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Comparing Financial Systems and Development of

Modern Financial System in China

YIN Jianfeng
( School of Banking and Finance University of International Business and Economics Beijing 100029; National Institution
for Finance & Development Beijing 100020 China)

Abstract: Comparing financial systems shows that bank-oriented financial system is more prone to government
intervention while in ( capital) market-oriented system financial resource allocation relies on market mechanism. Both of
these two systems have their own comparative advantages: the former is often the powerful instrument that less-developed
countries use to catch up with the leading country and the later is often the distinguished feature of leading country. China’s
financial system is exiremely bank-eriented and government instead of market mechanism plays the pivotal role in financial
resource allocation. This kind of system accommodates to the needs of mobilizing saving and boosting capital investment in
early stage of economic development but it cant adapt to the structural changes that China economy is facing with. The
basic direction of financial reform is to build an opening-up market-oriented financial system in which market mechanism
plays the decisive role in financial resource allocation to develop powerful capital market as well as institutional investors
and to bolster RMB as one of key reserve currencies in international monetary system.
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Abstract: Chinas economy has entered a new era and that requires her central banking system to keep pace with the
times. This paper argues that it is necessary for China’s central bank to better reflect its operational independence in the
national governance system. To further enrich and strengthen its functions People’s Bank of China should strengthen the
internal governance mechanism improve the interest rate-based monetary policy framework integrate interest rate system
through the establishment of short-term operating target interest rate and empower the monetary policy committee to
determine the policy rate. The author holds that there are two schemes for the establishment of a monetary policy committee
system with decision-making power in China: one is to upgrade the existing monetary policy committee after changing its
personnel composition; the other is to restore the board system established by the People’s Bank of China under the framework
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