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1 Born in a transition economy
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2.2 Local government: with poor capacity to finance infrastructures

New budget 

law in 1994

New budget 

law in 1994

1 Born in a transition economy
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Six investment 

corporations:
Agriculture, forest, energy, 

transportation, raw material, 

mechanical and electronic 

textile

Transition in banking system
ɂɂpolicy bank business was separated from commercial banks in 1994

Commercial 

banks

Policy 

banks
ICBC

ABC

BOC

CCB

ADBC

CDB

1 Born in a transition economy
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1 Born in a transition economy

I.  A shaper to itself:

reforms

II.  A shaper to fiscal system:

rebalancing

III.  A shaper to financial market:

benchmarks

Transition in banking system

Transition in fiscal system

More centralized?
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4.  A shaper to itself

reforms

5.1 A shaper to fiscal system

rebalancing

5.2 A shaper to financial market

benchmarks

Transition in banking system

Transition in fiscal system

More centralized?

1 Born in a transition economy
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2 Born bankrupt in 1990s

2.1 CDB: a born bankrupt bank

1 with bad debt

2 without any subsidiaries 

1 total NPL ratio, 42.65%, in 1997 

2 NPL ratio in coal industry, 75%, 1998

ȰÓÉÔÓ ÏÎ Á ÍÏÕÎÔÁÉÎ ÏÆ ÂÁÄ ÄÅÂÔȱ
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2 Born bankrupt in 1990s

2.2 Local government: with poor capacity to finance infrastructures

CICs 

city investment companies

Two problems:

1 project based financing

2 in 1995, the Law of Guarantee was published.

New budget 

law in 1994

New budget 

law in 1994



Ҭ ᴪ ҕ ҍ
Institute of World Economics and Politics, CASS

2 Born bankrupt in 1990s

2.3 Central government: excessive intervention to CDB

* CDBôs projects

were defined by the SPC

(State Planning Commission) , 

which is the predecessor to NDRC

* Bonds

PBoCforced CDBôs bonds onto 

other commercial banks via 

administrative command

assets liabilities

CDBôs balance sheet
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2 Born bankrupt in 1990s

Local Government
Commercial Banks

High NPLs ratio: 20%

SOEs and Large Es: 

overcapacity

Central Government

CDB

A machine of 

allocating funds with 

NPL ratio of 42.7%

Budget law: 

ban on deficit

Crisis in 1998

Capital outflow

Crisis in 1998

Export Ź

Assign the key projects

Banks were assigned to 

buy CDBôs bonds

Commercial banks retreated 

from villages and towns

Poor infrastructures

SMEs: vulnerable

NPLs

Sources: the author.

The whole picture
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3 An amazing turnaround



Ҭ ᴪ ҕ ҍ
Institute of World Economics and Politics, CASS 3 An amazing turnaround

Sources: CDB.
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