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Market-determined interest rates will
certainly be beneficial to China.
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* More effective monetary policy

S0 R B T IBUGR

 Better returns to savers
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» Appropriate cost of capital
B BE A A

* Less distortions in the banking system
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Sequencing interest rate liberalization
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 The U.S. liberalized lending rates first; Germany
started to liberalize deposit rates first.
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« But all liberalized large and long-term deposits before
small and short term deposits.
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* Developing the money markets important in all cases.
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If liberalization is not done properly, it can cause
financial turmoil—The case of Turkey
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* In 1980, Turkey rapidly liberalized the interest rates.
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« Banks and brokerage houses started to compete for deposits
by offering higher interest rates, without regard to how to
utilize them.
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* Resulted in a financial system crisis within 2 years. Some
small banks and brokerage houses collapsed.
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The rapid liberalization failed because of weak
financial infrastructure.
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. Banklng supervision was weak.
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— Classification of loans and provisioning rules not up to international
standards
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. Interbank money market was not developed.
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« Once these critical elements were in place, although not perfectly, the
interest rates were liberalized successfully during 1984-88.
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The bottom line from international
experiences for China
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China’s liberalization process, which had started 12 years ago, is on the longer
side of similar processes elsewhere.
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Delaying the liberalization process is costly.
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Excessive bank competition is a risk, but China has already taken a number of
steps to prevent that.
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Development of money markets is important, and China has been advancing on
that front too.
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China should lift the ceiling on deposit interest rates.
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More can be found on our website:
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www.imf.org

« China and the IMF: # [& 5 [H [55 57 i 3L 4 2H 2R
www.imf.org/externa /Country/CHN/lndex.htm

* Resident Representative Office in the People’s
Republic of China: [E [r Tt M F e H 2 A4 GR Ab

www.imf.org/external/country/CHN/rr/index.htm
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