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COMPLIANCE RATINGS

Monetary transparency 2006 2005 2004 2003
Clarity of roles oo oo oo .o
Open decision process ooe oo oo oo
Availability of information oo oo oo oo
Central bank accountability oo oo oo oo
Score 2.25 2.25 2.25 2.25

OUTLOOK & COMMENTARY

In 2006, China took further steps to improve the transparency of its monetary policy. Since the
beginning of the year, the People’s Bank of China (PBC) has encouraged market forces to play
a greater role in the foreign exchange market, creating increased potential for monetary policy
flexibility. Further interest rate liberalisation, which began in 2004, is also expected over the
next year. Nevertheless, the pace of currency reform has been very gradual and is expected to
remain so over the next year.

The government is likely to establish an overarching regulatory organisation to improve
coordination between existing financial regulatory bodies. This would help to clarify the roles
and responsibilities of financial regulatory agencies, and enhance supervision of the financial
sector.

China could improve its monetary transparency by formalising its policy framework and
articulating more clearly its monetary targets and objectives. The central bank is not
independent from the government, and does not have final authority over key policy
decisions, including interest rate and exchange rate policy.
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EXECUTIVE SUMMARY

2.25 Intent declared

During the past year, the credibility of the cehtvank -- the People’s Bank of China (PBC) -- hasreéased,
following a number of steps to improve flexibilignd transparency of monetary policy, as well asetoout more
clearly the framework for regulating and supengsihe financial sector.

A market-maker system in the spot trading of foneéggchange has been in operation since January a6@@rt of a
process to allow markets to have greater influesrtehe currency. This stems from the July 2006rmafof the
exchange rate regime, which is beginning to give PIBC potential to conduct a more effective moiyepaicy.
Nevertheless, the pace of currency reform has begngradual. In August 2006, Fan Gang, a resgleetonomist,
was appointed to the central bank's monetary poticgnmittee. He is believed to support the curmgede of
creeping revaluation, as opposed to his predecedsorfavoured a faster pace of liberalisation. r€hs currently
no timetable for further exchange-rate liberalmatiand there are no expectations that the exchatgdoand might
be widened in the near term. However, there mafuliber liberalisation of loan and deposit rategrothe next
year, continuing on the path of interest rate hisation begun in 2004.

Commentators noted that a debate is currently owgoi closed government circles and among someeaciad
about whether interest rates or inflation shoulddvgeted. For either or both of these to happgencentral bank
would need improved communications with the publiceater monetary policy independence and technical
expertise. For these reasons, inflation and istawde targeting are unlikely to be implementedrahe next few
years and will remain, instead, a long-term goal.

This year, the PBC and senior officials have caltedhe establishment of an overarching regulatoganisation to
improve coordination between existing financial ulagory bodies. The jurisdictional reach of theogwsed
Financial Regulatory and Supervision Committee bdlfinalised at a Financial Work meeting at thd eh2006.
Given the increasing complexity of the financialrket in China and the impending entry of major fgnefinancial
conglomerates from 2007 onwards, the new organisatiould help to minimise turf battles between &g
regulatory authorities in China.

In 2006, the government indicated its intentioes$tablish a deposit insurance system, coveringegibsit financial
institutions, in order to enhance protection of@®frs. China is in the process of establishisgsiem of financial
soundness indicators. In October 2006, an Anti-d§shaundering law was adopted that broadens theitief of

money-laundering crimes to include acceptance debr violations of financial management regulagicand
financial fraud. The law is expected to come #efie@ct on 1 January 2007.

China subscribes to the IMF General Data Dissemaina&ystem (GDDS). It publishes regular quarterigd annual
monetary reports, and in 2006 it published the s@@&nnual Financial Stability Review.

China’s overall score is unchanged from last year.
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1. QLARITY OF ROLES, RESPONSIBILITIES, AND OBJECTIVES OF CENTRAL BANKS

L Intent declared

Objectives and institutional framework of monetary policy

Central bank objectives and responsibilities

The PBC is the central bank of the People’s ReputiiiChina (PRC). The 1995 Law on the PBC manddtes
central bank to ensure “the correct formulation amgllementation of state monetary policies, instity and
perfecting a macro-control system through the e¢ttank and strengthening supervision and admatistr of the
banking industry.* The PBC Law declares that the central bank’saesipilities are to: formulate and implement
monetary policies; issue and administer the cittua of the local currency (renminbi); supervisenkiag
institutions and the financial market; manage threifjn exchange and gold reserves, the treasudythenpayment
and clearing system; supply banking statistics; emglage in international banking operatiénghe stated aim of
monetary policies is to maintain currency stabitityd thereby promote economic growth.

In 2003, banking supervision powers, up to thendlahby the PBC, were transferred to a new entiitg, China
Banking Regulatory Commission (CBRC). This sepamatvas implemented at the provincial level in 2004
Although the staff have high technical capacityg BBRC is relatively small, and in the past theawehbeen
concerns about its limited ability to supervisedbbranch offices. However, in 2005, the CBRC dhimore staff
and set up several local offices whose officials familiar with the operations of financial institins in their
respective regions, leading to a corresponding éwement in local supervision capabilities. The Asian
Development Bank is helping the CBRC with statssgstems and rating capacity, starting with forddgnks and
eventually encompassing all commercial banks. TBRC conducts regular exchanges with the US Fedo#tmet
central bank$.

In 2006, the PBC and senior officials called foe thstablishment of an overarching regulatory osgiun to
improve coordination between existing financial ulegory bodies; to reduce the increasing complexitythe
financial market in China; and to regulate turftlest between different institutions involved in oseeing and
regulating the financial sector. In line with WIt@mmitments, from 1 January 2007 the banking sewibbe fully

opened to foreign companies. The jurisdictionalche of the proposed Financial Regulatory and Sugierv
Committee will be finalised at a Financial Work rtieg at the end of 2008.

The PBC Law gives the central bank the authorityus® monetary policy instruments to achieve itsicpol
objectives, subject to the approval of the Stater€d. Foreign exchange management is entrustetigdsState
Administration of Foreign Exchange (SAFE), whicheogtes under the direction of the State CouncihFESis

responsible for the monitoring and control of fgreicapital movements, and it ensures that the gorekchange
resources of the country are maintained at an @pipte level. It authorises and registers all pubhd private
entities that engage in foreign exchange and cawmtatistics on foreign exchange, public debt iamdstment
flows.®

Operational autonomy

The PBC is not independent of the government inattheinistrative or operational sense, althougha& bained
some autonomy in the use of monetary instrumentgdent years. For example, commentators sughatthe
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PBC is completely autonomous in its decisions te agen market operations. However, the State Globhas
authority over interest rate and exchange ratecpdli Decisions made by the PBC are generally subject t
macroeconomic policies formulated in conjunctiomviigh-level committees of the Communist Partg, Binistry

of Finance (MoF), and other powerful government nagges, such as the National Development and Reform
Commission (NDRC). The separation of banking sup@n and monetary policy functions which followéke
creation of the CBRC in 2003 represented a sigmifichange.

The PBC Law states that the premier of the Staten€ibnominates the governor of the PBC, who isficored by
the National People’s Congress (NPC). The premigthe State Council also appoints and removescémgral
bank’'s deputy governors. The law vests respoiitsibibr the conduct of monetary policy in the gover and
establishes sanctions against abuses of powedjaterdf interest, breaches of secrecy, embezzlg¢nheibery, and
neglect of duties by PBC officiafs.

Institutional relationship between monetary and fizal operations

Lending to government

The relationship between the government and th&raepank is clearly regulated by the PBC Law. térms of
fiscal autonomy, the PBC Law clearly proscribes BH&C'’s subscription to primary issues of governmeeit?

This clause was added into the PBC Law to elimitieautomatic monetisation of fiscal deficits hg PBC, which
had been carried out prior to 1995. As a reshit,RBC has become more autonomous in the useiokitsments
in recent years.

The PBC has in the past asked state banks to ekiand to public projects that are partially fundigdgovernment
bonds. Such policy lending officially ended whdw tPBC eliminated the annual credit plan for stzeaks in
January 1998. The PBC itself is not permitted fovjale loans to governmental bodies or departmentsept to
those non-bank financial institutions whose borrayis specifically licensed by the State Coufttil.

The MoF sells government bonds to banking insthgi The PBC issues banking notes and is in chairglee
inter-bank market of Treasury bond transactionshe PBC may also open accounts for banking institgtias
needed, but it may not overdraw such accountsnait organise or assist the organisation of bankistitutions to
settle inter-institutional accounts. It may alsetedmine the amounts, repayment schedules, rategevést, and
forms of loans to commercial banks, although theetiimit for such loans cannot exceed one year.

The monetary and banking surveys lack sufficiertaitl@bout bank claims on the government, hampetirgy
estimation of the fiscal deficit from monetary bada sheets. The PBC has not reported separatedatantral
government deposits in its balance sheet sincel 205, because the MoF no longer distinguishewdxn the
central and other government deposit accotints.

Central bank involvement in the rest of the economy

Following a decision by the State Council on 30 &eber 2003, the PBC announced a 45 billion US d@ba4%

of GDP) capital injection for two of the four staiened commercial banks: Bank of China (BOC) andn&h
Construction Bank (CCB). The recapitalisation wasducted by transferring funds from the PBC’s rimdtional

reserves into a new entity called the Central iHdijivestment Company. A similar method of recdisi@ion has
been formulated for a third state bank, the Indaistind Commercial Bank of China (ICBC). The breattegy has
entailed the bailout of state-owned banks by Huffilowed by an initial public offering (IPO). Thicombination is
expected to structure management incentives propétbwever, the recapitalisation has also incrédke risks for
the PBC’s balance sheet, since reserves were egetidor an equity investment of uncertain value.

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK 61
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Monetary Transparency November 2006
China

By mid-2005, the authorities had completed finanogstructuring of three of the four major commatdbanks,
including CCB, BOC and ICBC, through capital injeas and sales of non-performing loans. By the @n2005,
all three banks announced the selection of majmida financial institutions as strategic investaish minority
ownership stakes, and CCB and BOC completed IR@®ctober 2006, ICBC completed the world’s largegtr
IPO. The last of the four large state banks isAgecultural Bank of China (ABC), which is uniqwess it has been
directly involved in policy support to the agriaual sector. The ABC has been slow in restructuiis operations
and lacks a concrete reform plan. A restructudhthe bank is currently under consideration in ¢batext of an
economy-wide reform of rural financing, but thesend clear time frame for this process.

The Central Huijin Investment Company -- the hofditompany for the government’s share in BOC, CQOR| a
ICBC -- is characterised by a number of weaknessksis thought to have inadequate staff and emfioent
authority, is not subject to appropriate accoutltgbirequirements, and operates independently ofnaips
responsible for regulation, supervision or the iempeéntation of monetary policy. The authorities engout an
experienced PBC person in charge of Huijin, andtmédHuijin’s management comes from the PBC and BAF
bureaucracy> Commentators noted that an internal governmetatee about the future of Huijin and its
management is currently taking pldée.

Central bank profit allocation

Net PBC profits are transferred to the financigdaltment of the State Council after a deductioexgfenses and of
sufficient funds to maintain PBC general reserntebea level required by the State Council. Lossestained by the
PBC are covered by state allocations. AccordinthéeoPBC Law, the central bank’s capital is owned allocated
by the staté®> PBC financial liabilities and international reses are publicly available in th@uarterly Statistical
Bulletin, although with an inadequate level of detail.

Agency roles performed by the central bank on beh&bf the government

Public debt management is carried out by threerasgéions under the State Council, namely the Mb& NDRC
and SAFE. The MoF plays the lead role in deternginissuing and managing domestic public debt,iaebares
responsibility with the NDRC in authorising the uasice of publicly guaranteed debt. The MoF andRBE
coordinate on the amount of domestic debt, whome 8 determined by the market. The maturitycitie of debt
is suggested by the MoF and the NDRC to the State¢ll'®

The NDRC and the MoF jointly authorise new mulélal and bilateral borrowing in line with developmhe
objectivest” The central bank has the duty to advise the gowent on its relationship with international
organisations, and its governor is part of a govemmt committee that discusses relations with the #vid the Bank
of International Settlements.

The PBC Law mandates the central bank to managstéte treasury and administer the inter-bank payraad
settlement system on behalf of the stit&Reforms were initiated during the 1990s to esthld modern payments
system and develop a national inter-bank money etarfhe PBC has a national clearing system thatiges a
local currency payment and settlement service ffdvanks. It has 1,000 clearing centres coveringrd@00 cities
and towns. The four state banks have their owarmat clearing systems that allow intra-city reamttes of 500,000
Rmb (64,000 US dollars) or less.

In May 2004, the authorities indicated the staradhree-year period for becoming compliant wita #mti-money-
laundering (AML) requirements of the multilaterah&ncial Action Task Force (FATEJ. In October 2006, an
AML law was adopted that broadens the definitionntdney-laundering crimes to include acceptanceritfeb,

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK 62
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Monetary Transparency November 2006
China

violations of financial management regulations &indncial fraud. The law is expected to come ietfect on 1
January 2007.

Joining the FATF is contingent on having an effeztnti-money laundering laf®. In January 2005, 33 members of
the FATF unanimously agreed to accept China asbarreer”* China will be eligible for FATF membership after
the completion of a successful mutual evaluatioitsodinti-money-laundering and counter-terrorisaficing system.
The NPC revised the Criminal Law in 1997 to includeney laundering as a crime, and in 2003 the P#3Ged
regulations for financial institutions that inclubta framework for reporting and monitoring. Thatcal bank is the
supervisory authority for anti-money-laundering @t®ns of financial institutions, and has estdigi$ a stronger
AML bureau®® TheRules for Anti-Money Laundering by Financial Instibonswere enacted in 2003, and include a
framework for reporting and monitoring. The NPG hatified the UN Convention Against Transnatio@aime.
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2. OPEN PROCESS FORFORMULATING AND REPORTING MONETARY PoLICY DECISIONS

oo Enacted

The framework, instruments, and targets of monetarypolicy

Framework and monetary targets

The PBC seeks to achieve its monetary objectivesttgining publicly disclosed money supply targetEhe
monetary base is the operational target, and meuoeply is the intermediate target. More recertdygets for
money and credit growth have become an importavitddor the PBC to signal its monetary policy imtiens?® In
theory, the state’s Five Year Plan is the stratégisis, but in practice its relevance has beenedsirg® China
moved to a managed-float exchange rate systeryir2005 based on a basket of currenéfes.

In recent years, the policy framework has invohNmdancing low inflation with continued strong grdwtusing
monetary aggregates as intermediate targets. Hmwew conflict in monetary-policy implementation bging
created by the tightly managed exchange-rate regwc@ompanied by strong inflows of foreign currency.
Following the July 2005 reform to the exchange ratgme, a number of steps have been taken to débpdoreign
exchange market and allow market forces to poténtiave a greater influence on the exchange r&8iace January
2006, a market-maker system in the spot tradifgreign exchange has been in operation. Howeweenghat the
PBC is still the largest client in the foreign eaolge market, it continues to retain consideralflagnce over the
exchange raté.

According to commentators, in order to achieve nileability in monetary policy, China needs bangireforms to
enable banks and financial institutions to beconoeenmarket oriented. It also needs macroeconoralul#y and
an integrated package of reforms, including fisedbrms to cushion the negative impact of a pot¢mkchange-
rate appreciation. A timetable for further exchedngte liberalisation is currently not in placedar widening of
the exchange-rate band is expected in the shont &s the process will only be gradual. Commendadtso noted
that the current monetary framework and aggregateetary targets are satisfactory for China’s curesmmmnomic
situation?” According to a recent IMF report, however, “it Mlle important for the PBC to formalise its policy
framework, establishing an appropriate nominal anébr monetary policy, and more clearly articutatiits policy
objectives. This would help to underpin marketestptions about inflation, interest rates and ttehange rate®®

Fan Gang, a respected economist, was appointdgk toehtral bank’s Monetary Policy Committee in AsigR006.
Appointments to the committee can provide someghtsinto future policy trends. Fan Gang is belite support
the current pace of creeping revaluation and exgaate realisation, as opposed to his predecedsnfavoured a
faster pace of liberalisatid.

Commentators noted that a debate is currently owgi closed government circles and among someeaciad
about the possibility of targeting inflation. Hoves, three key issues make implementation of theEdeies
unlikely over the next few years: first, there ne¢d be adequate communication between the govertnang the
public, and this is still limited; second, the gahbank needs independence, which it does natget; and finally,
technical expertise needs to be improved, as th@ @&ies not yet have the ability to construct anditoo inflation
targets. For these reasons, inflation targetimgaies a long-term goal. Money supply is likely de the key
monetary target over the next 10 to 20 yé4rs.
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Monetary instruments

The primary instruments of monetary policy usedtliy PBC are open-market operations, changes iditeunt
rate, and reserve requirements, aided and abegte@ibdow guidance’ to banks on their lending opinas.
Despite the availability of these instruments, theipact in restraining credit growth has been ffisignt in recent
months, and in reality a combination of adminisb@tmeasures, moral suasion, as well as open-magaations
were used® Commentators noted that since the widening ofethehange rate band in July 2005, the PBC has
gained greater ability to use monetary-policy imstents more effectively. However, while therg@dtential for a
more effective monetary policy, it remains to bersevhether the PBC will take advantage of thiseiity >

The PBC Law states that the central bank is the body responsible for setting interest rafesHowever, it
requires approval of the State Council to chandEyon interest rates. The PBC has stated tkdbitg-term goal
is to use interest rates to guide the demand gmolysof capital. In recent years, the PBC hasréibged the rates of
the inter-bank funding market and foreign-exchadgeosits in excess of three million US dollars. 2004, it
liberalised lending rates of commercial banks. PB£ also trades in the domestic bond market tp staite banks
with liquidity problems, rather than to guide irdgst rates. On average, it has three to four opakahtransactions
each month, but the volume involved is not known.

According to commentators, the lack of discretioveg to the PBC to set interest rates is an impedinto timely
policy action, and there needs to be further isterate liberalisation, which has proceeded grdgusler the past
two years” On 1 January 2004 the PBC increased the flexjhitithe rate for loans to the private sector. afirial
institutions were also given the freedom to detasmiending rates for individual borrowers basedtlogir risk
profiles®® Commentators noted that there may be more lilsatan of loan and deposit rates over the next.3fea

The monetary policy-making body

Monetary board

The Monetary Policy Committee of the PBC is resjdasfor conducting monetary policy. Its functions,
composition, and working procedures are set othiénRegulation on the Monetary Policy Committesuésl on 20
June 1999.

The committee is comprised of the governor (wha astchairman) and two deputy governors of the RBd&puty
minister of finance, a deputy governor of the NDRG@nember of the Ministry of Commerce, the heathefSAFE,
the head of the China Securities Regulatory Comarisa member of the China Insurance Regulatory iBimsion,
three governors of the nine PBC branches repreggttie different regions of the country, and oneneenist (at
present, Fan Gang). While the PBC nominates, msuitation with other government departments, thranittee’s
members, the State Council is charged with maliregformal appointment. The regulations state taammittee
members should be under 65 years of age, with imairal convictions, and with over ten years of exgece in
finance®’

The Monetary Policy Committee meets in the secoedknof the first month of every quarter, and astiéao-thirds
of its members are needed to reach a quorum. iaddltmeetings can be called with the approvaltdéast one-
third of the members. The PBC has created a MonétHiairs Analysis Team that meets on a monthlgibao
review the macroeconomic environment underlying etary policy.
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Advance meeting schedule

No advance meeting schedule is published. Thegevierbal understanding that meetings are helthénsecond
week of the first month of each quartr.

Public statements on monetary policy

Periodic publications

Decisions taken by the Monetary Policy Committee published in its official newspaper, the Beijinased
Financial Times Although minutes of policy meetings are not &lzde, a policy statement is released. In addition
the PBC publishes a two-page report every quabentamonetary policy implementation in tRmancial Timesand
other leading Chinese newspapers, sudbtasa Daily. Annual Monetary Policy reports are also publiilable.
Since 2003, the PBC has been publishing its qupnmeonetary policy reports in English. The PBC h#&s begun
to use its website to post more timely informatadoout its work, mainly in Chinese, although sonferimation is
gradually being posted in English too. SpeechethbyPBC governor and deputy governors are bewstgldited by
the Bank for International Settlements on a regoidesis and with increasing frequency.

The PBC issues quarterly monetary policy repoftie most recent quarterly monetary policy repofor-the third
quarter of 2006 -- was released in November withgaof two months. The report focuses on monesany credit
performance, monetary policy conduct, financial kear performance, and analysis of macroeconomic
developments; it also includes a discussion onrtbretary policy stance to be adopted in the patwhd® In late
2005 and on 30 October 2006 respectively, the P&E€ased its first two Financial Stability Repontgich are
expected to be annual reports. These reports @ravailable in English on the PBC’s website. Camnitators
noted that the quality of quarterly and annual repis satisfactory, and that the information tleeptain, and their
level of analysis, have sufficient degth.

The information contained in the quarterly monetaaport has increased over time, and the CBRCharmging its
reporting of non-performing loans of state-ownedKsd' Data are more accessible than they used to lethane
is a general perception that both the PBC and thE kte keeping the media better informed on dewedops than
previously. Credit data have been published byosesince the end of 2004. In January 2005, thediry Policy
Department issued Report on the Promotion of the Liberalisation ofeest Rateswhich commentators found
useful in understanding the history of, and pofidiegarding, interest rates. Commentators alsatgubiout that the
PBC is becoming more open and consistent with teggrits targets.

Public hearings

The PBC submits alnnual Reporton monetary policies to the Standing Committee hef National People’s
Congress and issues public statements on its wotke domestic press several times a year. Thergow also
holds press conferences twice a year. The NDR@hatas responsibility for setting the prices ofngokey goods
in the economy, holds public hearings for groupeciéd by price rises. These are publicised tgs daadvance.

Regulations on data reporting by financial instituions to the central bank

The China Banking Regulatory Commission (CBRC)Harged with the supervision and administration ariking
institutions. Its creation, in April 2003, reflect the government’s concerns with strengtheningotitking sector,
in conjunction with the recapitalisation of the fauajor state banks. The MoF issued 270 billion R85 billion
US dollars) in bank-restructuring bonds to recdigigathe four state banks in 1998. The 4.5 billld8 dollars
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recapitalisation in 2004 repeated this effort, had been followed by a further capitalisation & ¥8BC. The PBC
also introduced a five-tier loan classificationtsys in 1999, asking all Chinese banks to adoptrégéme as of 1
January 20022 The system requires banks to categorise loandiir grades (pass, special mention, sub-standard,
doubtful, and loss) according to the borrowers’aggpent ability, credit history and collateral valu&uidelines
modelled on international practices for provisigaiast non-performing loans were also drafted i628 On 21
May 2002, the PBC issued new rules requiring Clarleenks with assets of more than 1,000 million Ramhyith
deposits of more than 500 million Rmb, to publighaded annual information about their financiaguation. The
PBC also requires these banks to provide balaneetshstatements of income, and statements of tsveeuity.
They also need to provide details of their risk agament and corporate governance, as well as slefaihajor
events that have taken place in the bank duringattemunting year. The banks prepare their anredrts in
Chinese and publish them within four months oféhd of the accounting year.

The China Securities Regulatory Commission (CSR@pduced legislation in 2002 requiring listed banrk and
banks seeking to be listed -- to appoint two actingrfirms (one domestic and one international) dadits. This
legislation builds on China’s landmark Code of Gogie Governance for Listed Companies, adoptediiuary
2001 by the CSRC and the former State EconomicTaade Commission. The code is designed to strengtie
role of shareholders, boards of directors, and dmaf supervisors, and to tighten the requiremttanformation
disclosure and transparency in corporate managetheht February 2004, the CSRC introduced new rules o
capital adequacy and compelled banks for the fime to treat loans to state-owned enterprises fanhte
enterprises equally on their balance sheets. TBiRChas mandated Basel | capital-adequacy requirencé 8%
for every bank from January 2007.

According to the IMF, China is in the process dlb#ishing a system of financial soundness indisagmd at this
stage is soliciting comments on the new system fahrelevant agencie.
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3. PUBLIC AVAILABILITY OF |INFORMATION ON MONETARY PoLICcY

L Intent declared

Release of central bank data

In April 2002, China subscribed to the IMF Gendbalta Dissemination System (GDDS), marking a majep s
towards increased transparency in the reportingcohomic dat& In recent years, the PBC has been publishing
more financial data on its official website, in i#ginual Reportand Quarterly Statistical Bulletinand in the
Financial Times These data, released two to six weeks afterefegence period, include broad money and credit
aggregates, central bank aggregates, interest, Igttiesk market indices, international reserves andepository
corporation (banking) survey. Some statisticsaready based on the IMF’s Balance of Payments lsllaawd the
core principles of the Basel Committee. At presantinformation is publicly available regardingtRBC's profit
and loss statements. In addition, information mpe@ses and revenues -- while provided to the Nati®eople’s
Congress -- is not released to the public domAifalance sheet is published, though it lacks tHefiere has been
no improvement over the last year in the level efad or timeliness of the financial statement, ethis usually
released with a time lag ranging from one to thmemths?’

Since June 2002, the PBC has been publishing meteglet] statistics in itQuarterly Statistical Bulletin In line
with its participation in the GDDS, the PBC has madcommitment to prepare documentation on the adetbgy
and procedures for compiling monetary and finanstatistics, to provide more detailed data and 48 more
channels to disseminate them. The most notablgrgse made by the PBC on monetary statistics enteears has
involved expanding the coverage of financial ingtitns and improving its data dissemination follogiGDDS
recommendations, such as posting advance relekeselaes on the PBC’s websit&s.

Source data are collected from the PBC’s ‘All Acotsll financial reporting system. This system efegically
collects stock data on monetary statistics and ingnkupervision indicators in a uniform format frdmanking
institutions which use different accounting proaedu The system allows for the collection of dethidata for
classifying bank accounts by economic sector andnftial instrument. Data reporting units are pically
inspected to review implementation of reportingrinstions and regulations issued by the PBC.

The PBC has enhanced its compliance with GDDS reménts by improving its resources in terms ofnedi
personnel. Specialists in data collection and agensation are being recruited and transferrethflocal branches

to improve data dissemination. These efforts dtem concerns highlighted by some commentatorsyleat about
staff limitations often limiting the capacity to gtuthrough reforms effectivefy.

The central bank balance sheet

The PBC's balance sheet is published monthly, 4& @dter the reference date, and is available batthe PBC
website and in itQuarterly Statistical Bulletin The central bank also reports such detailsedn >

Lender of last resort
The PBC does not disclose information on emergdimancial support. The PBC's relationship withtetédanks

and other financial institutions is conducted inaahitrary and ad hoc manner. State banks lodkdaentral bank
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for help and other concessions. In the past,ddilancial institutions were either allowed to lgankrupt or were
supported by local government and MoF funds.

The creation of the CBRC has improved the lendimgmanisms to financial institutions. In the pastjuests for
funds from commercial banks were automatically tgdrby the PBC, which retains responsibility foseting the
overall stability of the financial sector.

The Second Financial Stability Report publishe®itober 2006 states that the government will eistalal deposit
insurance system, covering all deposit financistiintions to enhance protection of deposifors.

Public information services

Availability of information on the Chinese versiaf the PBC website has been gradually increasind, some
improvements can also be seen in its English versibvo government-backed websites, run by the £€FRoreign
Exchange Trade System, have articles in Englismonetary issues written by top PBC officials, amideo useful
data on China’s money and bond markétdn order to explain the central bank policiestie public, senior PBC
officials appear in question-and-answer sessiosighed in theFinancial Timesand broadcast on the national
China Central Televisiort Figures for monetary surveys, exchange rates] gobl foreign exchange reserves,
statistics on foreign exchange and balance shéate d®BC are also publicly available. Regulatissied by the
PBC are available on the website, in major newsgaaed in government gazettes. While a stateammg@mpanies
monetary policy decisions, no minutes are released.

The PBC website contains more comprehensive qyaatidl quality of information regarding monetaryipgl It
regularly publishes speeches by the chairman. Bdmk for International Settlements regularly puidis on its
website, and distributes by email, speeches by &fBcals.>*

The NDRC publishes on its external website a Ifsthe prices it sets. The CBRC website posts gugrnon-
performing loans data. The Ministry of Commerceviules a valuable searchable and indexed websiEngtish,
and regularly hosts information from other governtaepartments.
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4. ACCOUNTABILITY AND ASSURANCES OFINTEGRITY BY THE CENTRAL BANK

L Intent declared

Accountability before a designated public authority

The PBC Law requires the central bank to submitkwaports concerning monetary policies and findncia
supervision and control to the Standing Committeéhe NPC>® In addition, summary versions of these reports
have to be made available to the general public.

In the past, the NPC was regarded as a rubber statiyg government. In recent years, it has becomee vocal
on certain economic issues, although it remainsewient to the Communist Party when it comes tgoma
government decisions. Officials of the PBC arewarable to the State Council and the NPC when dalfgon to
report, normally on a quarterly basis.

Financial statement

The PBC Law states that the central bank must dipydihe state accounting system in managing itemees and
expenditures, and that it is subject to the augliind supervision of the China National Audit GfficCNAO) and
the financial department of the State Courftilt must also abide by the Statistical Law of 1996der which it is
illegal to misreport or tamper with data, or reledsta without approval.

In the absence of detailed information, it seerkslyi that PBC accounting procedures reflect thevtexcks of

China’s accounting practices. These are broadigistent with International Accounting Standardsd, 4iill possess
several shortcomings in terms of transparency, istarg application, lack of timely public disclosuand accuracy
of basic data. The PBC uses a cash-based accgusystem, while banking institutions use accruaeoh
accounting. The latter evaluates fixed assetsofimgl investments at cost, not at market valuepit@lais generally

inflated by liberal asset revaluations, while psiwns made for bad loans are grossly insufficiefite UN System
of National Accounts is nominally adhered to, b tontinued application of traditional accountprpcedures
hinders accuracy. There is, however, a willingneitlsin the PBC to improve the quality of statisti@s required by
the GDDS.

Audited financial statement

The PBC publishes its monthly balance sheets, duitsiprofit-and-loss statements. The centrakliarworking to
remedy this problem, but until staff shortfalls addressed, no significant improvements can beatege

The PBC budget is incorporated in the central bud§er examination and verification by the finalalepartment
of the State Council. The PBC submits informationits expenses and revenues to the MoF and the biRGhis
information is not publicly available. No indepemily audited PBC financial statement is disclos8dhe Audit
Bureau of the State Council does, however, puldigieport on government agencies, including the PBi@se
results are made available to the public. A recepbrt on the PBC stated that the PBC had beemdféo be
involved in certain illegal practices. The repogsapublished in the media and was made availatiileecth
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External and internal audit

The State Auditor conducts an audit of the PBC eaein, but its findings are not publicly available. addition, the
PBC has an Internal Auditing Department that authies accounts of all PBC departments and the fiahnc
institutions under its supervision. Information ttve central bank’s internal governance procedisrest disclosed
publicly. Its accounting policies and internal awdrangements are based on regulations and guédeissued by
the CNAO?® Its Department of Monetary Audit audits the opiers of the PBC and banking institutions under its
supervision.

Conduct of officials

The PBC Law specifies general standards for thelwoinof personal financial affairs by officials astaff of the
central bank. In particular, it details measumedating to the wrongful provision of loans, the yision of financial
guarantees to a unit or individual, the unauthadrissue of funds, breach of confidentiality, emiezent, bribery,
malpractice for personal gain, abuse of powersraglect of duties. There is no established legalegtion for
officials and staff of the PBC in the conduct céittofficial duties.

Oxford Analytica Ltd. 5 Alfred Street, Oxford, OX1 4EH, UK 71
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Monetary Transparency

China

INTERVIEWS

November 2006

Representatives @xford Analyticainterviewed the following individuals during a itito China between 16 and 20

October 2006:

People’s Bank of China, Beijing

We met a central bank official who requested andtym

Despite considerable effort to meet someone froen Nlational Development and Reform Commissi@xford
Analyticawas not granted an interview.

ADDITIONAL INTERVIEWS

16 October 2006

Michael Pettis

17 October 2006

Vivek Arora

Bert Hofman

18 October 2006

Su Ge
Marcus Shadbolt
Edmund Wang

Arthur Kroeber

19 October 2006

Min Tang
Xuechun Zhang
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