China’s Financial System
Introduction
If you were an economic analyst a decade ago, and talked about how China would become one of the best models for financial and economic reform in the world then you would probably have told to reconsider you position.

But now the world has stood up and recognised that China is now a major player in global trade, and it looks like things can only get better for the oriental tiger!
China has recently turned into the fourth biggest economy in the world, overtaking the likes of the U.K. and Italy (based on GDP), and with Output rising 10.2% in the first quarter of 2006 there is no signs of it slowing down. 
This high growth can also cause equality problems with many Chinese politicians worried about those people not benefiting from affluence in the cities like Beijing and Shanghai. Many rural communities have been completely cut off and are still relatively primitive, relying on subsistence agriculture to survive.

This may sound like a dream to most developing countries but below the tiger’s underbelly is an immature financial system, still underdeveloped compared to the other key components of its otherwise successful economy.
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The above diagram shows the current layout of China’s financial system. The basic foundations for the financial system were introduced after the Opium war with Britain in the 1950’s when invaders introduced Western-Style legal and capital systems to costal parts of China. From 1950 to 1978 under strong communist rule, China was reduced to a single bank, the People’s Bank of China (PBOC), which was owned and controlled by the government. After this period structural changes began to occur. The first was in 1979 when the PBOC became a single entity, separate of the government. Three smaller state owned banks were also assigned different areas to deal with. The Bank of China to deal with foreign trade and investment. The Peoples Construction Bank of China to take care of fixed investment in manufacturing and the Agricultural Bank of China to manage banking in rural areas.
The PBOC itself was therefore established as the central bank and extra commercial duties which it no longer controlled were handed to a fourth state owned commercial bank, the Industrial and Commercial Bank of China.
During the 1980’s much of the financial development occurred outside the state-owned banks mentioned above. Regional co-operative banks were set up in costal areas, credit unions began to appear in rural areas and non-bank financial intermediaries such as trust and investment corporations also emerged in the cities. Foreign banks were also given more freedom and allowed to set up in China’s Special Economy Zones. With this increased availability of credit, inflation began to rise at the end of the eighties leading to a cooling down of financial reforms and liberalisation. 
