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China’s WTO Accession andItsImpact on China，s Financial  

System  

地上伽   

ChinaJOlnedtheWTOonDecemberllth，2001・Itwas15yearsafteritsapplication  

totheGATTin1986・TheaccessiontotheWTOisaboldstepforwardforChinato  
reformits economy．The accessionwi11a鮎ct not only the realsector，but also the  

丘nancialsector・China，s丘nancialindustrywillfaceenormouscha11engesandsuccessfu1  

reform would have a profound e鮎ct on thefuture of China，s economy．It would  

COntributetoamoresustainablegrowthofthecountryandwouldhaveaverypositive  

impactontheothereconomiesinAsiaandotherreglOnS．   

InthispaperI且rstdescribethechangesthatWTOentrybringstoChina．AndI  

WillreviewtheimpactonChina，s丘nancialindustry，eSPeCiallythebankingsector，the  

risksinvoIvedintheprocessandhowtodealwiththeserisks．  

1．TheAccessionofChinatotheWTOanditsimpact  

（1）TheaccessionofChinatotheWTO   

ChinastarteditsnegotiationstojointheWTOin1986andtherewasalongprocess  

beforereachingthe丘nalagreement．InJuly1999，ChinaandJapanreachedabilateral  

agreement．ChinaandtheUnitedStatesreachedanagreementinNovember1999．In  

May2000theEUandChina丘nallycametoanagreement．   

Immediately after theformalsignlng CeremOny Of Novemberll，2001，China  

noti丘edtheWTOthatithadratifiedthemembershipterms，PaVingthewayforthe  

WOrld－smostpopulousnationanditsfourthbiggesttrader（countingthe EUasone  

trader）tobecometheWTOTs143rdmemberonDecemberll．  

China’s WTO commitment represents the consolidation of the 37 bilateral  

agreements withthe United States，the European Union and otherWTO members．  

China’smarketaccesscommitmentsincludetheeliminationorreductionoftariffrates  

andtherelaxationofvariousnon－tariffrestrictions，includingtheremovalofbarriersto  
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importsofagriculturalproducts，andreductioninquotasontradeinservices．1  

（a）恥riffratereductionandreductionofnon－tariffbarriers  

When Chinaimplementsthese commitments，China’s average tarifErate willgo  

downfrom18．9％to15％foragrlCulturalproductsandfrom14．8％to8．9％forindustrial  

goods．Amongindustrialgoods the tariffrate onIT products willbecome zerofrom  

13．3％and on automobilesfrom80－100％to25％．Tablelshows the tariffreductions   

afterChina，saccessiontotheWTO．  

Tablel TariffReductionafterChina，sAccessiontotheWTO  

Sectororselect：edsub－SeCtOr   Leve［in2001  TarifFIeve［afterWTO  Differencebetween2001  

（％）   accession（％）   appliedandagreedrates  

（％）   

AQricu［ture：aVeraqe  18．9   15rl．1．20051   3．9   
Industria［DrOducts：aVeraC［e  14．8   8．9rl．1．20051   5．9  

ITproducts   13．3   0（1．1．2005）   13．3  

Automobi［es   80－100   25rl．7．20061   55－75  
Text‖esandaDDare［  25．4   11．7rl．1．20051   13．7  
SteeI   10．6   8，1rl．1．20041   2．5   

Source：OECD［2002］  

China’s commitment to concessionsin the tradein goodsis evaluated as  

COmParabletothoseofthemaJOrASEANcountries．2Forexample，the丘naltariff1evel  

Ofindustrialproducts，8．9percent，is higherthanthe current rates ofO per centof  

Singaporeor6．9percentofthePhilippine，butlowerthanthoseofIndonesia（8．8per  

cent），Malaysia（10percent）orThailand（15．8percent）．   

払）Concessionsrelatingto丘nancialservices  

China’scommitmentsarenotlimitedtothegoodstrade．Chinahasmadeabroad  

range of commitments to open upits service sector toforeigninvestment and  

ParticipationgraduallyafteritsentryintotheWTO．Developingtheservicesectoris  

VeryimportantfromChina’sviewpoint，becausethissectorisaccountingforonly35per  

CentOfitsgrossdomesticproductcurrentlyandemploymentinthissectorisalsolow．  

China needs to developits service sectorin order to offbr more employment  

OPPOrtunitiesforitspopulation．  

China’s commitments cover 丘nancial services， distribution，business，  

10ECD［2002］p．749  
2Japanteam［2002］p．234  
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COmmunication，tOurismandtravelrelatedservices，andotherareas．   

Inthe丘nancialindustrythemaincommitmentsaresummarizedintheattached  

tableintheAnnex．  

SinceaccessionforeignbanksarepermittedtoprovideforelgnerVicesandthereare  

nogeographicalrestrictionsonsuchoperations．Concerningthebusinessconductedin  

therenminbi，reStrictionsongeographiccoveragewillbegradua11yremovedandforelgn  

bankswi11befreeto o鮎rthe renminbiservices allover Chinain丘veyears．Intwo  

yearsforeign banks willbe permitted to provide the renminbiservices to Chinese  

COrPOrateClientsandtheywillbepermittedtoprovidetherenminbiservicestoChinese  

individualsin且veyears．  

Foreign負nancialinstitutionswithtotalassetsofmorethanUSlObilliondollars  

areeligibletoestablishasubsidiaryora丘nancialcompanyinChina．Foreign丘nancial  

institutionswithtotalassetsofmorethanUS20billiondollarsareeligibletoestablish  

branchesinChina．  

ForelgnnOn－bank丘nancialinstitutionswerepermittedtoprovideauto丘nancing  

uponChina’saccessiontotheWTO．   

IfChinaobservedthiscommitment，in丘veyearsforeignbankswouldtheoretically  

be able to o鮎r services to their clients without disadvantage compared to Chinese  

banks．However；VeryreCentlyChinaimposedalimitoninter－bankborrowlngbybanks．  

Accordingtothisrestriction，bankscanborrowfromtheinter・bankmarketonlyupto  

40percentoftheirrenminbidebt．Sucharulewouldrestrictforelgnbanks’activities，  

becauseforelgn banks could otherwisefund theirloans by utilizing money market  

funding．If such restrictions should beimposedfurther，fair competition between  

Chineseandforelgnbankswouldbedifficulttoachieve．  

ThecapitalmarketwillbeopenedtoforelgnCOmPetitioninaveryrestrictedway．  

Forelgn COmPanies can establish joint ventures withChinese companiesforfund  

managementoperations．However，themaximumparticipationofforeigncompaniesis  

limitedto33％uponaccessiontotheWTOand49％threeyearsafteraccession．Within  

threeyearsafteraccession，forelgninvestorswillbeabletoformajointventurewith  

Chinese companies，With a maximum equity stake ofone thirdto engage（without  

Chineseintermediary）intheunderwritingofalltypesofsharesaswellasgovernment  

andcorporatebonds，tO engageinthetradingofB and H－Shares andbonds，andto  

Participateinthelaunchingofinvestmentfunds．  

（c）GovernmentPOlicies，regulationsandadmimistrativesystems  

Inadditiontothecommitmentintari伍non－tarifEandservicesindustries，Chinais  
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obliged to overhaulgovernment policies，regulations and administrative systems・  

JoiningtheWTOrequiresanewmembertorunitseconomicpolicyaccordingtothe  

“ruleoflaw”insteadofthelongtraditionof the“ruleofmen”andChinawillhaveto  

changeits government policies，regulations and administrative systems on this  

principle．ItwillmakeChinamoretransparentandaccessibletoforeigncompanies・3  

For this purpose，China started to〃clean up〃its existinglegalsystem・The  

ministrieshavereviewedmanylawsandregulationsanddecidedtorepealoramend  

them．TheNationalPeople’s Congress completedthis process4inJuly2001so asto  

makethemfu11ycompliantwiththeWTOrules．  

（2）TheimpactofChina，saccession  

China，saccessiontotheWTOwillbringaboutvariouschangesinthecountry・The  

lowering oftariffg and the abolition ofquotas willbring more competition to the  

domesticmarket．TheincreasedpresenceofforelgnCOmPaniesintheservicesectorswill  

bring more competitive and customer－Oriented services to markets・The reforms on  

regulationswillmakegovernmentpoliciesmoretransparentandcreatealevelplaying  

且eldformarketparticipants．  

TheaccessiontotheWTO，therefore，WillhaveahugeimpactonChina’seconomy，  

andChineseinstitutionswillfacetremendouschangesahead．  

（a）lmpactonindustries  

WhenChina’scommitmentsontari飽andimportquotasareimplemented，China  

willhave moved toward a regime based on tari鮎．It willbe phasing out quotas，  

1icenses and other non－trade barriers．Industries will払ce a di鮎rentlevelof  

competition，dependingontheircomparativeadvantagesandonthespeedofdomestic  

demandgrowth．   

In general，the textile sector willbene凸t the most，because alaborintensive  

industrylike apparelhas a comparative advantagein China．In contrast，  

capital－intensiveindustrieslike automobiles，PetrOleum，electronics，maChinery and  

ferrousmetalscouldlose，aSPrOteCtionforthesesectorswillgraduallybephasedout．  

The numberofautoproducersin Chinaistoolargebyinternationalstandards．  

Chinahadl15automobilemanufacturersin1999．Thecentralgovernmentplannedto  

restructureandreorganizethesemanufacturers．Butithasbeenverydifncultforthe  

31ゐngtu［2003】p．27  
4LawonChineseForelgnCooperativeLaw，LawonForelgnCapitalEnterprises，CustomsLaw，  

PatentsLaw，TrademarksLawandCopyrightLaw  
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governmenttostreamlinetheindustryduetotheresistanceoftherelevantreglOnS．   

Insomeindustries Chinaalreadyhascompanieswhichareabletocompetevery  

Wellinternationally，1ikeHaier，thelargestmanufacturerofrefrigeratorsandTVsets．  

ItformedajointventurewithJapan’sSanyotosellHaier’sproductsinJapan．  

Thereforethepicturewhichwillemergein2010willbeverydifEbrentfromand  

morecomplicatedthanwhatwecansupposenow．Onethingthatisveryclearisthatin  

thisevoIvingprocessmanystate－OWnedenterprises（SOEs）willbeforcedtogooutof  

businessandnewsmallandmediumenterprises（SMEs）willbesuccessfu1ingetting  

newmarkets．ForelgnPlayerswillalsoplayverylmpOrtantrOlestoreformmarketsin  

China．  

Consequently；China’s丘nancialinstitutionswill払cetheindirectimpactofWTO  

entry．According to Hagiwara，Who studied the Chineseindustries one year after  

accession，5theyseemtobeperformlngbetterthananticipatedbeforetheentry．One  

exampleis the electronicsindustry．Another exampleis the automobileindustry．In  

SPite ofthe reducedimporttaxrate，the electronicsindustrylS COmPetingwellwith  

foreigncompanies andtheautoindustryisalsoexpandingveryquickly．Thesalesof  

automobilesinChinaincreasedby28．4percentto438thousandcarsinthefirsthalfof  

2002．  

ThisexpansionwassupportedbylowerprlCeSduetoreductioninimporttariffrates  

andthepricecutsbydomesticmanufacturersthatfo1lowed．Thesupportingindustries  

OfautomobileproductionarealsogrowingfastinChinaandthereappearseventobea  

POSSibilitythat Chinamightbecometheexportbaseforforeigncarcompaniesinthe  

且1ture．  

However，Chineseindustrieswillface arealchallengelateronwhentariffrates  

Willbefurtherloweredandtheeconomymoreopentotheworldthantoday．Thiswill  

PrOmOte areformprocesswithinChina．Thereishighpossibilitythatuncompetitive  

COmPanieswillbeforcedoutfromthemarketsandthe丘nancialindustrieswillfeelthe  

Pain．   

O））E脆ctonChina，sfinancialindustry   

Inadditiontothee鮎ctcomingfromtherealsector，China’sfinancialsystemalso  

faces directchallengeswithinthe sector，becauseitwillfacetoughcompetitionfrom  

forelgninstitutions．  

AccordingtoChina’sagreementwiththeWTO，itisobligedtoopenupitsfinancial  

markets toforeign丘rms within且ve yearsfrom accession．This willcreate stiff  

5Hagiwara［2002】  
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competitionfor China’s 丘nancialindustry．Usuallyforelgn丘rms have a strong  

competitive edgeinthe丘elds ofinvestment banking，1ike securitization，M＆Aand  

pr房ect丘nance．Theinvestmentbankingbusinesswillnotbeopeneddirectlytoforeign  

banks but they are permitted to form joint ventures with Chinese entities and 

Participateinthecapitalmarketactivities．   

Mostoftheforeignbankswillhesitatetoparticipateintheretailmarketandto  

commitlarge amounts ofcapitalas we have seenin other countries．In the retail  

bankingbusiness，theChinesebankswillhaveacompetitiveedgebecauseoftheirwide  

branchnetworksandclosecontactswithlocalcompaniesandindividualcustomers．Tb  

buildupawidecommercialbankingnetworkandtocultivatebank－Clientrelationships  

are very time consuming andforelgn banks are usually notinterestedin such an  

investment．  

However，thequestioniswhethercommercialbankingwillbeapro丘tablebusiness  

evenfortheChinesebanks．Especiallywheninterestrateliberalizationtakesplaceand  

interestmarglnSnarrOWinthefuture．Interestrateliberalizationisanecessarystepfor  

furtherdevelopmentofChina’sbankingsystem，butcanalsohurtthe system．Iwill  

discussthislaterinthispaper．  

Foreignbankswillconcentratemoreonlargescalecorporatebusiness，1ikeloansto  

multinationals，foreignexchange，trade丘nance，CuStOdyservice，andcashmanagement  

service，SOChinesebankswill払cestiffcompetitionfromforelgnbanksmainlyinthese  

aI■eaS．  

2．DevelopmentofChina’sfinancialindustryandcurrentproblems  

（1）HistoryofChina，s丘nanCialindustry   

InordertounderstandhowimportantanddifncultitisforChinesebanksto払ce  

thesechallengesandtoreformthemselves，itisusefu1tolookatthehistoryofChina’s  

bankingindustry．  

（a）Mono・banksystem  

Attheoutsetofeconomicreformsin1978，therewereonlythreebanksinChina：  

The People，s Bank of China（PBOC），the Bank of China（BOC）and the People’s  

ConstructionBankofChina（PCBC）6．ThePBOCactedbothasacentralbankandasa  

COmmerCialbank．TheBOCwasamonopolybankresponsibleforinternational丘nancial  

6Wei［1999】  
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transactions．ThePCBCtransferredbudgetfundsanddistributedthemtotheSOEsfor  

丘Ⅹedassetinvestment．Thesethreebanksconstitutedamono－banksystem andthey  

WOrked morelike administrative agents than realbanks．The function of this  

mono－banksystemwastota11ydiffbrentfromtheusualbankingsystem ofdeveloped  

COuntries．Themono・bankworkedasakindofbudgetdistributionsystem．   

O））Establishmentoffourcommercialbanks．   

In1978Chinabegantoreformitseconomicsystemandopenthedoortotheworld．  

TheeconomystartedtobedecentralizedandChinabegantoreformits丘nancialsector  

tosupportitsoveralleconomicreformanddevelopment．  

Chinatransformedthebudgetgrantsintobankcreditsandcreatedtheframework  

foratwo－tierbankingsystem．PBOCwasmadethecentralbankandwastoperform  

Onlythefunctionsofacentralbank．In1995TheCentralBankLawwasintroducedto  

makethe PBOC a modern centralbank．In1979its commercialbanking business  

StartedtobetakenoverbythenewlycreatedIndustrialandCommercialBankofChina  

（ICBC）．InthesameyeartheAgriculturalBankofChina仏BC）wasestablishedfor  

rural凸nance．  

NowthecommercialbankinginstitutionsinChinaconsistoffourtypesofcredit  

institutions；state－OWnedcommercialbanks（SOCBs），thenewlyestablishedcommercial  

banks，thecitycooperativesbanks，andthecreditcooperatives．   

ThefourSOCBsaretheAgriculturalBankofChina（ABC），theBankofChina  

（BOC），theIndustrialand CommercialBank of China（ICBC）and the China  

ConstructionBank（CCB）．  

These four state－OWned commercialbanks are dominantin China’s banking  

industry．  

In1984Chinaextendedeconomicreformtotheindustrialandcommercialsectors．  

Non－StateenterPrisesstartedtocompetewiththeSOEs．Andtomeetthedemandfor  

fundsfor smallscale且nancing ofsuch private companies，ruralcredit cooperatives  

（RCCs）under the supervision ofABC and urban credit cooperatives（UCCs）were  

Createdin1986underthesupervisionofICBC．  

Chartlshows deposit shares ofthese bankinginstitutions．The major part of  

bankingactivityisstilldominatedbyfourSOCBs．  

Thegovernmentalsoestablishedthreepolicybanksin1994．Theyarethe State  

DevelopmentBankofChina，theExportandImportBankofChinaandtheAgricultural  

DevelopmentBankofChina．Thesepolicybankshavecontributedtofreeingcommercial  

banksfrom politicaldecision－making and enabledthem to make decisions based on  
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Source：乃e月ヲCpゐを励刀丘（ぱ（詭血∂¢ぴβr坤蝕姑玩沼ノ風上肋血  

economicgrounds．   

From1995，UrbanCooperativeBanksstartedtobeestablishedbasedontheUCCs，  

andRCCsstartedtobetransformedintoRuralCooperativeBanks．   

Since1986，foreign丘nancialinstitutionshavebeenallowedtoestablishbranches  

andjointventureswithChinese丘nancialinstitutions．  

（2）FinancialassetsofChina，shouseholdsandentities  

ThetableshowstheflowoffundsinChinaintheyear2000．Accordingtothis，80  

PerCentOffundswenttonon一丘nancialcorporationsviathebankingsystem，19percent  

throughtheequitymarketandonepercentthroughthebondmarket．Thebondmarket  

isaverymarginalmarketinChina．Mostfundsnowthroughthebankingsystem・   

Vbrylarge part ofthisflow throughthe banking system goes throughthefour  

state－OWnedcommercialbanks．  
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Table2 FlowofFunds2000  
（Unit：100m潮onRMB）  

Nont吊nancial  General  Financiat  Therestofthe  

Household                 COrPOrations   Government   Institutions  world  

Source  Source  Source  SourGe  Source  

Uses   S  Uses   S  Uses   S  Uses   S  Uses   S   

Net Financial Investment 7898  －5269  －1000  67  －1696  

Deposits   6610  7767  2054  538  16425  －4  538   

Loans  2972  9317  263  13969  －307  －198  1526   
Securities   2223  2200   19  3132  3335  818  572  

Bonds   696  100  3132  3335  818  

Governmentandpub［icbonds   770  3132  2343  

Share   1527  2100  

ForeignDirectinvestment  76  3179  

Note：ThistableiscoverlngOnlyapartofthecompletefundsflow．  

Source：乃ej有印血を励刀Å（が（泡血a¢ぴβr坤蝕£白ま適ノβび肋血  

（3）CurrentproblemsofChina，s丘nancialindustry  

Aswehaveobservedintheprevioussection，themajorpartofChina’s丘nancial  

assetsisstilldominatedbybanks，eSPeCiallybythefourSOCBs．Thenecessaryreforms  

for China’s丘nancialsystem are many－Sided．However，Iwillconcentrate on the  

problemsofnon－Performingloans（NPLs），COrPOrategOVernanCeOfbanks，interestrate  

liberalization，SME access to banklending and the role offoreign banks．These  

PrOblems are closely related to other topicslike bank supervision，regulation，  

accountingand strengtheningofcapitalmarkets．However，Iwouldliketolimitthe  

discussion here tothefour points．Thesefour points are essentialforimmediate  

bankingreforminChina．  

（a）Non・Performingloans  

NPLs are stilla serious problemfor China．As the history ofChina’s且nancial  

SyStemShows，therewasnoclearseparationbetweentheroleofdiffbrentbanksand  

there 

POlicybanks．These banking organizations and the centralplannlng SyStem CauSed  

NPLstoaccumulate．  

TheChineseauthoritystartedtotacklethesedeeprootedprobleminthe90s．In  

1999thefourcommercialbanks eachsetup anAMC towhichtheytransferredbad  

loans．Thefour AMCs are Cinda，GreatⅥhll，Orient and Huarong．Each AMC  

PurChasesbadloansfromeachbankatfacevalueandfundsthepurchasethroughthe  

issueofbondsimplicitlybackedbytheMinistryofFinance．  
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Table3 AssetManagementCompaniesofFourSOCBs  

CCB   ABC   BOC   ICBC   Tota】  

TotalAsset（asofend2001，RMBhundredmi＝on）  27，650   25，280   25，966   43，181  122，077  

RatioofNPL（asofend2001，％）  19，35   n．a．   27．51   29．8  25，37   

AssetManagementCompany  Cinda   GreatWall   Orient   Huarong  

Dateofestablishment  1999／4／20  1999／10／18  1999／10／15  1999／10／19  

Sourceoffunds（RMBhunderedm＝ion）  

Capita［（fromMinistryofFinance）  100   100   100   100   400  

LendingbyPBOC  0   3，458   1，074   947  5，479  

Issueofdebenturesunderwrittenbygroupbanks）  3，730   0   1，600   3，130  8二460   

TrasferamounttoAMC（RMBhundredm‖ion）  3，730   3，458   2，674   4，077  13，939  

NPLdispositionamount（unti12002／9）（A）  702   838   340   443  2，323  

Recoveryamount（B）  280   160   192   214   846  

RecoverYratio（B／A，％）  39．9   19．1   56．5   48．3   36．4  

Cashrecovery（C）   216   77   86   146   525  

Cashrecoveryratio（C／A、％）   30．8   9．2   25．3   33．0   22．6  

Debtequityswap  

Number of corporations 168   21   65   333   587  

Amount（RMBhundredmiLLion）   1，545   125   639   1，100  3，409   

Source：Hagiwara（2002）  

Therecoveryofassetsismadethroughdebtequityswap，Salesofassetsorauction．  

WhenanAMCmakesalossbecauseoflowerrecoveryrate，thenthestatemustcover  

thelossincurred．Table3showshowthefourAMCshavedisposedNPLstransferred  

fromtheSOCBs．  

EvenafterthetransferofNPLassetstotheAMCsin1999，tOtalNPLsinSOCB  

assetsstillamounttoRMBl．8trillionandthepercentageshareofNPLsis25．4％．The  

governmentdirectedthefour commercialbanksto decreasetheirNPLsby2to3％  

yearly．VbryrecentlythePBOCreportedthattheNPLsofChinesebanksdecreasedby  

RMB95．1billionor4．5％ofthetotalassetsintheperiodfromtheendof2001totheend  

of2002．7  

Thereseemstobewideexpectationthatthe“grow－OutStrategy”isfeasible．Butthe  

grow，OutStrategyShouldbereviewedverycarefu11ybothatthelevelofthemicroLand  

maCrO－eCOnOmy・  

Onthemicrobasis，theSOCBsmovedpartoftheirNPLstotheAMCsandSOCBsare  

expectedtoreducetheirNPLseveryyearfromtheirannualpro丘tandtosoIvetheNPL  

PrOblemeventually．InarecentspeechattheABDIinTbkyo，Mr．Liu，Chairmanand  

PreSident of BOC，eXPreSSed his hope to grow・Out Of problemloans and the vice  

PreSidentofBOC alsoexpressedthe same expectationinhis speech8．However，this  

Strategyiscausingseriousproblems．ThefourSOCBsareorderedtoreducetheirdebt  

7通史亘January15，2003  

8ⅠIMA［2003］  
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by2－3％everyyear．Becauseofthelowcapitalratioandtheconcernforaccumulating  

baddebts，bankstendtoreducelendingtoprivateenterprisesandtopurchaseriskfree  

governmentbonds，CauSingakindofcreditcrunch．9  

Table4IllustrativeSummaryofCostsofFinancialSystemCleanUp  

（basedondatafbrend－2000）  

Amount（bnRMBun］essotherwiseindicated）   Total   Al】banks  SOCB   JSandCity  Co－OPeratives   

Assets   13745   11672   10144   2110   2073   

Loanstonon一月nancia［institutionsl   10 0388 8452   7606   1171  

EstimatedNPL   4164   3371   3202   234   793   

Percentofa”loans（％）2   41   40   42   20   50   

NPLtobeassumedbygovernment   3160   2526   2441   114   634   

CapitaIinjections   65   33  33   32   

Tota［grosscost／GDP（％）   36   29   27   3   7   

Totalcostnetofrecovery／GDP（％）   29   23   22   6   

1ExcludingJoanstothegovernmentandtootherfinancialinstitutions．  
2FiguresforSOCBsincludethel．3tri”ionRMBtransferredtoassetmanagementcompaniesin2000  

andassumeanNPLrateonloansremainingwithSOCBsof25percent．  
Source：OECD  

Table5 RangeofPossibleCostsofFinancialSystemCleanUp  

（PercentofGDP）  
Netcostunderbase［ine（seepriortable）  30   

Withh  igherNPLl  44   

Higher   NPLpluslowerrecoveryrate2   51  

t  Onalcostofsupportforpolicybanks   〝＋5  

t  OnalcostofloweringNPLratioto7．5％   ～＋2   

Rangeofpossib［ecost  30 to 58 

1．NPLforSOCBs of40percentand co－OPerativesof66percent．  
2．Recovery rate of5percentversus15percentin baseline．  
Source：OECD  

Onthe macrobasis，OECD estimatedthattheNPLcleanupcostwouldbefrom  

30％to58％ofGDPlO．ThenexttwotablesshowtheestimatesinanOECDreport．They  

SeemStOberoughcalculationbutconsideringthedifncultyofobtainingaccurateNPL  

丘gures，aWidemarglnOferrorisunavoidable．IfChinacontinuesitsgrowthwithout  

interruption，the OECD report suggests that the grow・Out Strategy Onthe macro  

economylevelwouldbequitepossible．Inthiscalculationthecostrelatedtotheexisting  

NPLswillbebornbythegovernment，andevenintheworstcasescenario，theNPLs  

wouldbe58％ofthetotalGDPof2000．IfGDPgrows7％yearly，thenGDPwillbe  

9AsianPolicyForum［2002】  
100ECD［2002】Initscalculation，OECDassumesthatthewholecostofNPLrecoverywillbe  
COVeredbythegovernmentandthattheSOCBsneednocapitaliI裏ectionexcepttheNPLcost・JS，City  

banksandco－OPerativesneedadditionalcapitalinjectiontokeeptheircapitalratio．  
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Figure 2 Profit and Loss Situation of SOE 

（RMB hundred miL．）  
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doubleinlOyearsandthecostinpercentoftheGDPwi11becomehalfoftheinitial  

burden．  

However，SuChaviewseemstobetoooptimistic．Evenifthegrow－OutStrategylS  

POSSible，thereareseveralconditionstobefu岨11ed．Onenecessaryconditionforsucha  

grow－Out Strategy tO WOrkis thatthe system which accumulated the NPLs willno  

longerbethesame．TbpreventNPLsincreasingfurther，SOEs，themaJOrborrowersof  

SOCBs，muStimprovetheirpro丘tability．  

Althoughthere are many cases ofreportedimprovementsinthe pro丘tability of  

SOEs，furthereffortshavetobemade．Thenextchartshowsthatthepro丘tsofSOEsin  

totalareincreasingafter‘98．   

Inthe past，the so－Called“softbudgeting”and“policyloans”have caused many  

PrOblems．11Asmentionedearlier，Chinaestablishedthreepolicybanksandseparated  

thefunctions ofcommercialbanks and policy banks．SOCBs have been ordered to  

decreaseNPLsandtheirbrancheshavebeenorderedbytheirheadquarterstoreduce  

NPLs andatthesametimetomakepro丘ts．Inspiteofsuchpositive developments，  

SOEsseemstilltobeover－CaPaCity，0Ver・emPloyedand丘nanciallynotindependentfrom  

SOCBs．OECDreportspointedoutthecontinuedlendingtoloss－makingSOEswhich  

11Wei［1999］187p－189p  
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SuggeStS that considerations beyond strict commercialcriteria stillplay a rolein a  

Significantamountoflending12．   

O））StrengthemingcorporategovernanCeOfbanks   

In ordertoimprove such a situation，itis essentialto strengthenthe corporate  

governancestructureoftheChinesebanks，eSPeCiallySOCBs．Mr．LiuofBankofChina  

mentioned，in the same ADBImeeting，the necessity to strengthen the corporate  

governance ofthe SOCBs．13In order to achieve this he stressed theimportance of  

SOCBs recapitalizing through equity and bondissuancein the capitalmarket．  

Corporate governance will be strengthened once banks are subjected to market 

disciplineandinvestorscrutiny．Atthesametimeaccountingsystemsanddisclosureof  

丘nancialconditionsshouldbestrengthened．  

CCBwasreportedtobeplanningtolisttheirsharesinChina，HongKongandNew  

％rkin three to且ve years14．Other two SOCBs，BOC andICBC are said to have  

intentionstolisttheirstocksdomesticallyandoverseas．Suchlistingwillcontributeto  

Strengtheningcorporategovernanceandthesee放）rtSShouldbepromotedfurther．  

（c）Liberalizationofinterestrates   

InChinatherenminbiinterestratesondepositsandloanshavebeenregulatedand  

bankshavenotbeenfreetofiⅩinterestratesatall．Intheinter－bankmoneymarketand  

inter－bankbondmarketChinastartedliberalizationin199615．InJanuary1996China  

launchedanationwideuni丘edinter・bankcallmarketandliberalizedChinainter－bank  

o鮎redrate（CHIBOR）inJuneofthesameyear．InJune1997theinter－bankbond  

market（repomarket）started．Amarket－basedauctionmethodalsobegantobeused  

inOctober1999forallgovernmentbondsissuedbytheMinistryofFinance．  

Governmentbondyieldsinthesecondarymarkethavebeenliberalized．  

Liberalizationofinterestratesbothfordepositsandloansisanecessarystep  

towardsanefncient且nancialmarket．Interestrateliberalizationenablesthe丘nancial  

SyStemtOallocatethe丘nancialresourcestoareaswheretrueandproductive  

investmentopportunitiesexist．Chinaabolishedpolicylendingofcommercialbanks．  

However，thealternativesystemdoesnotseemtoworkefnciently，andwithoutthe  

liberalizationofinterestratesitwouldbeverydifBcultforthe丘nancialsystemto  

functionasande鮎ctiveintermediary．  

120ECD【2002】459p  
13Liu【2002】  

14NikkeiFinancialNewspaperNov．14，2002  

15Wei【2001］  
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TherehavebeengoodreasonsforChinatokeepinterestrateregulationinthepast．  

SongnamedseveralreasonswhyChinacannotliberalizeinterestrate regulations16．  

Theyarefragmentedmarketstructures，thelargenumberofnon・Performingloansheld  

bystatebanks，theriskstothedomesticbankingsectorfromgreatercompetition，the  

needtomeetmacroeconomicpolicygoalsandaninadequate丘nancialinfrastructure．  

Wei，in his comprehensive analysis of China’s banking systemin1999，also  

analyzedtheproblemsofregulatedinterestratestructuresandproposedpossibleways  

toliberalizeinterestrates17．AccordingtohisandtheWorldBankstudy，thereare丘ve  

conditionsforinterestrateliberalization．18  

Savings mustbeinterestrateelastic．Investments mustbeinterestrate elastic．  

Banksmustbe丘nanciallysoundandsoIvent．Thecentralbankmustbeabletoconduct  

monetarycontrolbyrelyingonmarket－basedmonetaryinstruments．Andtheremustbe  

ahighstandardofprudentbanksupervision．  

Arethese丘veconditionsfu1且11edinChina？VVeifoundthatthe且rstconditionismet．  

HouseholdsavingsandinterestratesarecorrelatedinChina．Thesecondconditionhas  

notbeenfu脆11ed，because the SOEs tend notto manage theirinvestmentbasedon  

interestratelevels．Thesituationisnotsodiffbrenteventoday．Theverdictonthethird  

COndition，Ofsoundbanks，isself・eVident．ThebanksstillholdlargeNPLseventoday．  

Thefourthconditionis nowbeingfu1fi11edbecausethecentralbankhaschangedits  

POlicyinstruments toindirect controlfrom direct control．PBOC has changed their  

monetarypolicytoindirectcontrol．Thenfthconditionofprudentbanksupervisionhas  

beenimproved and willbeimprovedfurther．Most of Wei’s results seem to be  

applicablein China today，anditsinterest rateliberalization process should be  

PrOmOtedverycarefu11y．  

Chinastartedtoliberalizeinterestratesveryrecently．In1999thePBOCissuedits  

POlicy toliberalizeinterestsin China and de丘ned the prlOrities．According to this  

SChedule，the RMBinterest rates willbeliberalized within three years．Forelgn  

CurrenCydepositsandloanrateswillbeliberalized．ThentheRMBinterestrateswill  

start to beliberalizedin ruralareas andlaterit wi11move to urban areas．  

Liberalizationwillstartwithdeposits，thenlatermoveontoloans19．Inthismannerthe  

PBOCstarteditscarefu1andgradualmovetoliberalizeinterestrates．  

Weidiscussedthesequenceproblemofinterestrateliberalization．Whichshouldbe  

16Song［2001】  

17Wei【1999］  

18Wei［1999］p．161．  
19PBOCisexperimentinginterestrateliberalizationinninecountiesinfourprovinces．Ruralcredit  

CO－OPerativesinthereglOnCanfloattheirsavlngSrateSbyupto30percentandlendingratescanalso  

befloatedtoamaximumof70percent，basedonthecredibilityofborrowersandnegotiation．  
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the丘rst，depositorloan？Wei，inhisanalysis，PrOPOSedtoliberalizedeposits丘rstand  

thentoliberalizeloans．The丘rstreasonwasthathethoughtthatthedepositratewould  

decreasebecauseChineserealinterestratesareveryhighandinterestrateswouldfall  

OnCedepositinterestrateswereliberalized．ThesecondreasonwasthattheSOEswill  

beputinamoredifficultpositionbecauseofhigherloanrates．  

Most ofthe market participants and authorities think on the contrary；that  

liberalizingdepositrateswi111eadtohigherdepositratesandwillhurtthepro丘tability  

Ofbanks．Therefore，thePBOCshouldstarttoliberalizeinterestratesonloansfirst．  

Thissequence，tOliberalizeloanrates丘rst，istherightchoice，COntrarytOWei’s  

OPlnion．Whenbanks applyflexibleinterest rates，theywillbe readyto provide the  

SMEswithfunds．SOEswillbeforcedtomanagemoree瓜cientlyinordertogetbetter  

interestrates．Bankswouldconductmorethoroughanalysisof丘nancialconditionsof  

Clientsandtheywillfurtherre丘netheirinternalcreditratingsystem．Suchamovewill  

improvetheNPLproblemandinturnthefinancialpositionofbanks．Laterondeposit  

rates willbeliberalized and the whole丘nancialsystem willfunctionto reflect true  

SuPPlyanddemand．  

（心Fund皿owtoSMEs  

AverylmPOrtantmissionofChina’s丘nancialsystemincomingyearswillbetosupply  

fundstotheSMEsandtoestablishalevelplaying・fieldfortheSMEsandSOEs．SMEs  

arethedrivlngforceoftheeconomy．Buttheyareputinadisadvantageouspositionin  

fundraisingincomparisonwithlargeSOEs，althoughSMEsareexpectedtomakefu11  

useofChina’scomparativeadvantageinlabor－intensiveindustriesandtoleadChina’s  

growthincomingyears．The share ofSOEsinindustrialoutput ofChina has been  

decreaslngCOnStantlyandtheirshareinurbanemploymentandintotalinvestment  

havebeendeclining（Fig．3）．TheshareofSOEswascloseto80percentofthetotal  

industrialproductionintheearly80sand28．2percentin1999．Ontheotherhand，the  

share ofcollective且rms，Self－emPloyed and othersincludingprivate丘rmsincreased  

dramatically．20  

20W加増［2002】p．30．  
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Figure3IndustrialProductionandShareofDi鮎rentCoporationTypes  

78798081828384858687888990g19293949596979899990001   

Note：A氏er2000，thestatisticschangedtocoversSOEandnon－StateenterPrlSeSWhosesalesareover  

RMB5million  

Source：（二地血a励atLgtibal‡をali）00k   

In spite of thisincreasing role of SMEs，an eXtenSive survey conducted by  

InternationalFinanceCorporationin1999foundthatprlVateenterPrlSeSreliedalmost  

exclusively on their ownfundsfor their growth21．Nearly80per cent ofthe丘rms  

surveyedcitedlackofaccesstofinanceasaseriousconstraint．Attheendof1998bank  

loansandlendingbyotherinstitutionstotheprivatesectortogetherconstitutedonly  

onepercentofthetotallending．Theequitymarkethasalsoplayedalimitedrolefor  

private enterprises because China’s equity market has served primarily to丘nance  

SOEs．Themajorsourceof丘nancingforprivatecorporationsisself・raisedfunds．They  

alsorelymoreoninformalmarkets，Whicho鮎rquickandflexible鋭nancing，thanon  

formalbanklending，althoughinterestrateschargedintheinformalmarketarehigher  

thanthoseintheformalmarket．  

The且gure4shows thatthe cooperatives andprivate enterprlSeS，Which consist  

mainlyofSMEs，arerelyinglessonloans．22  

21IFC【2000］p．45．  

22Inthefigure4，loansincludenotonlybankloans，butloansfromnon－bank丘nancialinstitutions，  

andcentralandlocalgovernment．Self－raisedfundsrefertofundsreceivedbyconstructionenterprlSeS  

fromtheirhigherresponsibleauthorities，localgovernments，OrraisedbyenterprlSeSOrinstitutions  

themselves．Self・raisedfundsaredifEbrentfrominternal且nancingofdepreciationplusearnlngSinthe  

WeSternmeanlng．Self－raisedfunds，therefore，arediffbrentfrominternal丘nanclngOfdepreciation  

PlusearnlngSinthewesternmeanlng，Theymayincludesupportingbyregionalandother  

governments．Therefore，itwouldnotbeappropriatetounderstandSOEs’conditionsonlybythisgraph  

andtheirtruesituationsareopaque．  

100   



（Ybar2001）   Figure4 SourceofFunding  
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Theliberalizationofinterestrateswillenablebankstoprovidefundsatrealistic  

rates，Which may be higher than banklending rates now．But smallpro丘table  

COrPOrationscanborrowandinvestsuchfundsinamoremeaningfu1waythanSOEs．   

Inordertomakemorefunds availabletoSMEs，SOCBs shoulddevelop skillsto  

evaluatetheirclientsproperly，nOtOnlythe且nancialconditionsofcorporationsbutalso  

theirtechnologyandmanagementskills．SMEshavedifncultyinprovidingcollaterals  

Orthird・PartyguaranteeS．Manycitiesestablishedcreditguaranteeagenciesandsuch  

effortswillimproveSMEs’accesstobanklending．   

In order to make China’s economy competitive enoughfor the WTO opening，  

improvlngtheaccessofSMEstomoreflexiblebanklendinglSVerylmPOrtant．  

（e）Theroleofforeignbanks   

In the development process ofChina’s丘nancialsystem，foreignbanks willplay  

importantrolesandtheiractivityshouldnotbecurbedordisturbedasfaraspossible．  

Vらry recently some Chinese banks have acceptedforelgn bank participation．Such  

Participationwillbene丘tChina’sfinancialsystem，becauseforelgnbankswillbringln  

newtechnologyandservicestotheChinesemarket．（Table6）  

Forelgninstitutions’participation may also contribute toimprovlng COrPOrate  

governanceinChina．WhenforelgninstitutionsparticipateinChineseinstitutions，they  

Willa鮎cttheirwayofthinking，Ofmanagementandreportingtoshareholders．  

VbryrecentlyChinaimposedalimitontheinter・bankborrowingbybanks．This  

restrictionallowsfbreignbankstofundinter－bankmoneyonlyupto40percentoftheir  

renminbidebt．Thisnarrowstheactivityofforelgnbanksinthecountryandwillprotect  
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Table6 ForelgnBanksParticipation  

Chinesebanks   TbtalAsset  Shareofforelgnbanks  

（2001，RMB  incapital   

bi11ion）   

ShanhaiBank   n．a．   HSBC   8％   

ⅩianCityCommercialBank  n．a．   ScotiaBank（Canada）  2％   

ShenzenDevelopmentBank  67．23   NewBridgeCapital  

（US）   

Pudong Development Bank 130．7   Citibank   10％   

China Minsheng Bank 68．6   Hang Seng Bank Undernegotiation   

Source：A血∂刀aCdrα血aを飽β刀Cea刀d励月必打g  

thebankingindustryfromcompetition．However，itis notthe right stepforward．It  

WOuldbemoreproductiveforChinatodevelopthemoneymarketwithinthecountry  

and toletforeignbankslend money to companies who need suchfundingfor new  

investments．Itwould make the Chineseindustry more competitive．Therefore such  

restrictionsshouldberemovedassoonascircumstanceallows．  

3．PossibleRiskscausedbyWTOentry   

InamoreliberalizedenvironmentafterWTOentry，China’s丘nancialsystemmay  

hcenewrisks．OneriskisthatNPLswillcontinuetogrowandChina’s丘scalburden  

Willincrease．ThesecondriskisthatstifEcompetitionwillhurtbanksandsystemicrisk  

Willoccur．Thethirdriskisthatacrisiscouldoccurcausedbytheliberalizationofthe  

CaPitalaccounts，COuPledwithaweakbankingsystem．Chinaisalreadypreparingto  

face these risksin thefuture．These e放）rtS Should be strengthened with special  

attention．  

（1）NPLsand鮎calburden  

NPLsolutionisthe丘rstnecessitybeforeChinafu11yopensitsfinancialmarketsto  

forelgninstitutions．Without soIving this problem Chinese banks willnot bein a  

POSitiontocompetewithforeignbanks．AstheOECDestimatesindicate，theChinese  

governmentmustinjectadditionalmoneyintothebankingsystemalthoughthiswould  

addtogovernmentdebt．SolongasChina’seconomicgrowthcontinuesatsuchahigh  

rateas70r8％incomingyears，thisproblemof丘scalburdencouldbeundercontrol．  
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However；theexperienceofothercountriesshowthatevenahighgrowtheconomyfhces  

di伍culttimesandsucheconomy払11sintorecessionsometimes．  

Concernoverthe growingdebtofthe Chinese governmentis alreadyveryoften  

reportedinnewspapers23．IfNPLsaccumulateandthegovernmentshouldinjectfurther  

moneyintothesystem，SOmeareafraidthatthiswouldleadtoa丘nancialcrisis．Under  

thecurrentcircumstanceswhereChinaregulatesitscapitalaccountstrictlyandgives  

implicit deposit guarantee，a丘nancialcrisis would not occur easilylHowever，SuCh  

accumulationofgovernmentdebtwouldcrowdoutprivateinvestmentinthecountry  

andwouldhinderfuturegrowth．Inordertoavoidsuchrisks，itisimportanttocutthe  

ViciouscircleofNPLaccumulation，aSWehavealreadydiscussedinthispaper．  

（2）Stiffcompetitionandsystemicrisk  

Thesecondrisk，thatstiffcompetitionmayleadtoasystemicrisk，Canbeavoided  

by establishing an e瓜cient and sound丘nancialsystem．For this purpose bank  

regulation and supervision should be more transparent．In this contextthere are  

SeVeralreportsthatChinaisconsideringcreatinganewbanksupervisorybodywhich  

WOuldtakeoverthebankingregulatoryroleofthePBOC．Underthecurrentsystem  

WherethePBOChastwofunctions，tOSetmOnetaryPOlicyandatthesametimetobea  

bankingregulator，thePBOC’sdecisioncouldbebiasedtoprotecttheSOCBs．Ifanew  

SeParatebodywasestablisheditmightconcentratemoreonsupervISlngbanksandthe  

PBOCwouldconcentrateonthemacro－eCOnOmicpolicy．   

Inordertoavoidasystemicriskitisimportanttogainthecon丘denceofdomestic  

andinternationalinvestors．Asdiscussedintheearliersection，Strengtheningcorporate  

governance andimprovlngdisclosure arethe necessarysteps．Banks shoulddisclose  

theirtrueconditions，SOthattheadditionalmoneycanbee鮎ctivelyinvested．   

Interestrateliberalizationshouldbepromotedinmeasuredsteps，inordertoavoid  

asystemicrisk．Atthesametime，StePStakenshouldbetimelyandnotdelayed．Tbo  

earlyaliberalizationcontainsrisks，eSPeCiallywhenbanksupervisoryfunctionsarenot  

readyinthesystem．However，thereisalsoadangerthatliberalizationcomestoolate  

andtoomanyregulationsremaininthesystem．  

TheJapanesemistakesaregoodexamplesofsuchfailures．Afterthewar，Japan  

OPenedupitsmarketgraduallyandatthesametimeliberalizeditsmarketsonebyone．  

Interestliberalization was completedin1993．However，Japan had kept other  

regulationstoolongandprotectedJapanesebanksfromrealmarketcompetition．The  

failurewasmainlyfromthelatterhalfof1980sandintothe1990s．Iwouldliketoname  

23 帽芳“China’sgrowlngdebtsstirsdebate，fuelsfears”，January20，2003  
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fourmaJOrmistakes．The丘rstonewasthattheMinistryofFinancekepttheimplicit  

andfu11guaranteeofdepositstoallbanksandmaintainedthemythof“nobankfailure”・  

Thismadedepositorsandmarketparticipantsindiffbrenttotherisksassociatedwith  

banksandcausedmoralhazardthroughouttheeconomy．Thesecondmistakewasthat  

theMinistryofFinancemaintainedtheseparationofbanksandsecuritycompaniesand  

alsokepttheseparationamongbankinstitutionstoorigidandtoolong．Therewere  

manyvestedinterestsinthefinancialmarketsinJapan．Andprohibitingbanksfrom  

JOlningthesecuritiesbusiness，theseparationofbankslikecitybanks，long－termCredit  

banksandtrustbanksexistedtoolong，althoughsuchseparationbecameobsoletein  

the changlng teChnologicalenvironment．These restrictions discouraged banksfrom  

developlngtheir丘nancialskills．ThethirdmistakewasthattheMinistryofFinance  

keptcontrollingeverydetailofproductdevelopmentin丘nancialmarketsandcaused  

delayinthetechnicaldevelopmentofmarketparticipants．TheMinistryofFinancewas  

also slow to reform the tax system which hindered the creation of new financial  

products．Andthefourthmistakewasthatthebanksthemselvesweretooslowtoadopt  

betterriskmanagementsystem．  

Withthepracticallyunlimiteddepositguarantee，Slowtechnicalprogressandpoor  

riskmanagementsystem，bankssimplyexpandedthevolumeofloanportfo1iotillthe  

beginningthe1990s，eSPeCiallyinriskyrealestatelending，Whichturnedouttobe  

NPLsduringthatdecade．Japanshouldhaveliberalizedthe丘nancialmarketsinthe  

80s morethantheydidandshouldhaveletbanks controltheirrisksbythemselves  

independentlyandletthemcompeteinatruesense．  

China should achieve丘nancialreformslikeinterest rateliberalization and start  

StiffcompetitionwithforelgnbanksinmuchshortertimethanJapandid．Enoughcare  

Shouldbepaidinthisprocess：butatthesametime，theyshouldnotwaittoolongto  

deregulatetheindustry．Theexistenceofmanyregulationsmaycausebankstoavoid  

COmPetitionwithoutgoodeconomicreasonsasinthecaseofJapan．  

（3）Capitalaccountliberalizationandaweak丘nancialsystem  

WTOentryalsoa鮎ctsChina’sforeignexchangepolicy．WTOentrydoesn’tmean  

ChangeinitsforelgneXChangeratepolicydirectly．Howeverentrywillmakeitmore  

difficultforChinatomaintainitsfixedexchangeratepegtotheUSdollar．Thereare  

two reasons．  

Thefirstisthatanopenmarketeconomyneedstheflexibilitytoadjustexchange  

rates．Entry to the WTO means that China willliberalizeits trade and when an  

imbalance occursin trade，t！1enthe exchange rate becomes one of theimportant  
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instruments to adjust such animbalance．China cannot always rely only on丘scal  

expenditureormonetarypolicytodothisandwillneedexchangerateflexibility．  

Thesecondreasonisthatopenlngthecapitalmarketwillbeinevitablewhenthe  

Chineseeconomybecomesmoreopentotheworld．ChinacurrentlycontroIsthecapital  

accountsfu11y，andisunlikelytoeasesuchacontrolintheshortrun，inordertoavoid  

anyabruptmovementofcapitalacrosstheborder．Itwillbemoredi瓜cult，however，tO  

COntrOlthemovementofcapitalinthefuturebecauseinvestorsandcorporationswho  

investinChinawillrequestmorefreedomtomovecapitalacrossborders．EvenChinese  

COrPOrationswillstarttoinvestabroad，Whentheygetcompetitiveinternationally，aS  

Haierdoes24．Dynamicmovementofcapitalisessentialforindustrialeconomiesandto  

trytocurbitwillbeverycounterproductive．  

Forthesereasons，Chinawillhavetoloosencapitalaccountcontrolgraduallyandif  

ChinatriestokeeptherigidfixedratepegtotheUSdollar，itmayfaceaverylargeand  

abrupt adjustment process．The Asian丘nancialcrisis showed how severely such  

adjustment Can hurt the countries concerned．The丘Ⅹed rate peg may cause an  

imbalancein the balance ofpayments．AlthoughChina haslargeforelgn eXChange  

reservesatthemoment，thesituationcouldchangeratherquickly．   

In order to avoid such an abrupt currency risk，China should move to a more  

flexibleexchangeratesystem．Atthesametime，banksshoulddeveloptheirinternal  

riskcontroIsystemaspartofstrengtheningthe且nancialsystem．Onewaytomovetoa  

moreflexible exchange rate system would be to adopt a currency basket system．25  

Improving且nancialcooperationwithotherAsiancountrieswouldalsobeimportant．  

4．Conclusions  

Chinais facing enormous challenges to reformits economy within alimited  

timeframe．Necessaryreformsaremany－Sidedandneedextremecare，butatthesame  

time，theyrequirespeed．Itisatremendouschallenge．LongYbngtuwroteinhisbook  

thattougherandmoreslgni丘cantpartoftheWTOnegotiationwasconsensus－building  

amongtheChineseanditturnedouttobeanunprecedented，maSSiveeducationprocess  

forthemregardingglobalizationandtherestructuringoftheeconomy26．  

AsYbngtuwrote，theWTOentrylSaPrOCeSSaCCOmPaniedbytremendousdegreeof  

Changes，eSPeCiallyinthewaypeoplethink．Andinthisprocess，Painsmaysomehowbe  

24RecentlyitwasreportedthatChinastartedatrialtoeasetherestrictionon丘）relgninvestmentby  
Chinesecompanies．Seejわutbαina肋如glbst，Jan．20，2003and畷Jan．20，2003  

25Mori，Kinukawa，NukayaandHashimoto［2002】  
26Ybngtu［2002】  
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COntrOllablebuttheyareinevitable．   

Mr．Keating，theformer prime minister ofAustralia，referredin his speechin  

Be毎inglastyearto丘nancialreforminChina27．HerecognizedtheproblemsofChina’s  

丘nancialsystem，butatthesametimehementionedthattheChineseleadersandthe  

centralregulatory organizationslike the PBOC and the CSRC understandthese  

problemsfu11y．AndhewasoptimisticaboutChina’sreformsbelievingthatChinawill  

betheengineofgrowthforitsneighbors．Manypeoplewouldagreewithhimonthis  

POint．  

China’sWTOentryiso鮎ringthebestopportunitytoaccomplishthisdifficultjob．  

27Keating【2002】  
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Annex China’scommitmentsto且nancialindustryreforminthebankingsector：   

（お耶〆血のye叩  

Bankingandother且nancialservices  

Forelgn CurrenCy  

business   

Local currency  

business   Uponaccession   Shanghai，Shenzhen，Tiaqln  

andDalian  

Within one year after  Guangzhou，Zhuhai，Qingdao，  

aCCeSSlOn   NangiingandWuhan  

Within two years after  Jinan，Fuzhou，Chengdu and  

aCCeSSlOn   Chongqlng  

Withinthreeyearsafter  

aCCeSSlOn，   

Within four years after  Shantou，Ningbo，Shenyangand  

aCCeSSlOn，   Ⅹian  

Within 丘ve years after  allgeographicrestrictionswill  

aCCeSSlOn   beremoved   

肋由  

For  forelgn  CurrenCy  uponaccession   foreign丘nancialinstitutionswere   

business  Permittedtoprovideservicesin  

China without restriction 

Forlocalcurrencybusines  Within two years  foreign且nancialinstitutionswill  

afteraccession   bepermittedtoprovideservicesto  

Chineseenterprises  

Within 丘ve years  Foreign丘nancialinstitutionswill  

afteraccession   bepermittedtoprovideservicesto  

Chineseindividuals．  

Forelgn且nancialinstitutions  

1icensedforlocalcurrency  

businessinoneregionofChina  

mayserviceclientsinanyother  

regionthathasbeenopenedfor  

suchbusiness．   
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ム由e刀長明g  

－Foreign丘nancialinstitutionswithtotalassetsofmorethanUS＄10billion（attheend  

oftheyearpriorto丘1ingtheapplication）areeligibletoestablishasubsidiaryofa  

foreignbankoraforeign丘nancialcompanyinChina．Suchinstitutionsarealsoeligible  

toestablishaChinese－forelgnjointventurebankor丘nancecompany・Forelgnfinancial  

instituti。nSWithtotalassetsofmorethanUS＄20billion（attheendoftheyearpriorto  

丘1ingtheapplication）areeligibletoestablishabranchofaforeignbankinChina・  

－Qualificationsforforeign丘nancialinstitutionstoengageinlocalcurrencybusinessare  

asfo1lows‥threeyearsbusinessoperationinChinaandarecordofpositivepro丘tsfor  

twoconsecutiveyearsprlOrtOtheapplication．  

Aぴわ血8月α曙  

rForelgnnOn－bank丘nancialinstitutionswerepermittedtoprovideauto且nancingupon  

aCCeSSlOn．  

（Source：OECD）  
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