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The Process of China’ s Financial System Reform
—From Local Separatism to Centralization—

LI Fei

Abstract

China’ s financial system has many problems which remain to be resolved, such as bad debt,
the state-owned enterprises and their governance, as well as imperfection of the system itself.
This paper describes the process of reform in China's finance system and discusses its charac-
teristics, and attempts to find out the underlying causes that lead to the problems mentioned
above. The complicated and polytropic relationships among financial sector, the economic entities,
and the government are critical to investigate the finance system in China. And also these rela-
tionships vary during every stage of the development of China' s economy. Focusing on these
changes will help us to understand those problems and may give some clues to resolving them.
The development of China’'s economy can be divided into two stages, the period of planned
economy (from 1949 to 1979) and the period of transitional economy (from 1979 till now, which
is also called the reform and open period).

My findings suggest that the manipulation by the government of the financial institutions and
state-owned enterprises turn out to be the underlying reason for these problems in the financial
system. It would be a great topic to explain how to introduce properly financial institutions and
the state-owned enterprises into the market and to make sure that they operate more efficiently.
The privatization of the state-owned bank may be one possible solution for this, which would
mean that the government needs to totally withdraw from its role in the management of China’ s
commercial banks.
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