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EDITORS’ NOTE Zhou Xiaochuan gradu-
ated from Beijing Chemical Engineering
Institute and received his Ph.D from
Tsinghua University, and subsequently
served as assistant minister of foreign
trade (December 1986 to December 1989)
and a member of the State Economic Sys-
tem Restructuring Committee (November
1986 to September 1991). He became vice
president of the Bank of China in Septem-
ber 1991 and was appointed to the State
Administration of Foreign Exchange in
October 1995. From October 1996 to Feb-
ruary 1998, Zhou was deputy governor of
the People’s Bank of China and adminis-
trator of the State Administration of For-
eign Exchange. He became president of
the China Construction Bank in Febru-
ary 1998 and chairman of the China
Securities Regulatory Commission in
February 2000. Zhou assumed his cur-
rent post in December 2002.

DEPARTMENT BRIEF Established in 1948,
the People’s Bank of China (PBC) is the
central bank of the People’s Republic of
China. As a member of the State Council
and a government department responsi-
ble for macroeconomic management, the
People’s Bank of China formulates and
implements monetary policy, safeguards
financial stability and provides financial
services under the guidance of the State
Council.

What will the PBC focus its efforts on
in the near future?

In the first half of 2005, China’s econ-
omy maintained steady and rapid growth.
The excessively rapid growth of invest-
ment was contained, consumer demand
increased markedly, price indices moder-
ated steadily, and great improvements
were made in the fiscal revenue and the
income of urban and rural residents. In
the first half of 2005, GDP grew by 9.5 per-
cent and the CPI (consumer price index)
increased by 2.3 percent on a year-on-year
basis; the growth of money and credit was
appropriate, and the financial sector per-
formed soundly.

In line with the central government’s
overall plan to strengthen and improve
macroeconomic management, the PBC will
continue to pursue sound monetary policy
and strengthen the market-based means to
control economic aggregates and promote
structural adjustment. Efforts will be
focused on five areas. First, the PBC will
take concrete steps to improve its forecast
of economic and financial trends. Second,
the indirect management tools will be fur-
ther improved and the mix of monetary
policy instruments will be flexibly used to
ensure the steady and appropriate growth
of money and credit. Third, by encouraging
the commercial banks to improve their
credit structure, the PBC will seek to
strengthen the role of prices in promoting
balanced supply and demand and struc-
tural adjustment. Fourth, external eco-
nomic and financial development will be
closely monitored to promote a payments
equilibrium. Fifth, issues related to market
exit of the financial institutions will be
properly handled to maintain the stability
of the financial system.

What are the crucial issues in the
reform of the state-owned commer-
cial banks, and how do you feel about
the practice of transforming their op-
erating system through public listing?

The Chinese government attaches
great importance to the reform of the
state-owned commercial banks. In Sep-
tember 2003, the State Council decided to
set up a leading group for the pilot joint-
stock reform of the wholly state-owned

commercial banks. In December 2003, the
Central Huijin Co. Ltd., established with
the approval of the State Council and
acted on behalf of the government,
injected foreign exchange of $22.5 billion
respectively to the Bank of China and the
China Construction Bank. The pilot joint-
stock reform was carried out in these two
banks, and they established joint-stock
companies on August 26 and September
21, 2004, respectively. Modern corporate
governance has taken shape in these two
banks. In April 2005, the Central Huijin Co.
Ltd., acting on behalf on the government,
recapitalized the Industrial and Commer-
cial Bank of China with $15 billion. By the
end of June 2005, financial restructuring of
the Industrial and Commercial Bank of
China was basically completed, and the
preparatory work for establishing a joint-
stock company is currently underway.

In the past, the state-owned banks
were regarded as part of the government
and they operated similar to government
offices. The key of banking reform is to
establish reform incentives within the
banks and to create an external environ-
ment for the banks to operate on a com-
mercial basis.

In pushing ahead with the joint-stock
reform in line with internationally
accepted practices for listed companies
regarding information disclosure, supervi-
sion requirement, accounting standards,
and corporate governance, we have made
concrete progress in addressing the exter-
nal problems and establishing internal
reform incentives. Other relevant reforms
have also been accelerated. Nevertheless,
completion of the listing procedures does
not mean that the reform is finished. The
banks will be subject to market oversight
with higher standards after they are listed.
So public listing is really an important step
in advancing the banking reform. We will
continue to make efforts in this area.

The central bank recently pub-
lished a special report on the market-
based interest rate reform, which has
attracted broad attention. What is
your thinking about the market-based
interest rate reform in the future?

The market-based interest rate
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reform constitutes an important part of
China’s efforts to build a socialist market
economy, under which the market plays a
major role in resource allocation. It is also
the key to the indirect management of the
financial system and a prerequisite to
transforming the operating mechanism of
the financial institutions and enhancing
their competitiveness. Moreover, market-
based interest rates will help improve the
RMB exchange rate.

In recent years, the central bank has
been making steady efforts to advance the
market-based interest rate reform. Two
important measures were adopted in
2004. First, the band of interest rates on
loans of the financial institutions was
widened on January 1, 2004. Second, the
upper limit on loan rates and lower limit
on deposit rates were removed on Octo-
ber 29, 2004. At present, there are only
two control measures for interest rates:
the ceiling on the RMB deposit rate and
the floor for the RMB lending rate.

With the above two steps taken, the
near-term goal for the reform of the inter-
est rate system is basically realized and
there will be no further reform measures
in the near future. Of course, the com-
mercial banks still need to make efforts to
enhance their ability to properly assess
risk and to set prices.

The lower limit on loan interest rates
and upper limit on deposit rates will be
maintained for a relatively long period of
time before consideration can be given to
remove them, because such reform
involves many factors, including the order
of market competition and interest-rate
spread. If the financial and capital con-
straints of the banks are not strong
enough, removing these limits is likely to
result in improper market competition.

What are the main features of
the new RMB exchange rate regime,
which was put in place in July 2005?

Foreign exchange control has been
gradually relaxed, the foreign exchange
market further developed, more market
instruments introduced to facilitate trans-
actions, and concrete progress achieved
on financial reforms on various fronts.
Macroeconomic management has yielded
manifest results with the economy contin-
uing to grow in a steady and relatively fast
manner, and the world economy has
developed stably in conjunction with a
solid appreciation of the U.S. dollar. These
factors have created a favorable environ-
ment for the reform of the RMB exchange
rate regime and laid a solid foundation to
ensure its success. Therefore, it is a rela-
tively good time to reform the RMB ex-
change rate regime.

To establish and improve the socialist
market economic system in China and
enable the market to fully play its role in
resource allocation, China reformed the
exchange rate regime by moving into a
managed floating exchange rate regime
based on market supply and demand with

reference to a basket of currencies. The
RMB is no longer pegged to the U.S. dol-
lar. Instead, the RMB exchange rate will be
determined based on a basket of certain
major currencies with assigned weights,
selected in line with China’s external sec-
tor development. At the same time, proper
measures could be taken to manage and
adjust the RMB exchange rate based on
market supply and demand and according
to the domestic and international eco-
nomic and financial developments with
reference to the exchange rate indices of
the basket currencies, as an effort to keep
the RMB exchange rate stable at an adap-
tive and equilibrium level. Of course, the
managed floating exchange rate regime
must also be based on another important
factor – market supply and demand.

The selection of the basket currencies
and the determination of the weights must
consider the currencies of China’s trading
partners in current account transactions.
The current situation in China shows that
trade in goods and services dominates cur-
rent account balance. Therefore, the
shares of trade are the major considera-
tions in the determination of the currency
components of the basket. China’s major
trading partners are the United States,
Europe, Japan, and Korea, so naturally
those currencies are major parts of the
basket. In addition, China also trades sig-
nificantly with Singapore, Malaysia, Russia,
Australia, Canada, and Thailand, and those
currencies are also important in determin-
ing the RMB exchange rate.

What reforms has the PBC un-
dertaken to speed up the develop-
ment of the inter-bank foreign
exchange market?

To further improve the socialist mar-
ket economy, enhance the role of the mar-
ket in determining the exchange rate, and
provide more risk-management instru-
ments for banks and enterprises, the PBC
has recently launched a number of mea-
sures to promote the development of the
inter-bank foreign exchange market. First,
more institutions will be allowed to partici-
pate in the inter-bank foreign exchange
spot market. Non-bank financial institu-
tions and non-financial enterprises will be
allowed to enter into the market based on
their true demands. Second, additional
trading modes will be adopted. A price-
query system will be introduced to the
inter-bank foreign exchange market, where
entities can trade via bilateral credit autho-
rization and settlement. This trading sys-
tem will be first adopted in forward trans-
action. Third, more trading instruments
will be introduced. Qualified participants
can deal with forward transactions and
those with registration for more than six
months will be allowed to deal with swaps
that combine spot and forward transac-
tions or different forward transactions.

These measures are important to
strengthening the foreign exchange mar-
ket infrastructure, improving the RMB

exchange rate regime and to having the
inter-bank foreign exchange market play a
fundamental role in resource allocation.
The measures are also of great significance
in facilitating domestic economic entities
to manage exchange-rate risks, expanding
the coverage of banking services, and
developing the domestic derivatives mar-
ket for RMB trading against foreign curren-
cies. While accelerating steps to develop
the inter-bank foreign exchange market,
the PBC will strengthen its supervision and
management over the market to ensure its
sound performance and keep the RMB
exchange rate basically stable at an adap-
tive and equilibrium level.

What are the impacts of the re-
form of the exchange rate regime on
the domestic enterprises, commer-
cial banks, and China’s economy?

In the short term, the reform of the
RMB exchange rate regime can have an
impact on economic growth and employ-
ment. Broadly speaking, the benefits of the
reform outweigh the associated costs. The
reform has set higher standards for domes-
tic enterprises and commercial banks to
improve their market operation. We will
guide the enterprises to strengthen
restructuring to absorb impacts smoothly
throughout the reform period. Banking
institutions and foreign exchange adminis-
tration agencies should further improve
financial services to provide strong support
for the development of the enterprises.
The enterprises should also accelerate
restructuring and transform operating
mechanisms to improve adaptability to the
reform of the exchange rate regime and to
the movements of the exchange rates.

Do you think the 2-percent RMB
exchange rate revaluation is too small?

We consider it a proper adjustment.
It was determined considering the size of
trade surplus and the needs for restructur-
ing China’s foreign trade, while at the
same time taking into account the
resilience of the domestic enterprises to
absorb the risks and their real local cur-
rency costs of export earnings. The
exchange rate is adjusted not to achieve
an absolute trade balance with the United
States, but to pursue an overall foreign
trade balance, and the 2-percent revalua-
tion satisfies the need for a broad trade
balance in goods and services. Also, the
adjustment is conducive to maintaining
the steady growth momentum of the mac-
ro-economy, consolidating the achieve-
ments of macroeconomic management,
and ensuring a steady operation of finan-
cial markets. Moreover, the reform is
focused not on the quantitative adjust-
ment of the RMB exchange rate, such as
the level of revaluation and the size of the
exchange rate band, but on the improve-
ment of the RMB exchange rate regime.
The PBC will make adjustments to the
RMB exchange rate band when necessary,
according to market developments and
economic and financial situations.


