liguidated in advance with zere, The issuance
scale and profitability of QDI decreased by a
large margin. Along with the recession of do-
mestic capital market, equities wealth manage-
ment products vielded zero or even negative
profits, and the products covering investment
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in new shares almost dispppearsd. Affectsd by
the slowdown of economic growth, the issu-
ance of credit wealth management products
continued to fall from September 2008 and the
lewel of returns was lowered significantly at
the end of 2008, As many clients suspected fi-
nancial ipstitutons of obscuring nsks, mis-
leading clients and committing frawds and
more claims for compensation were lodged
financial institutions’ reputation and social sta=
bility were affected negatively.

Promote the Healthy Development
of Wealth Management Products

Wealth management products have advantages
in many aspects and comprehensive measures
should be taken to facilitate their healthy de-
velopment

Faster the Development of Wealth Manage-
ment Products to Put Their Positive Role into

Ful Play

Being an important component of financial in-
novation , wealth management products can
make positive contributions o improving fi-
nancial service , enhancing the profitability of
financial institutions and optimizing resource
allocation, Since the reform and opening-up,
the Chinese households have accumulated
more wealth, resulting in larger demand of in-
vestment and wealth management, In this con-
text, wealth mansgement products have be-
come an effective way of increasing the
households” property income and expanding
invesiment channels. For a long time, China’s

eommercial banks have taken intersst spread as
the major source of profits, and the develop-
ment of wealth management products will help
financial institutions tap business podential and
optimize  profitability  structure,  Developing
wealth management business can enhance the
share of direct financing avd reduce the over-
reliance on bank loans in the allocation of the
financial resources in Ching , 80 38 (o optimize
resource allocation.  Morsover, the develop-
ment of overseas wealth management products
will facilitate the financial instimiions to @Tans-
fer domestic deposits infe foreign currency as-
sets, which can be invested overseas. This
will broaden the channels for capital outflow,
lessening the risks caused by high saving rate
and buge foreign exchange reserves and im-
proving the balance of payment.

Inprove Regulatory Philasophy and Rules to
Provide a Facilitating External Enironment
Eegulators should establish reasonable regula-
tory philosophy, and properly adjust the inten-
sty and measure of megulation so as o coondi-
nate and improve regulatory mles, Inpovation
of financial institutions should be respected =o
that their potential can be tapped in the inno-
vition of wealth management products.  Effonts
ghould be made to improve the financial infra-
gructure including the povment system, legal
systern and credit environment in order to pro-
vide a focilitating extemal environment for the
development of wealth management products,
Frther Expend Fivestmierd Chammels to Promaote
Diversification of Wealth Management Products

Gireater efforts will be made to promote finan-
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cial inpovation, develop o multi-layersd finan-
cial market system, enrich investment prod-
ucts in the financial market and discreetly de-
velop interest rote and exchonge rate deriva-
tives to widen the channels for wealth manage-
ment products. The development of QDIT
products will be pushed further o gusde the
external investment by enterprises and house-
holds  Financial instimtions will be encoor-
aged 1o bolster independent innovation based
on market demand, The demand of clients
should be fuorther classified to optimize the
structure and promote the diversification of

wiealth management products,

Strengthen Rish Supervision and Management
to Guard agninst Hidden Risks

The statistics and monitoring system of wealth

management  products should be  established
and improved to conduct real-time monitoring
over the types, amount, scale and fund flows
concerming wealth management products and
provide risk wamings in a timely manner. Ef-
foris will be made to reinforce the internal risk
control and Hquadity management of Gnancial
institutions o improve the risk evaluation and
management of the design, promotion, fund
operation and cashing of wealth management
products. The marketing behavior of financial
instituticns should be standardized by strength-
ening information disclosure, improving com-
plaint treptment and solving chents’ complaints
appropriately.  Inwvestors should be educated
and guided to be more aware of risks and

choose approprate wealth mapagement prod-
ucts acconding to their own nsk affordability.

[ By Tao Ling, Liv Jie and Hu Ping)
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n 2008, China's bonking sector con-
I tinuad to maintain sound perform-
ance with its asset scale, profits and
risk mansgement  steadily  improved,  and
played an important role in promoting the de-
velopment of national econcmy. In order to
make analysis of the operational condition of
the banking sector and identify related risks as=
soon a5 possible, we sslected the 17 major
commercial banks' with their assets accounting
for 65. 57% of the todal assetz in banking in-
stitutions” , and conducted a quantitative anal-
yais in terms of profitability, assets, liabil-
ities , capital and Hquidity. *

Profitability Analysis

Im 20068, profits of 17 majer commercial banks
continged o grow by a large margin. The -
ial net profits after tax reached RMB 438, 362
killion wyuan for the vear 2008, an increase of
EMEB 135. 319 billion yuan of 44, 653% ¥-0-¥;
the BOA stood ot 1. 14% |, up 0. 12 percentage
points from 2007: and the ROE recorded
20, 28% , up 3, M percentage points

Breakdown Anabysis of ROE

As for 208, the ROE of the 17 megor commercial
banks registered M 28% , up almost 3 percentage

points than that meonded i 207, The breakdown
analywis showed that the increase of ROE wes pri-
marily anribuged to the dropof leverage o and
operational risks as well as the increase o profit
margin and risk-adjusted refums [ Table BL1),
indicating that the risk managerment and profii-
ability of the banking sector continusd (o improve
with scunder performance.

The comparison sugpested that the JSCBs'
ROE was higher than that of the large com-
mercial banks. In terms of the ROE break-
down analysis, the former had higher opera-
tional risks, risk-adjusted retarns and leverage
ratic but lower profit margin, and hence
should further enhance their operational effi-
ciency and improve risk management,

Figure Bl. 1 described the floctuations in the
ROE breakdown of the 17 major commercial
banks from 2007 to 2008 by dividing the
banks into two groups, e, the large com-
mercial banks and J3CBs, The analysis con-
cluded that, in 2008, the lurpe commercial
banks =aw an increase in both profit margin
and risk-adjusted refurns, and a fall in opera-
tional risks and leverage ratio foom 2007, How-
ever, JSCBs experienced 8 fast growth of risk-
adjusted returns but a slightly decrease in profit
murgin, a5 well as a smoll ncrease i operation-
al risks and a large decrease in leverage ratio.

1 Eecluding #he 5 kge commencial ks [ 0BG, ARC, BOC, CUB and BOODM | ad 12 JSCBS | China CITIC Bank,
Everbright Rask , Husxia Bank , Guasgdong Developmeant Bank , Senahen Development Bk, (hine Mepchiats Risk, Shisghs
Padong Development Bank , Indeasisl Bank, China Mindbeng Banking Comporation, Evergrowisg Rank, (hing Pheshasg Rank,

ared Bohal Bank}.

2 kcloding policy banks, barge commerclal banks, JSCB:, city commesdal banks, numl commercinl banks, roral coopen-
tve banks, forelgn banks, UOCs, BOC:, non-hanking Brancial instretors | THCs, finence comspandes, finance beacing oomipa-
nles, mmo finmoce compards: and morey beokemge compandes) , and PSBC

5 Bource; PRC, CBRC, sggrepete dats m the logal parcon level
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Table B1. 1

Pruofit
Mlargin

| percent )

| PETCEHL )

ROE Breakdown of the 17 Major Commercial Banks

Hisk-auljusted | Operationsl

Leverage RAVE

Return Rizk

Ratio | percent)

| preTcent |

17 Major Commencial Banks

3 Large Commercial Banks

12 Joimt-stock Commercial Banks 18,03 17.96 569

Mel Prafis Afler Tax

negY 1385 T35 R 95 514 SR E ATE 1T HE

17. 34 30, I8

2408 586 T2 RG0S5 LIS 1ITROIT4 1464 19,59

I 16 56,065 ST.25 23,095 2064 21X 20, 56

Ciperating Income

Note: ROE = ome

“ﬁ.magn: Ruk-welghted Assets

, Average Risk-weighied Asseis , Averape Toial Asseis

Average Totnl Acsets

Averzge Oramer's Equity

= Profl Margin < Risk-adjusted Febamn « Operational Bisks © Leverage Fatio

Figure B1.1 Fluctuations in the ROE
Breakdown of the 17 Major Commercial
Banks in 2008
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Mde; the wertical ais showed the charges in the ilems com-
pamred with that recorded in 2047,

Income Struchure Analysis

In 2008, the net operating income of the 17
major commercial banks amounted to RMB
1 369,174 billion  yuan,
23.93% wy-o-y. In particular, the net operat-
ing income of the 5 large commercial banks
rose by 26, 18% tw RMB 1 081. 667 billion
yuan, while that of JSCBs grew by 40. 4%
to RMB 287, 507 billion yuan { Table B1, 2.

increasing by

The net interest income remained the major
source of net operating income in the 17 major
commercial banks, with its growih rate reac-
hing 23.52% in 2008 and accounting for
33 20% of the net operating income, down
2_ 41 percentage points y-o-y. The investment
ineome aceounted for 28 03% of the net oper-
ating income, down 2. 82 percentage points;
and the net fee and commission income ac-
counted for 12.11% , uwp 0. 06 percentage
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points. The net interest income of the large
commercial banks and JSCBs increased by
19.57% and 30. 11% respectively, while the

Table B1. 2

17 Mlmjor

Commercinl Bamles

proportion of net interest income of the large
commercial banks was 17. 72 percentage
pointz lower than that of JSCEs,

Composition of Net Operating Income of the 17 Major Commenclal Banks

£ Large 12 Juint-stock

Commercinl Banks | Commercial Banks

Mol mienesd mnoome 611528 TS5T.55 465648 556790 14601 80 1 9RU. &5
| e fes s e o 1280, 165784 1100333 1 38464 176, 848 1L 18

B . 2810, : ¥ 3 :

[0 meillion

of RMB yraw) Imvesdmenl incomes 32T T4 JIEIT.29 2011 B6 3 3RH 65 361 HE B, el
Oiheer business income =535 1M 63006 - 10093 475, 48 45 57 163, 59
Mt opernting income 10619, 57 (3 691,74 B 57174 10 RI&&T 24713 XETR AT
Mol mlenes mnoomme 57,61 55. 2 54,32 ) I T1. 41 &4,
i 12 04 111 12. 87 | g, 64 4, S

Proportion

[ perrer ) lavestment income WLES W03 339 11,13 17. 73 15. &
Ohthver business income =}, 52 4. 67 -1, 1R 4. 40 208 5, 64
Me opersting income IWE 0 D00 00 106, 0 1061 (8 L0, () 10, ik

Sustained pressure on the financial market led ness, but their proportion of net fee and com-

to marketing difficulties of fee-based business
of commercial banks and losses in some of

their asset mansgement products
sult, the net fee and commission income of

and a5 a re-

commercial banks grew at a slower pace. The
net fee and commission income of the 17 ma-
Jjor commercial hanks increased by 29 50%
from 207 | with the growth of the large com-
mercial banks and J5(CBs reaching 25. 5%
and . 453% mespectively. ISCBs saw a mela-
tively faster growth in their fee-based buosi-

mission ineome in nef operating INCOme Was
still 3. 30 percentage points lower than that of
the large commercial banks,

Influenced by the intemational financial crisis,
among other factors, commercial banks wit-
nessed more dramatic flucteations in their in-
come on overseas and domestic investments ,
and suffered losses in cenain bond and eguity
investrments, which resulied in slowdown of
their investment income growth and declining
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in the proporion of investment income in net
operating income, The y-o-y growth of invest-
ment income of the 17 major commercial
banks reached 17.11% , with the large com-
merciol banks and JSCBs msing by 16, 20%
and 23, 63% respectively. The proportion of
investment income in net operating income de-=
clined by 2. B2 percentage points from 2007,
with the lorge commercial banks and JSCBs
down 2, 60 and 2, 13 percentage poifls respec-
tively.

Cogt Strucure Analysnis

In 2008, the operating cost' of the 17 major
commercial banks amounted to RMB 5713, 772
billion wuan, representing a y-0-¥ growth of
21.85% . In particular, the operating cost of
the large commercial banks increased by
16 87% to EMB 439 589 billion yuan, and
that of the JSCBs rose by 41 61% w EMB
134. 183 billion yuan

In 2008, the cost/income ratio® of the 17 ma-
jor commercial banks was 35 T, down
2. 4 percentage poinis over the previous vear.
In particular, the cost/income ratio of the
large commercial banks decreased by 3. 24
percentage poinls o 34, T4% , while that of
the 12 J3CBs incressed by (. 45 percentage
points o 39, T3% ( Figure BL, 2), Compared
with the large commercial banks, the JSCHs
saw a relatively faster growih in their net oper-
ating income and operating cost, and the

growth of their operating cost was higher than
that of net operating income, indicating that
coal management efficiency should be further
enhanced.

Figure B1.2 Cost/Income Ratio of the 17
Major Commercial Banks

0 . !
5 Large

12 Josini-sinck 17 Majer
eoinzssbelal hasks  evmsheercisl bunks  enousen: bl hasks

| m2007 w2008 |

Flgure B1. 3 Growth of Met Operating In-
come and Operating Cost of the 17 Major
Commerncial Banks in 2008
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1 Opemsting oos includes opersting experse, business tax and additions, and other opereting: expenditares.
2 Cod/income ratio = [ operting cost — bosiness tn and additions} < ( net inlevest imcome + net fee and commission. in-

come +olher busines: meome + Evestmen! income ) x 1005,
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Asset Analysis

The Seale and Structure of Total dssets

In 2006, the wotal assets of commercial banks
maintained a stable growth. As of the end of
the year, the total assets of the 17 major com-
mercial banks amounted o RMBE 41, 41 tillion
vuan, increasing by 15 75% vy-o-v and ac-
counting for 65. 57% of the total assets of all
financial institions in the banking sector. In
particular, the assets of the large commercial
banks totaled EMB 32,58 tillion yuan, in-

creasing by 14, 32% ; the assets of the JSCBs
tofaled RMB 8. 83 trillion yuan, up 21. $6% .

In terms of the asset structure, loans and in-
vestment were still the main constituents of the
iodal assefs, accounting for above 70% . In
2006, the share of deposiis in the central bank
in total assets of the 17 major commercial
banks rose by 2. 99 percentage point. While
the share of cutstanding loans in total assets
declined , down 2,64 percentage poinis, the
share of discount increased by (L $6 percentage
points. The growth of bond investment decel-
erated , and 15 share o tofal pssets descended
by 0. 51 percentage points { Table B1. 3)

Table B1.3 Asset Structure of the 17 Major Commencial Banks

Balane

As a percentage of bolal asseis

) on—
““

Dhepuensits. im the central hank 44027, 75
Imter-bank deposits 300, 33
Loans 168 406, (4
IHsoount B 4ld. 04
Teade finane: d Wk, 43
Iiter-bank lending 7 165, 95
Tevessimennl 06 B4, 56
Fepurchuse of assets 15 329, 97
{thers 97, ol
Tikal amsets 157 742, 08
The Seale and Quality of Loans

By the end of 2008, outstanding loans of the

63 345 36 1235 15,30
594210 B4 143
143 970, &7 4707 44,43
13 BHZX B4 2. 40 335
4 R59. 55 .18 L17
& 35290 PR 02
110 (i, 68 2708 26, 58
17 625 &4 4,20 4.6
6 (1. BT 271 L 46
414 (RT. K1 10N (WD 101 ()

17 major commercial banks reached REMB
200 28 tnllion yuan, RMB 2. 11 million yuan
more than that in the previous year and up
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1L 61% . In particular, outstanding loans of
the larpe commerncial banks rose by 8. T6% to
RME 15 40 trillion yoan, and that of the 12
JSCBs escalated by 21.39% to RMB 4. 88

As of the end of 2008, ouistanding MPLs of
the 17 major commercial banks amounted to
RME 0. 49 trillion vuan, decreasing by RMB
0, 71 trillion yean over the previows vear; the
MPL ratio registersd 2. 41% |, down 4. 21 per-
centage points. In particular, the MPL ratio
for large commercial banks was 2. 75% ,
down 5. 14 percentage points { mainly because
of ABC's NPL strip-off and the conseguent
large decrease in its NPL ratio ) ; and the NFL
ratio for J3CBEs was 1, 35% , down 0, 79 per-
centage points | Figure B1. 4.

Figure B1.4 MPL Ratic of the 17 Major
Commeanlal Banks
[ pereml )

[ P AT - . -]
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2007 200E

B 5 Large eommencial hanks
B 12 Joind—stock commenied banks
O 17 Majer commeereial banks

Provison Coverage Ratio

In 2008, the 17 major commercial banks saw
# dramatic increase in their provision coverage
ratic, with the ratio elevating by 7B. 67 per-
centage points on a y-o-y basis to 118, 14% at
the end of 2008, In particular, the provisien
coverage ratio of the large commercial banks
rose by 76. 3% percentage points to 1100 15% ,
and that of the 12 J5CBs increasad by 54 %

percentage points o 169 57% [ Fgure BL 3).

Figure B1.5 Provision Coverage Ratio of
the 17 Major Commercial Banks

[ jreand )
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Liabilities, Capital and Liguidity

The Scale and Structure of Liakilities

As of the end of 2008, the Labilities of the 17
major commercinl banks totaled EMB 3901

1 Provision cosrags matio = loan loss peovision / omsssding NPLs = 1N%,
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trillion yuan, representing a y-o0-y growth of
15. 22% and sccounting for 65. 72% of the
izl lishilities of all financial institutiong in
the banking sector. In particular, the liabilities
of the large commercial banks accounted for
51.57% of the total lishilities, down 2. 18
percentage points; the liabilites of the 12
JISCBs accounted for 14 13% , up 0. 29 per-
centage points

By the end of 2008 | deposits of the 17 major
commercial banks totaled BMB 33. 32 trillion
vign, rising by 19 68% veo-v, In particular,
corporate deposits increased by 14 37% , with
8 drop of 6. 52 percentage points in its growth
rate; household savings rose by 25, 26% ,
with an increase of 22, 15 percentage poinis in
its growth rate. As a result of stock mardet ad-
justment and international financial crisis im-
pact, households were reloctant o invest and
their savings increased drumatically, The pro-
portion of corporate deposits and  howsehold
gavings in total labilities of the 17 major corm-
mercial banks increased by 2. 74 percentage
points y-o-v.

Capital and CAR

By the end of 2008, all the 17 major commer-
cial banks had met the CAR requirement of
the CBEC, Both the CCAR and CAR of the

17 major commercial banks saw an increase,
reaching @. 52% and 11. T6% respectively. In

B0, the net capital of the 17 major commer-
cial banks grew by RME 1 102.372 billion
yuan or 74.01% y-o-y. The capital injection
inte ABC greatly improved its capital strength
and therefore enhanced the owverall CAR of

major commercial banks,

P

In 2006, deposits of major commercial banks
grew faster than iheir loans { Figure BL 6 ),
At the end of 2008, the loan/deposit ratio of
the 17 major commercial banks recorded
60 87% , down 1.2 percentage poinis over
the previous year; the lguidity ratio' was
4 35% |, increasing by & 08 percentage points
and indicating sufficient overall liquidity.

Figure B1. & Growth of Loans and Depos-
its of the 17 Major Commercial Banks in
2008
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{ By Wang Man and Zhao Min )
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fanuary 22

The Federal Reserve urgently lowers its target
for the federal funds rate 75 basis points from
4. 25% to 3. 5% , and at the same time, low-
ers the discount rate 75 basis points o 4, 0%

fanuary 30

UBS annoumces a loss estimation of USD 11
Billion for the fourth quarer of 2007, after
writedowns of USD 14 billion on subprime

mortgage asuts
February 17

The UK povernment decides to natonalize
Northern Rock.

March 16

The Federal Reserve takes the lead to bail out
Bear Stearns by providing Lguidity soppor o
it through JP Morgan Chase and supporting JP
Morgan Chase 1o buy Bear Steams,

May 2

The Pederal Reserve announces an increase in
the amounts suctioned under its TAF , incres-
55 118 lemporary reciprocal curfency amange-
ments with ECE and the Swiss Matonal Bank
and authorizes an expansion of the collateral
that can be pledged in TSLF auctions,

Fuly 11

IndyMac Bank, the 1S mortgage loan institu-
tion hesdguarterad in California, 15 took over
by FDIC due to its severs bank mn

Fuly 30

The Federal Beserve announces four measures

o enhance the effectivensss of its existing lig-
widity facilities . including extension of PDCF
and TSLF through January 30, 20080; an in-
crease of the amounts auctioned under TSLEF;
the introduction of Bd-day TAF loans as a
complement to 28-day TAF loans; an incrense
in the Pederal Reserve's dollar swap Line with
ECH.

September 7
The US government anmounces to take ower
September 15

Lehman Brothers files for bankmaptcy protec-
Homn.

September 15

Bank of America announces to acquire Merrill

Lynch in a USD 50 billion all-stock transac-
tion,

September 16

The Federal Reserve authorizes the Federal
Reserve Bank of Mew Yok to lend up to UISD
B5 billion to ANG, s0 a5 to protect the interssts
of the U5 government and axpayers.

September 18

Lloyds TSB, the UK fifth largest bank, an-
nounces to acguire Halifax and Bank of Scot-
laned im an all-stock transaction with an amount
of GBP 12, 2 hillion.

September 21

The Federal Reserve announces its approval of
the spplications by Goldman Sachs and Mor-
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gon Stankey to become bank bolding compa-

nies.

September 25

Washington Mutual, the US largest savings
and boan institution, is clossd and took over
by FDIC, marking the biggest bank fadlure in
the US history.

September 28
The governments of Belgiom , the Metherlands
and Luxembourg jointdy inject capital into the
Fortis Group, with Belgium and the Mether-
lands paying EUTR 4. 7 billion and EUR 4 bil-

lion respectively, and Luzembourg providing
a EUR 2. 5 billion convertible loan.

October 3

The US House of Representatives approves a
USE 700 billion financial system bailout bill,
and President Bush signs the bill soon.

Oktoder 3

The UE govemnment announces 0 raise the
pguaranteed compensation thresheld from GBP
35 D0 to GBP 50 000 for housshold deposits,

October &

The Federal Reserve announces that it will pay
interest on depository instiiutions’ reserve bal-
ances at the Federn]l Reserve.

Octiber &

Bank of Japan continues o inject liguidity into
the market and provide more loans in US
dollar, By October 6, Bank of Japan has been
providing liguidity to the short-term financial

market for 14 consecutive working days, with
the total amount of JPY 26. 1 wrillion,

Okdobver 7

The Federal Reserve announces the creation of
the Commercial Paper Funding Facility, and
the establishment of a 5PV that will purchasze
three-month unsecured and asset-backed com-
mercial paper directly from eligible 1S issu-

[ 1

Odolver 8

The US Pederal Open Market Commities de-
cides to lower its target for the foderal funds
rabe 50 basis podnts o L 5% . On the same
day , the Bank of England , Bank of Canada,
Sveriges Riksbank | Swiss Mational Bank and
ECB also anpounce reductions of 50 basis

points in interest rates,

From September 29 ta October 7

The keeland government successively akes o-
ver the three big domestic banks, i e. Glitnir
tunk, Landsbanki Islonds and Kaupthing
Bank.

Octoler 10

The Japanese insurer Yamaw Life Insurance
Co. files for bankrupicy protection from the
Tokye court

Oktober 11

Both the G7 Finance Ministers® Meeting and
the G20 mesiing promize exceptional urgent
actions to tackle the global credit crsis, and
come oul with 2 series of plans w avoid Failure
of major financial institwtions and unfreeze
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credit and money markets,

October 12

In Paris, leaders of 15 countries of the euro-
zone hold the first summit since the surc was
launched , and agree on an action plan by na-
tonal governments (o guaraniee bank refun-
ding and inject capital into banks,

Octoder 12

The Australian Commonwealth Government
apnounces thres measures; to  guamantes
wholesale funding of all Avstralian banks in
the international financial market, o guarantes
all the deposiis held in banks or other deposit-
taking imstitutions in Australia for the future
three years with no cap, and to direct the Aus-
tralisn Office of Financial Management to pur-
chaze RMES totaling AUD 4 billion.

Octoder 12

The Reserve Bank of New Zealand and the
Minisry of Finance jointly announce o intro-
duce a deposit guarantes scheme for all depos-
its of Mew Zealand-registered banks and non-
bank deposit-taking financial institutions,
Odober 13

The UK government announces that it will in-

ject capital into domestic banks and building

RoCeiiEs.

Octoder 14

The FDIC announces to guarantee the newly is-
sued unsecured preferred debts of banks, thrifts

and cenan holding companies, and provide
full deposit insurance coverage for non-interest

bearing deposit transpction accounts,
Odober 15

EU member countries agree on a EUR 1.7
trillion { USD 2. 3 trillion )} continent-wide -
mergency bailout plan for the financial sector.

Odober 16

75 President Bush announces that the govern-
ment will use USD 250 billion to directly buy
shares of major fioancial instmtons, with
50 125 billion injected into the 9 big banks
inclhading Citigroup in the firs place,

Oddober 21

The Federal Beserve announces the creation of
MMIFF, o provide Hguwidity w money market
investors and ease the strain on shon-term debt
markets,

October 22

The Argentine government announces o na-
tionalize private pension funds of USD 29 bil-
liom. D to market concerns on the soversign
risk of Argentina, the CDS spread for the

country surges fo 42, 5%,
Odober 24

The FDIC announces the Temporary Liguidity
Guaraniee Program , providing a guarantes for
bank debts and deposits of about UUSD 2 mil-
lion.

October 26

IMF and the Ukmuine govemnmment reach an a-
greement that IMF will provide a USD 16. 5
billion loan to Ukraine to help it stabilize the
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ecopomy and financial system.
Noventher 3

The UK HM Treasury announces the establish-
ment of UK Financial Investments Limited to
manage the govemnment's shareholding in
commercial banks.

Novenber 4

Malaysia and Chile announce their sconomic
stimulus plans, and German Chaneellor Ange-
la Merkel also endorses a stinilug plan o fend
off shocks of the international financial crisia.

Novemher 10

The Federal Reserve ansounces i3 approval of
the applications by American Express Compa-
ny and American Express Travel Related Serv-
ices Company to become bank holding compa-
nies, On the same day, the U5 Treasury an-
nounces i it will purchase USD 40 billion of
ALG senior prefered shares, as part of he o-
verall rescue plan for AIG.

Novenber 15

The G20 Summit on Financial Markers and the
World Ecopomy closes in Washington D, .
The summit agrees v enhance international
cooperation , make joint effors o ackle the
finuneinl crisis and restore ecopomic growth,
and proposes to reform the global financial
sysiem to prevent a similar global crisis from
happening again.

November 20

The Italian govemment proposes to provide fi-
nancial aid of EUR 2 — 4 billion to businegsses

and households | as port of its stimolus pockage
of EUE BD billion fo expand domestic demand,

November 21

The Singapore govemment announces its fiscal
stimulus package of 3GD 2.1 billion to pro-
vide more loans w enterprises.

November 23

The FDIC decides to guarantee all US banks’
debts with the amount up to USD 1. 4 trillion.

Noventher 23

The US Treasury , Federal Reserve , and FIDIC
announce their rescue package for Citgroup.
The Treasury and FDIC will provide protec-
tion on an assel pool of approximately USD
306 billion of Citigroup , and the Treasury will
also invest USD 20 hillion in Citigroup from
the Troubled Asset Relief Program.

Notwsther 25

France is drawing up an economie stmules
plan of ELUR 19 hillion o sepport 315 auiomio-
bile and constraction industtes,

Novemher 25

Argenting decides to inject about USD 21 bal-
lion into its infrastructure industry.

Novemher 26

The European Commission approves a stim-
lus package of about EUR 200 billien { ap-

proximately USD 260 billien ) covering all
member countmes
Diecember 2

Finance ministers of 27 EUJ member couniries
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agree (o increase the minimum level of deposit
insurance coverage from EUR 200 0 to ETTR
100 D00,

December 15

Bemie Madoff, a former chairman of the
NASDAQ stock market, is found owt w be
running a USD 50 billion swindle.

December 16

The Federal Beserve announces to establish a
target range for the federal funds rate of 0 to
0 25%.

December 19

The US government decides fo offer Ceneral

Motors Corp, and Chrysler LLC three-year e-
mergency loans totaling USD 13, 4 billion.

December 20

IMF, together with the World Bank and ELT,
decides to provide a ELJR 7. 5 billion [ approx-
imately USD 10, 4 billion ) emergency boan 1o
Latvia.

December 24

The US GMAC Financial Services 15 approved
by the Federal Reserve to become a bank
holding company , 50 a8 to be qualified o ap-
ply for sssistunce from the treasury fnancial
rescue package.

{ By Guo Jia)
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fanuary 16

PBC decides to raise the RMB reserve requine-
ment ratio for depositery financial institutions
by (1. 5 percentage points to 15% as of January
235,

Februgry 19

PRC, CBRC, CSRC and CIRC jointly release
the Eleventh Five-Year Plan for Financial De-
velopment and Reform, which stipulates 1o
promote the development of bond markel es-

pecially  the Enterprise Bond { Corporate
Bond) market,

March 5

Premier Wen Jiabao delivers the Report on the
Work of the Government a1 the First Session
of the 11" Mational People’s Congress. The
report notes that in view of the current domes-
tic and international economic situation, a
sound fiscal policy and a tight monetary policy
should be adopted for the vear 2008, The pri-
mary task for macroeconomic manigement in
2006 is to prevent rapid economic grosth from
becoming overheated and prevent structural
price increases from mming inte significant -
flation § also referred w as * two preven-
o™ ),

March 18

PBC decides to raise the BMB reserve require-
ment ratio for depository financial institutions
by 0.5 percentage points to 15 5% a5 of
March 23,
March 19

PEC, CBRC, CSRC and CIRC jointly release

the Opirions on Extending Financial Support
te Accelerate the Development of the Services
Sechor,

April 16
PBC decides to raise the RMB reserve require-
ment ratio for depository fnamcial instntons

by 0. 5 percentage points to 16% as of April
25

May 12

PBC decides to raise the RMB reserve require-
ment ratio for depository financial instutons
by 0. 5 percentage points to 16. 5% as of May
20,

May 19

PBC and CBEC issus the Emergency Motice
on Strengthering  Financial Services in the
Earthgquake-hit Areas ( Mo 1), which speci-
fies special policies to be adopted to resume fi-
nancial services in areas most affected by the
carthquake ,  including  Sichuan,  Gansuo,
Shaanxi, Chongging and Yunnan.,

fune 7
PBC decides to raise the RMB reserve reguire-
ment ratio for depository financial institutions
by 1 percentage point to 17. 3% . The ratio is
to be raised by 0.5 percentage points as of
June 15 and by another 0. 5 percentage points
as of June 25, Financial institutions incorpo-
rated in the worst quake-hit areas will post-
pone carrving oul the increases,

fuly 25

The Political Borean of the CPC Central Com-
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mittes holds o meeting to study the ongoing e-
conomic trend and work. The meeting decides
to shift the primary task for macroeconomic
management, which has been formerly de-
fined o be “iwo prevention” , to be mainte-
nance of steady and rapid economic growth
and curting price hikes, indicating emphasis
on containing inflation.

September 15

PBC announces that as of September 25, the
BME reserve reguirement ratic is to be low-
ered by 1 percentage point for depesitory fi-
nancial instimtions , with the temporary excep-
tion of ICBC, ABC, BOC, COCE, BOOOM
and PSBC. In particular, the reserve reguine-
ment ratio for financial insfiiutions incorporal-
ed in areas worst hit by the Wenchuan Earth-

quake will be cut by 2 percentage poinis,

September 16

FBC decides w lower the RMB benchmark
lending rate for financial instimtions, The ome-
year BMB benchmark lending rate is cut from
7.47% to 7.20% , down (.27 percentage
points. Benchmark lending rates of other ma-
turities are lowered accordingly. At the same
time, the interest rotes on individual housing
provident fund loans are also lowered. The
rate ofn individual bousing  provident fond
leans with maturities of up to 5 years is low-
ered from 4. 77% w4 3% , down 0, 18 per-
centage points; and the rate on loans with ma-
writies of above 5 years i3 lowered from
0. 22% to 5. 13% , down 0009 percentage
points, The benchmark deposit rates remadn
unchanged.

September 23

The Central Huijin Investment Co, Lid, spon-
taneously scquires shares of ICBC, BOC and
CCB via the secondary market to promote the
dable operution and development of muajor
state-owned financial insttutions and stabilize

the stock price of state-owned commercial
hanks

Septensher 27

Premier Wen Jishao attends the Summer Da-
vos Forom 2008 in Tianjin, and delivers a
speech ttled Reform and Opening-up is the E-
ternal Driving Force For China's Develop-
e,

Oktolrer 8

PBC decides to cut the RMB reserve mequire-
ment ratio for depository financial institutions
by L 5 pereentage points as of October 15, It
also decides to cut the cne-vear EMEB bench-
mark deposit and lending rates both by 0. 27
percentage points & of October 9. Benchmark
deposit and lending raes for other maturites
are to be adjusted accordingly.

From Cetober 3t 12

The third Plenum of the 17" Central Commit-
tee of CPC is beld in Bejjing, which reviews
and issues the Decision of the Central Commii-
tee of CPC on Several Major [sues Related to
Promusing the Reform and Development of Ru-
ral Areas,

October 14

The government of Hong Kong Special Ad-
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ministrative Hegion | SAR ) aonounces o use
the Exchange Fund to guarantee all deposits
[ held with all suthorized institutions in Hong
Kong inclueding those held with Hong Kong
brunches of oversens institutons ), and to es-
tahlish a Contingent Bank Capital Facility
(CBCE) for the purpose of making available
additional capital to licensed banks.

October 14

The government of Macao Special Adminiatra-
tive Region announces that it will guamantes
the full payment of all customer deposits held
with authorized banks in Macao, and when
neceszary , will provide sufficient ligquidity or
even capital support o0 authorized banks in
Macao,

Odober 15

PBC and CBRC jointly release the Opinions
on Aceelerating Innovarlon of Financial Prod-
ucts and Services in Bural Areas, deciding to
launch a pilot program of rural financial prod-
ucts and services innovation in mapor grain-
producing regions or selected counties and
county-level cities with solid economic funda-
mentals in the & central provinces and 3 north-

Oddober 24

President Hu Jintao addresses the opening cer-
emony of the Seventh Asia-Europe Meeting
In his speech, he stresses that Ching shouold
first and foremost, run i3 own affairs well by
making efforts o expand domestic demand es-
pecially consumption demand, s¢ a8 0 main-
tain economic, financial and capital market

stability, and promote the fast and sound de-
velopment of the economy and society.

Oddoder 27

PBC decides w lower the floor rates on com-
mercial individoal housing loans to 0.7 times
ihe benchmark lending rues, and the mini-
mum down payment tatio to 20% a5 of Ccto-
ber 27, Imerest rates on individeal housing
provident fund loans are also lowered The
rates on individual hoosing  provident fund
loans with maturities up to 5 years [ inclhisive)
and with mafurities above 5 years will be low-
ered from the cument 4. 32% to 4. 05% and
from the curmeat 4. B6% w0 4, 59% respeciive-
ly, both by 0. 27 percentage points.

October 30

PBC decides tw lower the one-year EMB
benchmark deposit and lending mtes for finan-
cial instimtions to 3. 60% and 6. 66% respec-
tively as of October 30, both by 0, 27 percent-
age points, Benchmark deposit and lending
rates for other maturities will be adjusted ac-
cordingly. Interest rates on individual housing
provident fund loans remain unchangesd,

Odober 30

CBRC releases the first set of mules for Basel 1T
implementation in China, including the Guid-
ance on Classifying Credit Risk Exposure in
Banking Book of Commercial Banks, the Su-
pervisory Guidanee on fnternal Rating System
for Crediv Risk of Commercial Banks, the
Cuidance on Regwlatery Capital Measurement
[for Special Lending of Commercial Banks | the
Guidance on Regulatory Capital Measurement
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for Credit Risk Mitigation of Commercial
Banks and the Guidance on Regulatary Capital
Measurement for Operational Risk of Comeer-
ciagl Banks. This set of nules lays o solid foun-
dation for the scheduled implementation of Ba-
sel 11 by the end of 2000

November 5

The State Council puts forward 10 specific
measures o further expand domestic demand
and promote economic growth,

November &

The Central Huijin Investment Coo Lid. in-
jects the UUSD equivalent of RMB 130 billion
vuan inip ABC, and will held 50% of ABC
shares , becoming the first major shareholder
of ABC together with the Ministry of Finance.

November 1.5

The G20 Summit on Finaneial Markets and the
World Economy 15 held in Washington D C. .
Pregident Hu Jintap attends the meeting and
delivers an speech titled Tiding Ohver DNfficul-
riex Through Concerred Efforts.

Novembher 16

An informal meeting held by Finance Minis-
ters of China, Jopan and South Korea agrees
to boost bilateral currency swaps among the
thres counitries,

Noventher 18

PBC announces China's formal aceession to
the Inter-American Development Bank CGroup.

Notemther 26

PBC decides to Lower the one-year RMB
benchmark deposit and lending rates for finan-
cinl insttutions by 1. 08 percentage points as
of Movember 27. Benchmark deposit and
lending rates for other maturities are to be ad-
justed accordingly. Meanwwhile, the interest
rates on central bank lending and rediscounts
are to be lowered. As of December 5, the
EME reserve requirement ratio is to be low-
ered by 1 percentage point for lurge depository
financial institutions, inchiding ICBC, ABC,
BOC, CCB, BOCOM and PSBC, and by 2
percentage points for small and medinm-sized
depositary financial instintions, The preferan-
tial reserve requirement ratio for rural financial
institutions and the financial instiutions in the
arexs hit by Wenchuan Eartbquake remains
unchunged.

December 5

The fifth China-U5 5Strategic Economic Dia-
logue , an important dialogue during the 30"
anniversary of the establishment of China-U5
diplomatic relations . s wrapped up, leading
to 3 number of consensus with 40 remarkable
reslis achieved.

December 8

The Hong Konig SAR goverimenl annoinces o

econemic stimulus measures.

From December 8 to 10

The Central Economic Work Conference is

beld in Befjing, The conference puts forwand
the major task of the economic work for 2009
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which is o enhonce and Improve mecroeco-
nomic mansgement and carry out an setive fis-
cal policy as well as 3 moderately loose mone-
tary policy. Rural economic growth should be
maintained and further enhanced, to ensure
the effective supply of farm produce and the
increase in farmers” income. The growth pat-
tem should be further ransformed to promote
strategic adjustments of the economic stmic-
mre, Efforis should be continued to advance
the reform and opening-up, and improve the
scientific development mechanism It is also
sireqsed that more efforts should be made to
address the problems and difficultes related to
interests of ondinary people, =0 a8 t0 maintain
social stability.

December 10

CBRC releases the Rk Maragement Guide-
lines on Merger and Acquivition Loans of
Commercial Barks, permiting qualified com-
mercial banks to make merger and nequisition
(M&A) loans,

December 12

China and Scuth Kerea announce to sign a bi-
Isteral currency swap agreement, which speci-
fies the cumrency swap size of up to RMB 180
Billion yuan KEW 38 wrillion,

December 13

The State Council releases the Several Opin-
ions on Providing Financig! Support for Eco-
nomic Development Currengly, which is also
mentioned as the 30 Measures of Providing Fi-
nancial Support for Ecotomic Developrment,

December 16

The Hong Kong Monetary  Authority  an-
nounces to lower the Base Rate to 0.5% by 1

percentage point
Diecember 16

The China Development Bank Co. Lid. is of-
ficially inaugurated.
December 22

PBC decides to cut the one-year RMEB bench-
mark deposit and lending rates both by (1, 27
percentage points as of December 23, 2008,
Benchmark deposit and lending mtes for other
maturities are 0 be adjusted accordingly. The
centrul bank lending rates and rediscount rates
will alzo be lowered. The RMBE reserve re-
quirement ratic for financial institutions is to
be lowered by 0, 5 percentage points & of De-
cember 25.

{ By Xie Dan)
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Table B4.1 Selected Economic Indicators

| Year-end Balance )

Tiemes 2 ) 53 20045 2T N0E
L I52 BTAL 8 1ER BST7.O 210 92% 0 SR S A&T0
{10 medifion of RME yuwan)
Indasimial YVale Added i 210 1 TiED. 8 9 ASLO 107 AAT.0 1E 1120
Fixed Asset Invesiment
. T3, T N
(100 mellion of ) TATT. 4 BRTTAG 100 TR 13T EG.0 172 M)
= = S50 500, 0 67 1T%. 6  ThH 4100 BO 2100 108 45R. 0
{ 100 million of RME yuan)
Lirban 5 0R T 450043 5] 426 6l 411, 0 T3 TE3. N0
Coundy & Below a5 3  EoE3 2484674 20 TR0 B4 TRR 0

Export & Import | 100 puillien o L50) 11 45 5 14 2149 1 17 &k 0 21 TRE O 5 616, 0
Export Rch i T a1 5 O A, 4 L2 180 14 2850
Lmport S6LEH i 5O, 5 T 94 b 0 5580 11 3300
Balance 200 1 Xk 10 1 TTk i 2 622 0 2 U550

Porelgn DN Investmment

W 3 A, 2 i, 7 T4, 0 4,0
{ 100 meillion of USD)
FPorelgn Exchangs Reserve
i 3 T i A 3
(100 million of USD) (EF, f188.7 L 4 15 x5 19 460
£ . ot 1L @ 101, 8 L. & 10 & 1005, @
{ previows pear = L)

Fiscal Bevens: {ll:}ml'm‘mq'm_}un} 65 TG 5 I 9% RE TAHOLZ 51 B O fal 316, 0
. e 2 469 I[oELE 4227 40 65 4 62 427.0
{ 100 million of RME yuan) ' ' ' '

Fiscal Balancs {lm.:mﬁ.hﬂql'mzrm] — 2 (EHL 4 —228l.0 -2I6E 5 1 T34 6 =1 11 1

= ¥ el T G422 ) ik 398, 0 11 TS0 b 13 THG O 15 TEL N0
Income | yaan )

Per Capila Rural ressd BMet Incoume

et 2 3G, 38550 3 EHT 4 LD 0¥ 4 6L 0
{ yan )
Mumber of Empl Persons in Lirhan
e L 26476 7R3l 2R 1D 208 50 802, 10
Area | miflion)
serod Unemployment Bate in Uirkan

Regd " e 4.2 42 41 4.0 4.2
Area (% )

Total Population I:.u:l:l'Ih:ul::l 1 299 49 1 307, 56 1 314 48 1 321.29 1 328, 02

Source; Caloulated based on dai from * Chine Sestistéical Yearbook" , * Statistical Commumigoe of The
People’s Republic of Ching on the Mationad Ecomomic and Social Development”™ and other relassd materials,

Data of 2008 was from = Statisticsl Commundgue of The People's Bepublic of China on the 2008 Marional Beo-
pomic and Social Development™ and “Repart on the Implementation of the Cendral and Local Budgeds for 2008 and
on the Dmaft of Cenral and Local Budgets for 20047,
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Table B4. 2 Selected Financial Indicators (1)
[ Year-end Balance )
[ 100 miliinn. af RHE pea)

Ingsimic i) s L 20077 200
Money & Quasi-money | M, ) 254100,0  2OATRA T MEA0A G 408 4422 75 16,
J!-'[m.:j'l[b'l,}l 05 0, T 07T 278 8 126 083 1 152 560, 1 166 217. 1
Cmmqi.n{fn'ﬂliﬁm{}d,:l b ) 240817 2T T2 6 ADATR 2 B 219,00
Total Deposits with Financial Institosoess 241 4243 28T 169.5 335 459.8  #9 371.2 dh 20E. 3
Urban & Funl Household Deposais 119 555, 4 131 O&L. 161 S87. & TZ2o0M. 2 217 8. 3
Enterprise Deposits Bl 669 5 o6 135 T 113 239.0 136 678 7 157 632 2
Tuullﬂﬁ.ugb}'l-'inmallunmlm 178 197, &8 Ieh 6t 4 225 340. 2 261 6UL Y N 3k, 6
Source . PRC.

Table B4. 3 Selected Financial Indicators (2)

[ Growth Hates)
| peronsat
Ttems 2 25 06 2007 2000

Money & Quasi-money | M, ) 14.7 176 16 95 16 74 17. a2
Maney (M, ) 126 1L & 17. 49 21. 05 o, 06
Currency in Circulation | M, BT 1.9 12 65 L 20 | P
Total Deposits with Financial Institotiens 160 19,0 I, 83 L, €7 1%, 73
Lirban & Rural Household Deposiis 15.4 180 14, 56 i 77 2, 20
Enterprise Deposits 16. & 1% 6 17. 78 2% 46 13 67
Toeal Lending by Financial Instinstions 145 150 15. 10 16, 1 1% 73

Mote: ;. Growth rates have besn adjusied s reflss eeent changes in coverags

Souree . PBRC.

Table B4. 4  Intemational Liquidity

(| mullfiney & LED]
Inemmes 2k 2005 A0 2007 200E
Total Reserves {mines gold]) 6l3 725 a2l 514 1wt 536 1 5300270 1 949 260
Speclal Deawing Righes (SDRs) ] 1 251 1113 1 1% 1 1494
Reserve Positions in IMF 2432 [ | 1041 aa0 203l
Foreign Exchange AR a2 SIEAT2 1066384 1520290 1 946030
Goldd ( millions of ounce ) 1% 20 19. 2% 19, M 19, 29 1%, 29
Gold ([ national valuntion ) 4074 4074 4 074 4 074 4 074
Companies 55 A5 41 96 33l T34 H2 67k Th 255
It ¢ ﬂ}&muﬁngmlbwdmﬁmimdﬁnmdﬂmm,hmﬂﬂﬂﬂﬂmmw

ales was aided alnee 2006, measwhdle the category of Deposit Monetary Banks was cancelled,
FOwher Depository Companics have a wider covernge, compared with Deposit Monetary Banks, i 2
including Mational Development Bank and China Imporn & Export Bank.
Source: PRC.
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Table B4. 5 Gold and Foreign Exchange Reserves

Forclgn Exchampe Change in Forelgn
Year Ciold Reserves Reserves Eachange Reserves
(10 thonsand of ounee} o meillion of USD) { percent)
155 1 267 T 0 A2 6
156G 1 267 10503 2.7
19497 1 267 1 a9 55,2
1956 1 267 1 448 6 A.6
15HE) 1 267 15860 ()
2000 1 267 1685.7 7.0
2001 1 68 2 121.7 21, 1
20Mn2 1 e 2861 5.0
20N 1 e 40325 kB
AW 1 920 LR 513
NS 1 920 B 1887 4.3
NG 1 92 10 653 4 &, 2
2007 1929 15 282 5 4.3
2008 1929 19 460, 3 7.3

Mte; PBC made adjustment o data of gold reserves in December 2000 and December 2002,
Soarce: FEC.

Table B4. & Assets of Chinas Financlal Sector
{ Including foreign currencies )

{ December 31, 2008 )

[ trillioms of BB yusa)

Ieems Balance

Financial Secior Hi. 62
Central Rank 2. T
Banking Financial Institutions G2, 30
Securities Financial Institutions 1L1%
Imsurance Financial Insinstions 3. 534

Mote; Secumiees Financlal Instirudons only ineludes secorties companses,
Source; Caloalabsd by the Financial Stabilicy Analysis Group of PBC,
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Table B4. T Depository Corporations Survey in 2008
[ Quarter-end Balance )
I:'I'.'l.'l mullinn af EHE _'ru'nl::l

liems Quaaster | (razrer 2 Quarier 3 Caaster 4
Met Fareign Assets 150 967.47  I6GR2TL 60 171 A8, 02 178 970, 6l
Domestic Credit MEITEAD  ASEOTOLGT 362 050,53 F79 AR 67
Claims om Governments [ net ) 24 26745 18 904, 12 18 570, 20 20 43450
Claims om Mom-financial Secors M0 0P, ek AL0 871 W Al 2, 51 X25 60, B9
Claims om other Financial Seciors 23 Tod, 71 24 195, 50 24 349, T4 24 303, 19
Mioney & Cuasi-monsy 423 N54, 53 443 141, 2 452 #0, TO 475 Loih, fld
Money 150 86747 IS4 82015 155 744,97 166 217. 13
Cosrency in Clreulation 30 433, 07 30 151 32 31 724 B0 34 218 9
Demand Deposits 120 434,40 1249 638 124 (624, 09 131 908, 17
(haasi-money FIZIAT.0G6  ZAE RN BT 297 149.73 306 940, 47
Time Deposits 71 59933 77 961 31 B4 5. 11 A2 399, 65
Househild Deposits 187 41488 194 269.47 204 42417 217 B0L 36
Other Dreposts 13 172 65 16 071, 19 8 680, 45 R BOA. 26
Depasits not Inchded in Broad Money 9 A6 43 0 377, 30 10 929, 06 11 210, 92
Bonds 36 TAT. T0 an 2910, 19 19 K16, 65 42 395,28
Pait-in Capital 16 TON. 56 18 885, 76 19 121. 49 21 970, A3
Oxher ltems {met) 10 84, 0 i 6l 7. @ 11 817, 7 T G, 7

Mntes . (TPBC began o compile Depository Corporations Survey from 2006, Depository Corpomiions Survey
dhes niod cover Trust lovestmenl Company and Financaal Lease Company , compared with femer Banking Survey.
FData of Other Depasits does nol melisde margin deposits of Mon-finsncial Companies since 2006,
Soures; PBRC.
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Table B4. 8 Balance Sheet of Monetary Authority in 2008

| Quarter-end Balance )
(100 miliinn of AWE ywan]

s Chesmer 1 Chasmer 2 Chasmir 3 Chuartes 4

Foreign Assets 187 406, B2 149 560, 16 15T A, 88 162 548, 52
Porelgn Exchangs 127 D309 L3k @49t 4 15 LEE B 14& 624 26
Mloney Cokld 337, 24 30 24 337, 24 J3T. 23
Oiher Foreign Assets Qo409 14948 14 AT 2 Bk a2
Claims on Govemments 1631771 16 27 77 16 23, %% 16 195, 90
O which, Central Ceovnernment 16 31771 16 279 77 16 235, 94 16 195. 99
Claims on Cther Deposiiorny Corpomtions [ 037, a0 B 04T, 51 B 544 44 1 42 S
Claims on Other Pinancial Corpomations 1220074 1219001 12 144 1] BSE 66
Claims on Mon-financlal Corporstions TN E. .12 4. 12 4412
Other Assels T 920, 10 T 914 27 & 09, 5h i (27, 20
Totul Assets IR 047.79 1% D0l 94 202 924, 30 207 095 99
Reserve Monzy I 22418 115 358,06 117 246, 06 120 E2R An
Cormency [asssnos 35 44762 33 075. 73 F BT, (5 37115 76
Deposits of Financial Corporations N ThA, 56 B2 2T1. &2 B2 459 97 o2 106, 57
Other Depository Corporations 060643 B2NTLOG B2 ATAO54 G0 94 TR
Cither Financial Corporations IVa 15 1, & fl. 43 211. 85

Depasits of Non-fimancial Cosporations — — — —_

Deposit: of Fleancial Corporations not cheded

in Reserve Money 40, 19 SHL TR 564, 6 591, 20
Bomd lssuance A9 53 B4 41 Hil. T4 45 Bl 45 770 83
Foreign Linhilities Q4. 55 W B Bz, 2 THZ 50
Deposits of Government 20 557,65 2T 41487 IT ML 46 16 R 0M
Crwn Capiral 219,75 219 75 21% 75 219, 75
Other Loshilities 15 074 53 T 8BZ 37 10 751, 458 13 586, 45
Totul Linhilities IR 047.79 194 Il 94 202 924. 30 207 095, 99

Mote; The calegory of Deposits ol Finapcial Corpombions nod incleded i Feserve Momey was added since
208, meanwhile the category of Depmaics of Mon-financial Corporations and Demsnd Deposits was caneelbsd
Sourcs; PR
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Table B4. 9 Balance Sheet of Other Depository Corporations in 2008

[ Quarter-end Balance )
[ 100 miliinn. af RHE pea)

hems Craarter | Quamer 2 Quarer 3 Chuartes 4
Foreign Assets NI 16 MNISE0E M1ED. 4T 22 A08.06
Reserve Assets TEQIT. AT B AR B0 B4 805, 0] o3 915, A2
Deepowits with Central Bank DO 50  ANOML2E  BlA54. B0 01 OIR 52
Cash in Vauk & 00, AT I oM BT & 1501 21 2 B, B
Claims on Covernments 20507.99 OS00RT.T2 295TRE0  3OMZ 4
Of which: Central Govemnment 20507.09 GN0RT.T2  295TLED 3O M2 4
Clatma on Ceniral Bank 41960.05 BREIOL0OS 4041902 42 6BZ 96
Claims on Other Depasitory Comarmtions A4O0T.00  GETHA DA TIAI4Bl TS T4l 12
Claims om Oeher Financial Corporations 11 416, 97 L O, 448 12 246, 3 12 450, 53
Claims oa Mon-financial Corparsions 247 25207 255 506.098 263 0B0.Bs 268 450.43
Claims om Ckher Resident Sectoms 53 10 65 55 AN BS 56 897, 53 57 1346, 93
Other Assets RZOTR.A6 A2547.17T 32309.50  XA600. 40
Total Asscis 574 BAS.RX 50 BSOS 0T 6ll 207, M0 6dl S0 68
Lishilitiex 10 Mon-financial Institations and
Households I3 19925 410 464 B1 426 503,21 447 253,45
Depasits Incladed in Broad Money FTOMAL G  BOG AR A1 412 490 37 432 139,38
Esterprise Demand Deposits 120 434, 40 124 638 B3 12402400 131 998 17
Fnterprise Time Deposits TI5009.8%  TTORLE A4045. 11 B2 AA0.45
Houzehold Savings Deposits 97 41488 194 26047 204 424,17 217 B0L. 36
Deepeosits not Included in Broad Money DAEGAE  INATLAD 1092906 11 210,92
Transfersble Deposits 457,15 & e, 75 7,0 4 130, 146
Other Dreposts 635918 6TIASS T I10015 6 B71. 76
(iher Liabilities b e | & 197, % & 080, Th A3, 15
Lishilities 1o Cestral Bank 6297.30  GE5A21 A 26052 4 610, 08
Lishilities tn Other Depository Corpomtions 26TI.A ITAMOBR 20202 AT K2 A0 25
Lisbilirics 1 Other Fimncial Corporations ATHAT.Z1  BE299.49  3155L41 Z2 02082
OF which: Deposits Included in Broad Money 1IRITEAS  JGOTOL08 A A, 45 A B, 26
Forelgn Liabalithes SH0F  SSGATE 556405 5 143,38
Bond Dsuance B6TIT.T SEIMLI9 30AlA G5 42 335 2
Prid-im Capital L& 440, &1 18 ddy, 01 18 “Hill, T4 21 T51. O
Other Lishilities 4930695 S120L20 5341705 55 TR 40
Tutal Lisbilities ST4IR5. 82 596 30507 611 21T.30 641 SOL 69

Sourve: PRC
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Table B4. 10 Balance Sheet of Policy Banks in 2008
{ Quarter-end Balance )
[ 100 miliinn of RWE ywan )
kems Quarter | Chaamer?  Quamerd  Quarter 4
Foreign Assels 3 186, 96 4 Gl 99 3004 17 a3 5Z7. BS
Beserve Assets 1 108 25 1 545 72 1 589, 60 5 240, B
Deposits with Central Bank 1 104 61 154212 1 536,97 5 237. 9
Cacsh in Vanli A 64 & L 27
Claims on Govemments an iz T 7B w15 I 36
(X which: Central (Government an Az TR nl 15 X1, &5
Claims on Ceniral Bank 1 48 Th 1 576, 38 1 Tib. 76 1 &0l 33
Claims on Cther Depository Corparations 2OGE 17 A 251 12 207785 1 454, iR
Claims on Cther Financial Corporations 1 EY, 20 1 @& 71 1 182 73 49, 92
Claims on Mon-financial Corporations 3T 1 D 3 726 32 39 647, B3 41 #l14. 32
Claims on Cther Resident Seciors a0 32 34.73 A 74 5. 58
(ther Assels TIE 50 890 08 1 067, 40 1 952. 54
Total Assets 49 350,87 51 81583 S5»IMnOT 57 7a, 0
Lishilities io Mon-financial Instibsisons and
Homsehalds 3 154 74 A 59079 3 A3 6T 4 130, 45
Deposits Inchaded in Broad Money 2 2 98 A A7 an I 4L 11 3 Tal, B
Emterprise Demand Deposiis 2 XA 2 942 71 2t B A 147, 39
Emterprise Time Deposits . 10 G 19 T, A0 fald. 41
Household Savings Deposits
Deposits not Included in Broad Money wmr oar 30017 234,75 b
Transferahle Deposits 4085 257, 1 184, 54 282, 70
Other Depaosiis ki Al k(1 A 1T 35, 1r
(hther Lishilities T 94 T Az LI | 5, B
Lishilies s Central Bank 3RS S 3 fa5E 50 3 b, 5 3 hhE,
Lishilities @ Other Depository Corporations 161986 191423 216609  3290.28
Liahilities so Other Financial Corporations ToH, A3 1 01%, 1 1 333, 36 1 318, 95
OF which, Deposits Inchuded in Broad Money
Foreign Liahdlities Tah 58 T3 54 TAT. 65 50, A7
Bomd licuance 32 O2T. 6T 34 270004 35 226, 46 AT TNE. Bh
Paid-im Capital 2 10% 33 2 087, 62 2079, 46 3 156, 1)
Other Lisbilies 4 324 4l 4 233 95 4 #4. TH 3 T3, ik
Tutnl Linhilities 49 =0, 87 5] B15 83 R BT 7an

Sonrce, PRC
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Table B4. 11 Balance Sheet of State-cwned Commercial Banks in 2008

[ Quarter-end Balance )
[ 100 miliinn. af RHE pea)

hems Craarter | Quamer 2 Quarer 3 Chuartes 4
Foreign Assets 12976.34 1250817 1168679 12 55R 66
Reserve Assets A4, 2T 4 1TA A 43 0EE, 87 46 181, 14
Deepowits with Central Bank A5 136.64 ADARNL5T 4250560 244 B4T 98
Crsh in Vaulk 1 251, 63 1 297, &2 L 433, 07 1 338, 21
Claims on Covernments ITS0E 06  ITTA5BL 16 906, 93 T 6. 97
Of which: Central Govemnment 175206 ITT4RBlL 1690693 17 D697
Clatma on Ceniral Bank OTIEM  ITULO0 2930904 3105508
Claims on Other Depasitory Comarmtions 24267.66 D440 E1 40T 20 2605004
Claims om Oeher Financial Corporations B 5T, 05 0 A3 T3 O 00, 50 @61, 11
Claims oa Mon-financial Corparsions 115 0M0L 80 116 832,34  118514.05 115 080,37
Claims om Ckher Resident Sectoms 26 332, 15 27T 133, 1 27 BuT, 27 691, 43
Other Assets 1606030  JGZRLSE  1SA46. 40 21 98020
Total Asscis e 941,87 I 261,05 207 RIS, 5 30 195 98
Lishilities tn Mon-financinl Institations and
Househalds 21566121 22261408 291 412,01 240 415 98
Depasits Incladed in Broad Money 06 WAL 6T 21R 4TT.H4 22205950 230 R61.@0
Emterprise Demand Deposits A5 879,08 AT 61 57 T R, Tilk 301, b
Enterpeise Time Deposits ANAET.04 SR 09G04 35 369.09 ERESR 2R
Hemsehold Savings Deposiis L 59, 70 LLE 767,58 118 980, 02 1236 M 23
Deeposits not Included in Broad Money STOA57T G26AIT 663605 & 6N, 36
Transfersble Deposits 1 T, (¥ 1 S, B I B, 6 2 (ag, 01
Onher Dieposits AN 4354l 4TALZE 451245
Other Linhilities T50A.07T PATAR 271646 B45RT)
Lisbilities 1 Cestral Bask 1978001 196272 14521 426, 30
Lishilities 1 Otber Depository Corporations BTAZL23 B43319  TA7A 27 2 142. 75
Liabilicies 1o Other Financial Corporatiens 23 278, 60 23 204, X7 18 1E5, 25 18 T34, ¥
OF which; Deposits Included in Broad Money TTARZ21  IMGL5E 5140 515908
Foreign Liahilities G, T S, 54 L1, 67 8, 51
Bond lsuance 1379.50 137952 1439.17 1439, 42
Prid-in Capital 0 431, 52 O 43]. 52 o431, 52 1k BDS5, 41
Onher Lisbiliries A5 TH  ZRDDA DA IAOUES. 22 2053012
Tutal Lisbilities IR6 94087 294 26108 207 RIS, 82 310 195 98

Souree - PBC.
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Table B4. 12 Balance Sheet of Joint-stock Commencial Banks in 2008

| Quarter-end Balance )
(100 miliinn of AWE ywan]

kems Quaster | Chaarter 2 Quarer 3 Charter 4
Forelgn Assers 147232 164520 204340 2 131 77
Reserve Assets 11907, 18 1441923 1438848 15 708,76
Depozits with Central Bank 11607, 23 14 120 78 14 025, 54 15 378, 7%
Cash in Vauli D, 05 200, 45 S0, 04 Ak, oy
Claims on Governments 479074 4RIEOR 404066 5 186, 90
O which; Central Government 479074 4RIROR 404066 5 116, 99
Claimns on Central Bask T26 39 539587 5T6LIG 5 68T, 42
Cluims om Other Depository Corparstions 1555815 1660492 16749.57 1822446
Clalma o Other Financial Corporations 116095 126758 114623 1 485, 22
Clalms oa Mon-fisancial Corporstions MA07. 30 MGALLAT  4HA5T.12 52 1040
Claims on Cther Resident Secoors 480G, 12 Lav 287, 25 79T, 48 11 4, 81
Chither Asseis o T 28 T G T 289, B4 A58, 51
Tatal Assets 103 182, 52 109 02465 111 S5T.05 107 938 34
Lishilities w0 Mon-financial Institations and
Houselolds ATEIT.25  T16M.03 7405814  TH 308,77
Deposits Incladed in Brosd Money A5 437, 11 G A5T. W 71 G389 5 T, 3
Esterprise Demand Deposits 2R3 2642086 2546039  2TSTL04
Frierprise Time Depasits 251022.27  2TAIO4R 2009611 2945208
Household Savings Deposits 143450 I528RA2 1624248 1B 355.96
Deeposits not Included in Broad Money 216625 21RO 216245 2 230, 2
Trunsferahle Deposils 794, 41 A7R. 36 78397 TR0, 43
Other Deposits 147184 1 #4562 142848 1 458, B3
Other Lisbilites 173 90 212 09 25171 200, 46
Lishillities o Central Bank 1.51 1. M0 5. 2 12, T3
Lishilities so Other Depositery Corporations T 764, 24 & G, 08 O Bl 05 12 056, 72
Lishilities s Other Financial Corporntions 12 140,97 1248546 103006 10 581 04
Of which, Deposils Included in Broad Money 5131.27 580288 33729 3 473. T4
Foreign Linbalities 2488, T 31131 261 45 313. 77
Homd lssnance ZiE%. 02 226641 2 THS.G6 272,72
Padd-in Capital 1R#L 92 1 HROEA 1 H50.1T 1 874, 62
Cither Lishilicies 11 1A5, 91 12 2400 50 L 345, 40 12 0@, 53
Total Liahilitles 10 182 52 109 24 65 111 55705 117 938 M

Mote; This mable covers all jolm-sock commencial hanks of counery-level,

Sonrce: FHRC
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Table B4. 12 Balance Sheet of Urban Commercial Banks in 2008

[ Quarter-end Balance )
[ 100 miliinn. af RHE pea)

hems Craarter | Quamer 2 Quarer 3 Chuartes 4
Foreign Assets g2, 18 B0, 23 9203 105. 19
Reserve Assets 4 091, 49 5 858, 47 o (25, 47 T 06T, 24
Deepowits with Central Bank 4717.16 S678.02 5E0.51  6B6R 13
Cash in Vauk 174, %3 180, 45 185, M 166, 11
Claims on Covernments 346577 3530040 3592840 B 6ETR Y
Of which: Central Govemnment 46572  ASMLAD  BSOAD  BATROY
Clatma on Ceniral Bank T47. 22 TS0, 67 RHZ. 33 6. 62
Claims on Other Depasitory Comarmtions 495120 509614  G0AT.TS 600064
Claims om Oeher Financial Corporations 75, 72 D, 30 472 6l fvll, 2
Claims oa Mon-financial Corparsions 15725.53 1662695 1774070 168 T05. 14
Claims om Ckher Resident Sectoms 2430, 18 o 56T, 22 20, 15 2 783, 56
Other Assets 156299 151620 15722 163011
Total Asscis Mk MNd4ieaT 5 14% 15 41 6RE 20
Lishilities tn Mon-financinl Institations and
Househalds 2504094  BMOTR 4D 2006R 49 2 TAD 24
Depasits Incladed in Broad Money BETMLER 2TONLI0 20TAR TR A2 54004
Emterprise Demand Deposits 11 571, 52 12 355, 16 12600 7T 14 08 16
Enterpeise Time Deposits 856,08  THET.GZ B4 A9 BT40.86
Houschold Savings Dreposits THLE TWR4Z BeAL1Z O TORAD
Deeposits not Included in Broad Money 149,91 nr. ;| 153. 46 163, 02
Transfersble Deposits T 1D 5488 L . a7
Onher Dieposits 0, T2 £, 40 76, 28 7365
Other Linhilities 41. 20 50,07 40,25 57.30
Lishilides 1 Cemtral Bank fil, 43 B, 115 il 43 4525
Lishilities 1 Otber Depository Corporations 3567.95 364633 403535 360910
Liabilicies 1o Other Financial Corporatiens 1151, &3 077, O 1 112 87 THE 56
OF which; Deposits Included in Broad Money 294, 35 173. 9 219, 30 170 52
Foreign Liahilities 12, 95 1, 6 i 50 4. 72
Bond lsuance 119,01 127. 00 246, A2 2791
Prid-in Capital 1107, 5 1 150, 58 1 194 30 1 425, 36
Onher Lisbiliries 215201 235765 250530 277R15
Tutal Lisbilities I3 MAILGT 3014315 41 6R3. 20

Souree - PBC.
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Table B4, 14 Balance Sheet of Rural Commercial Banks in 2008

| Quarter-end Balance )
(100 miliinn of AWE ywan]

kems Cruaster 1 Chaarter 2 Quaarier 3 Cunrter 4
Foreign Assels i, Wl & 9 a. Gl ]
Reserve Assets ¥FL 5 1 2, 63 1 215 93 1 E00. 41
Deposits with Central Bank 953 57 1 161, & 1 165, 64 1 145. 01
Cash in Vauli 45, 47, K 50, 20 Ah. 40
Claims on Oovemmenls ST, X2 ST, Gl 392, 1 53 3%
O which: Central (Rovernment G700, E2 SHET, Ty S92, 10 st 3%
Claims on Ceniral Bask 219 31 150 11 17 B 16, 65
Claims on Other Depository Corparations a0, 14 Am, T3 o, 67 of6. 5%
Claims on Other Financial Corporatons a = 4. 75 4.8 L4 49
Claims on Mon-financial Corporations ¥ 337, 08 3 ST 3 747 27 4 B57. 88
Claims on Other Resident Secoms 453, 7 4467, 40 4, 2 4. 4
Other Assels 365, X1 329, 41 330, &S 063
Taotal Assets 6 Tl 49 T 147. 52 T 459, 30 T 71555
Lighilities o Mon-financial Instibstsons and
Househaolds 560, T8 L L 6 210, 25 6 606 2T
Deposits Inchaded in Broad Money 5612 % 5892, 41 6177, 26 6 566 8T
Emierprise Demand Deposis Z 1, (W) 2149, 24 2175 %7 2 R TH
Emterprise Time Deposits A &S 9. 16 W5, &G 1 D6 22
Household Savings Deposits & 605, W 2 70, 0l 3 i, A 8 B61.87
Deposits not Included in Broad Money 19019 16. &7 18 19 22 40
Trmansferable Deposiis 015 [ T Lx 20
Other Depaosiis LR 1o, 1 1k 55 1k 200
Cither Liahilities B 65 1, A5 15, Th 1 (W
Lishiliries wy Cemtral Bank
Lishilities s Other Depository Corporations A7A. 79 436, 13 479, 92 187. 86
Lishillities so Other Financial Conporaiions 13, M, & 30, T 27,61
(M which, Deposits Included in Brosd Money 2 50 i1, Mk 9. %45 266
Bond lssuance 12 12, My 12 00 2005
Paid-im Capital 179 50 L&5, T 150, 46 194, A
Oiher Lsbilides 559, 46 556, 47 AT 57 1. D
Totul Linhilities & Thl. 49 T 147. 82 T 4549, 40 TTI5. 8%

Sonrce, PRC
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Table B4. 15 Balance Sheet of Foreign-funded Banks in 2008

[ Quarter-end Balance )
[ 100 miliinn. af RHE pea)

Iems Craarter 1 (raarter 2 Carer 3 Cuarter 4
Foreign Agwets 1 243 45 1 190. 51 1 260, 46 1 719 %9
Reserve Assers 1 (5 1 oG, 73 1204, T2 L 0¥, &)
Dheposnts with Central Bank 1 nfd a2 1 06d. 2R 1 196, i 1 3m32, 32
Cash im Waulk 4. 88 545 a6 1.28
Claims om Governments T24. 93 B16. 93 ATE T3 B85, 15
Of which ; Central Government T24. 9% Al 50 TR TR RS, 15
Claims on Central Bank
Claims om Other Depository Comporations T RSA A5 2ITT.09 24 A 1 0BG T4
Claims om Ocher Financial Corporations S 02 51 6 56, 14 fi5, B4
Claims om Mon-financial Corparations & 679,97 fi BAG. 36 7 13 6 617, 0
Claims om Ocher Resident Seciors 145 56 144, 27 152, ™ 152, 87
Other Assels 1 Ma 46 1 012 0 1 178. E& 1 102 50
Total Asscts I 564 1N EM RS 14 084 35 IR 77
Lishilities o Mon-financinl Institotions and
Househalds 4 B 06 2 I 6l 5150 14 5 A5 1
Deposits Incladed in Brosd Money 1 0800 A & 55T. T4 T a8A. 6l & . &8
Enterprise Demand Depaosits 1 MikE 63 122,97 1053 21 L 344, 67
Enlerprrse Time Deposils 17275 2 069, TR 2281 78 2071 T8
Hemsehold Savings Deposiis 204 51 258, 10 A20. 2 gl 18
Deposnts mol Included in Broad Maoney 127217 1 4% 02 1 404 53 1 533. 41
Transfershle Deposits 583 23 640, 29 i, 12 B2, ™%
Onher Deposits i, 9 itk Gl b | T, G
(ther Liahilities
Lishilitlies o Costral Bask 34 00
Lishilities to Diber Depository Corporations 2 466 40 2 364 57 2 R 6S 1 905, 87
Lisbilities 1o Other Financial Corporatioss 254. 02 205, 97 am, 14 40, X2
OF which; Dieposits Included in Broad Money
Foreign Liahilities k- 4 560, 00 46 0 A 5, 65
Bl Dscuiaincas
Prid-im Capital 1070 24 111% 31 1 202, 05 L 20, 56
Onher Liabilicles 1372 1% 121537 1 632 Ih 1 568, &6
Totul Tishilities 13 300064 13 334 B9 14 DR4 38 13 730,17

Souree - PBC.
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Table B4, 16 Balance Sheet of Urban Credit Cocperatives in 2008

| Quarter-end Balance )
(100 miliinn of AWE ywan]

kems Chuaster 1 {hazarter 2 (pasrier A CQuarter 4
Fareign Asiets
Reserve Assets 219, 6 2, 56 179, 43 185, 25
Deposits with Central Bank 2DE. 63 224 10 17, 71 178. 0
Cash in Vauli 11. 1 11 &6 a, 72 7.94
Claims on Oovemmenls L &L 40 4z 19 44, 82
O which: Central (Rovernment HL M L 40 42, 1% 49, B
Claims on Ceniral Bask 1141 £ o 4,03 1. =
Claims on Cther Depository Corparations 12% 65 I 1L1E, Tk 1008, B4
Claims on Other Financial Corporations 7. 57 R | 2, ) i), 4
Claims on Mon-financial Corporations G539, 18 ST, Bl 472,007 38l 62
Claims oo Other Resident Sectors o, 25 . o B4, T i, G
Other Assels L58. 58 154 Bl 146, = o 5
Total Assets 13821 1251, 1 i, %9 "5 59
Lighilities o Mon-financial Instibstsons and
Househaolds 1 145 52 1 077, B Hil. T4 TEE. 1in
Deposits Inchaded in Broad Money 1 144 74 1077, 15 il R T6l. TZ
Emerprise Demand Deposis 240, 89 a2, 95 233, 6l G
Emterprise Time Deposits Lk IES NI 118. 15 86. T2
Hounsehold Savings Deposits A, 24 6L 13 544, 50 71, 87
Deposits not Included in Brosd Money
Transfershle Deposits
Other Depaosiis
Cither Liahilities . 78 (1 | i, 41 . &
Lishilirics w Cemtral Bank B3 i, 57 BN &M
Lishilities w0 Other Depository Corporations 54. 1A 49. T4 4L 71 44,31
Liahilities so Other Financial Conporations &84 &G 2,25 0, 24
OF which; Deposits Included in Brosd Money
Bomd licuance
Paid-in Capital 45, a9, 62 a9, & a5, 4
Oiher Lsbilides FE ) Tk 2 . 0 A4
Totul Linhilities 1 331 21 1 251 92 1 Dk, o9 B3, 59

Sonrce, PRC
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Table B4. 17 Balance Sheet of Rural Credit Copperatives in 2008

[ Quarter-end Balance )
[ 100 miliinn. af RHE pea)

hems Craarter | Quamer 2 Quarer 3 Chuartes 4
Foreign Assets B.25 7.92 11. 44 9, 66
Reserve Assets T 45, 52 T TLE T 521 8 0, 34
Deepowits with Central Bank 652044  GOSZAZ 674044 8 540, 44
Cash in Vauk &17. 08 e 02 TH. 32 w7, a0
Claims on Covernments ons. 42 96166 1 145.07 1197 0%
Of which: Central Govemnment . 42 96166 1 145.07 1197, 09
Clatma on Ceniral Bank 185. 54 200 14 434,45 279, A
Claims on Other Depasitory Comarmtions 545049 AGOGRTE 653513 £ TR5, 12
Claims on Other Firancial Corporations 184. 00 167, 87 211. 65 211, 54
Claims oa Mon-financial Corparsions 1431161 14TIEST 1550694 165005 98
Claims om Ckher Resident Sectoms L2 D57, T L &0 02 12 B35 59 12 471,
Other Assets 1475.20 R 4A%.35 B 6IT.65  B7T9, 20
Total Asscis 44 e T d6 BROL G5 47 5L 08 49 BT, i
Lishilities tn Mon-financinl Institations and
Househalds ATRNG 0T  A92L11 4055013 41 7RG TR
Depasits Incladed in Broad Money ATR402 RO IMLG4 D FR 66 41 TIE AT
Enterprise Demand Depasits 625152 643585 G64R 64 f 4, 89
Enterpeise Time Deposits 1718.85 18R 7 195004 1 B75. 64
Houschold Savings Dreposits 2087765  ADORT.04 31 00408 53085 34
Deeposits not Included in Broad Money 17.75 20, 66 19. 14 1%, 76
Transfersble Deposits 1. B L a7 4 (8
Onher Dieposits 15. &9 18, 22 15.87 15, £
Other Linhilities 2530 23011 27.53 1. 15
Lisbilities 1 Cestral Bask 12 30 54039 513,81 413, 52
Lishilities 1 Otber Depository Corporations 149561  1T797.43 194564 2 3586, 20
Lishilities 1o Other Financial Corporations 42,29 127, 01 36, 76 42, 50
OF which; Deposits Included in Broad Money .00 M. (i o0 i, i
Foreign Liahilities i, (WD (L (W i, (WD ik, (i
Bond lsuance oo . (0 o0 i, i
Prid-in Capital 1 684, 05 1S, 9 1644, 12 2 004, (3
Onher Lisbiliries 2184.47 2452 TE  ZHALG2 3 244 4
Tutal Lisbilities 400479 J6MBOGE ST EILOE 49 BAT. 66

Souree - PBC.
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Table B4, 18 Balance Sheet of Postal Savings Bank of China in 2008

| Quarter-end Balance )
(100 miliinn of AWE ywan]

liems= Chuarter 1 (praamter 2 (aarier & Cuarter 4
Foreign Assels .61 L 1% LTl
Beserve Assets o B23, B0 7 135. 33 fi 320, 4% 5 63, M
Deposits with Central Bank 6 603, 61 6 032 56 i 09E. 03 5 360 44
Cash in Vault 20, 19 ol i 267, 52
Claims on Govemments 055 20 1 0. 35 Q7R 09 973, B
O which: Central Government G55, 20 1 (20, 35 QTR 4 973, B
Claims on Ceniral Bank 2 305 My 1 711 &0 1 819 ol 1 H46, ik
Clnims on (ther Depositinry Corpomtions 4 600 T2 i 445 29 T 604, 44 an7l. 18
Claims on Other Financial Corporations 43, 72 a5 151 10 176, 1ik
Claims on Non-financial Corporations 2 628 1T 3 126. 08 452 25 3 831 17
Claims on Other Resident Secomms al. 9w A 0 117. %4 a8, e
hher Assels 1 777.M 107. 28 198 35 . 3
Taotal Assets 1925573 19 ERS. 7T 20656 29 21 B85, 16
Lishilities i Mon-financinl Instibstsons and
Hounseholds IR 561. a0 1% 22383 19 977. 49 21 3R, &7
Depasits Incladed in Brosd Money IR 5651. a0 19 221. 7R 19 975 22 21 877, 95
Enverprise Demand Depasits 46,20 150, 09 518, 41
Emterprise Time Deposits fi. 15 fid M | fil. 3
Household Savings Deposits 18561080 19 16834 10800 22 a0 70,
Deposits nof Included in Broad Money 205 217 342
Transferable Deposits
Other Depasits 205 1T 3042
Cither Liahilities
Lishilirics s Contral Bank
Lishilities to Oiher Depository Comporations 3. 50 135. 57 322 0 174 25
Lishilities w0 Other Financial Corporations 151 50 75 56 b, 22
O which,; Deposits Included in Broad Money
Foreign Liabilities 0. 68 L 57 b, 2
Bond lssnance
Paid-in Capital
Other Lesbilites 70 13 235, 64 275 B 306, b
Tatul Linhilities 19 158. 73 19 8RE. 77 20 656 29 21 BRS, 16

Sonrce, PRC
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Table B4. 19 Balance Sheet of Finance Companies in 2008

[ Quarter-end Balance )
[ 100 miliinn. af RHE pea)

hems Craarter | Quamer 2 Quarer 3 Chuartes 4
Foreign Assets 45. 98 9. 68 A 286, 50
Reserve Assets 043 TR 1 190, 55 1 o, 07 it 87
Deepowits with Central Bank o437 119151 109408 TT6. 84
Cash in Vauk 1 05 0, {ed i, i, 03
Claims on Covernments 157. 70 168. 37 163, i 127.32
Of which: Central Govemnment 157. T 168, 37 168, @) 127.32
Clatma on Ceniral Bank 5L ES . 55 129, 57 26. 05
Claims on Other Depasitory Comarmtions DRARAS 2420020 2500 2 156. 16
Claims om Oeher Financial Corporations L | 21 5 f, 1 47,
Claims oa Mon-financial Corparsions 3084.09 445858 4 TILSL 5 109,32
Claims om Ckher Resident Sectoms a7 Teh, 24 Ta 67 T34
Other Assets R5R 26 493 A 367, 65 AR 60
Total Asscis B a3l B9 9138 22 9371 TR 901 32
Lishilities tn Mon-financinl Institations and
Househalds GAALAE  GTELGY A OGS 7 552. 18
Depasits Incladed in Broad Money GO A3RL50 AT6S I3 7 240 04
Enterprise Demand Depasits 365712 ASAAER 357243 2 0. 90
Enterpeise Time Deposits ZTILEI  Z98O.6T  31WETO 3 243. 94
Hemsehold Savings Deposiis (L, {3 {1, {0 i, 1% 1, i
Deeposits not Included in Broad Money 173 48 1683 35 211 49 20T 62
Transfersble Deposits i, 14 LN, 21 Lk, B Il 43
Onher Dieposits 107. 34 515 47, 66 23. 19
Other Linhilities 19, 42 1% 14 14 04 18.72
Lisbilities 1 Cestral Bask 154 L.52 L 42 1. 26
Lishilities 1 Otber Depository Corporations 245 68 596, BS 4RZ. BA 505, A9
Lishilities 1o Other Financial Corporations AL 06 55,99 9, 1 97, 87
OF which; Deposits Included in Broad Money 1 5% L fn i, o8 232
Foreign Liahilities (i, (W {1, {0 i1, 1w 1. 47
Bond lsuance 110 (0 145. B1 149, B3 140,85
Prid-in Capital S5 fufill, 27 THER G pL L
Onher Lisbiliries 1 ik, TH 16, 19 919, uR BT 62
Tutal Lisbilities REILEY 9132 9ILT 9945, 32
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Table B4, 20 Statistics of Securities Market
[ 160 muiliinn of RME yoan )

Year ik i Fal 01 () pon [ w0 b,

Numier of Domestic 1ised i
(A et 3 ) Camgmics 124 1M7 13 1M 144 150 125
b Tl R b 11 1 110 10 10 109 100
{5 share |
HNumber of Do Lsied Companies (H st ) Ta 5| 111 122 143 148 135
Number of Shorvs buped {100 million of tharer)  3H7G45 G406 TLOLE TRNL LB ZAME  NRLE
OF Which, Negadshle Skers

{100 milon of shares ) IMa 200 15718 OMTT  SAMT WML 125mel
Tod Market Yakie of Shares
{ 1) illion of RME uan ) W01 LA TS ROLH MRLO 12714090 12 1%6H
Of Wiich, Negotable Shors

{1000 il of KM aant ) @5 1BIME leeos WGLSL 50606 @M GAL9
Trade Vol of Shares (millions of shoves] W1 AL9.40 SIA A 40 2 TTR M AR MR M A452 MAMTE 2HI1M
Tuemower of Shars {100 miffion of RME yoem) w4 IS SAm0 AMATH WD ISR T LIE S
Shanghei Composite Indzx [ closs | LA as 140004 126650 116LO6 2A4Th4 53656 | i &1
Senzhen Composte Indes. | chose ) WG MEE  J5El TRT  SMF 14000 58 3
Mumber of Invemar Accounis (10 thossand') AHILEE GOHLB TIATE THAN  THMO LIEMLEE 1238
Average P/E
Shamgled WS BB MBI KE 00 M5 AN 14 8
Sherhen e b .63 I 6 11 1713
Average Temover Rate | percent |
Shanghes 0 BB Ml MY WS BT 252
Stenthen PR N4E N WA 0 B9 £ 508
Tressury Boodk keoe (100 millin of RME man) 30430 G000 G95.00 TMIA0  BAED HINMW  BSAM
Corporstz Bonds bewe {100 suillion of RME wan ) R AWM AR iMAN 30 514L00 8,
Traade: Yokame of Bonds “UMG'HK!I] JEF 2L M ) 194, 41 504 210, 5 D TIA 36
Tuemiver of Honds {100 million of RME ) DS EIME NN BNE
Toenover of Creiright Teeamury Bosds Purchee
{ 1) illion of RME un ) ATMAR 5T Il 206646 2RLE 157
Tuemower of Treasury Hoads Repo
{100 million of RATE yaan ) 3451060 D900.E5 S0MiGl MALIT 154112
Momber of Secartes Invesimen Fusds kil 5 i 216 bl k] sl
Momber of Shars of Semrites Iesment Fimde
{1000 mallom e LAIRES 161467 2367 474010 600 ZENMW 0 190M
Teenorver of Securiliss Irvesmenl Fusds
{100 million of RATE yaan) 11863 GRLE THLE  TIRIS  10MG  REN1D 5590
Trading Volume of Funires (19 thowand los®] 133537 219088 3030076 RELAL IS TLEEET  ImaRd
Tuuver of Fateres: (100 million of FMB yam] 59 990,78 106396, 59 14690552 15006538 Z9 SR T 4MTILI0  TI9ZW5

Motes; I/ Unic equals 100 shares.

E1 Lot refiers w different messurement unit for different goods. For example, 1 bot of Copper, Alu-
minjum, fne or Bubber equsls 5 tonmess | 1 Lot of fuel oil cqgaals 10 weanes, 1 kot of gold equsls 1| 000 prams,

Soores; CSHC
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Table B4. 21

Ratio of Stock Market Capitalization to GDP
[ 100 mifison of BB yuas ool oo st )

Markes

Rarin

Megotiable Market  Ratio

Year GDE GDP
Capitaliration | pevcenr) Capitalization { percenr)
1933 48 196 3 A1 7. 66 4 196 965 2. {0
1995 &0 T4 3 474 5. 71 &0 T4 O3R L 54
10 71177 0 2 13, &3 71177 T AST 4. 0%
1997 9T 17 520 2L 20 T 9Ta 5 e i, 59
e 84 402 19 506 24,11 84 402 5746 . 1
1o i aTT 26 471 20, 52 9 67T B 214 9, 16
2000 9% 215 & 1a1 A 4T 90 215 16 NAR 16 21
01 108 655 43 522 B0, 50 108 655 14 453 1L 19
202 120 X33 & A29 3185 120 333 12 4495 1. 36
23 135 823 42 450 A1, 26 135 A23 13 179 0.0
ey 150 878 37 056 29, 18 150 878 11 A T.51
2005 183 866 32 430 17. 64 183 866 1 31 5 T8
06 211 928 B 404 42 19 211 923 25 11 fin
T 40 SA0 27 141 131, 10 40 A0 O (64 #7. 30
206 W AT 121 36 40, 36 O G700 45 214 15 0
Soures:: Calculated bassd on dats from CSRC and Suwie Statistics Burem,
Table B4, 22 Ratio of Domestic Stock Financing to Bank Loan Increment
{100 miflian af &ME yuss ool sthesise asind)
Year Domestic Ssock Financing Loan Incremend Ratio | peeceny)
1t 13, 15 T 26, 62 191
1995 114, 86 9 339, 52 L27
1996 341, 52 10 63, 53 320
1997 043, A2 10 712, 47 8. 72
1951 e, 57 11 490, 94 i, O
193 7. ¥ 10 46, 56 B, 27
el L] I 541, 02 13 344, 61 11, 55
2011 1162 13 12 439, 41 9, 50
2002 7%, 75 18 979, 20 411
N3 £25. 10 27 02, %0 2,97
2004 2, 67 19 201, 6 4,49
N5 A, 13 16 492, 60 2,05
20 I 220, a9 Al #41, 20 a0
2007 B 431 86 36 322, 51 5,21
ol 13 3 336, 41 49 154, 00 i, B

Mote ; Domestic dock Amncing includes Mnancing theoagh & share and B shame,
Souree; Calenlated based om dats from PBC and CRRC
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Appendix [V Statistics 197
Table B4. 26 The Structure of Mon-life Insurance Premium Income
[ 00 shawrand of BWE juss anlm oohersiee nebed )
Imsumrames Ratie Ratio Ratio
: ) 53 20046 2007 WS
Limes | pereer ) { peveeni ) { pereenr ) | perrenr )
Antomibile
Insurancs: H&aT. B . B8 1 LT HT il AL 1 454 28 71, 1% 1 T2, 52 a5, b
Enperprise: Propeny
Iasuranse L, T8 1L &0 158 12 Lin, ¥l 186, BY H o5 20, 58 H 57
Cargo Tesepoetation
Irsuranc: 5134 4.1 5565 1. 52 a1l a0 m, wy 2. 90
Accident Insurance 44, 43 1. 62 03 393 7431 a5 T2 71 2.9
Liahility Insarance 45, &2 &, 53 S, A3 a4, 56 i, A L 8L, 75 4%
Orheers 152, h 1. 37 14, 36 i a8 P L [ AR, 67 12, 62
Teotad 1262 78 W0, () 1 S0 86 1O (0 2086 48 100, 0 246, 25 10K O
Somppe: CIRC,
Table B4, 27 The Structure of Lile Insurance Pramium Incomea
[ 10 ghomand o BHE sy onimr othenaioe neind )
Insrance p— Fatss 2006 Halii 2007 Batins Fualicy
] 4 2"!"
Life Insurance 2606 BT IS0 A6E B9 446544 DOL19 G650 0% o, 74
O Which: Com-
mon Life Insurance sl 15 2595 oo a9 2419 12 71 20325 OHS. 66 15. 41
Participating  In-
SUrAnce 202L68 Sd6d 21360 5164 Z2ZLLZR HLEE 3 T BT al. 77
Umit-linked Insur-
A 4584 1.23 6l 64 1. 49 SO0E. ER 7.6 425.03 579
Accident Insurance 141. 41 A 82 162 47 293 115 &0 234 130, 85 1.78
Healih Insurance LA R43 A0 B2 360, 73 T.47 S0 68 740
Total 3L LE LWL Ny 4 DAZ. 00 ik (M 4 04, 97 DL OO T 337,57 100, 00

Sonpee: CIRC
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Table B4. 28
(100 million of RMB yaan)

insurance Premium Income of Chinas Different Reglons In 2008

) Insarance Propemy Life Agciddent Health
Regious Preminm Income Insurance Insurance Inmarance Insuranee

Craangdang 9 Tad. 10 2 335, T 6 65, X7 L. 56 5. 46
Jaangsu EEd 16 207. TF Wl 76 20 53 S 10D
Beijing Tio 4l 181 11 a2 19 15 31 T
Shanghai FHD, (i 1801, 79 AEL, 06 1& 08 7412
Shandong 5ah, 95 134, 14 Aad, 58 0, 58 5165
Fhejiang 57123 135, o2 a9 54 12 (e R3.71
Sichuan SIE 92 T1.B5 31101 7. 22 54
Hehed 494, 27 1%, 76 44, o6 11. &1 ol
Henan 480, 23 Lk, 04 26, O LE 2 L
Linoning 430 5 10, 14 A5 05 7. 19 35
Anhis F20. 67, B3 233, 34 4 5 22 88
Hunan 3715 b 240, 71 o Uy 15, 4
Highei T2 49 fill, (2 2 G fi Wl 14, ¥
Shenzhen 6. 54 0, 05 T4, 47 X &7 144
Fupian 250 i, I 1E7. 12 d. il Qa7
Shanxi Eal. 2 47. 95 1% 85T 3 49 .
Heilomgjiang 244, 40 fill, £ 1549, 81 B | 1, 62
Tiangn 240 A2 . B4 LE2, ) 7. 15 1594
Shaanwi Z17.7H a6, 27 159 24 3 B2 B 45
Chongoing &, 55 57. 76 144, 55 5 27 55
Jilin 175, 62 4], &2 114, T X 52 12 58
Jiangxi 171. 36 X 45 127, 22 1 69 .
Yiumnman 165, 59 &, 20 ol &9 fi 19 1251
xmjhng 15H, 32,3 1AL i L. i 07
Craampi 152, 51 44, 25 04, 72 i 48 Lib, 617
Inner Mongolia 141. 35 3, 59 T 15 AT & 14
Dalian 133, 48 4. g 2. 50 4 59 6 35
Cungdac 107, 44 =1, 3 4, Z 10 H 13
Mingho g 73 iy | fid, 3 .15 044
Cransu o7, 45 L fidfl, B2 LT 420
Canxhou 87.11 4. 34 4107 2 40 G |
SRATES T, U5 28, 5H 45, 43 A -] a1l
Mingxia 44, 17 15, 60 26, 20 13 277
Hainan 3170 o, 4 14, 11 s 1 86
{anghai 3007 10, 49 7.53 . 6 119
Taber 14 11 i, 2 LTy 1L 44 LT3
Group and Head Otffice Leved 325 2. 86 0, (5 16 13
Totnl 14. 12, 64 i), o2 L AT L1001

Motz Data of Group and Head (Office Leved pefers to the premium income eammed by the growp and head of-
fice, which is not included in regional data

Soures: CIRC
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