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Executive Summary

n Q1 2014 growth of the Chinese economy was stable and the economic structure experienced
Ipositive changes. Household income grew fairly rapidly and consumption became a
stronger driver of GDP growth. Real growth of investment recovered while the trade surplus
narrowed. Performance of the agricultural sector was stable. Tertiary industry expanded
faster than secondary industry; consumer prices were generally stable, and the employment
situation was good. In Q1 the GDP reached RMB12.8 trillion yuan, up 7.4 percent year on year
and the Consumer Price Index was up 2.3 percent year on year. Growth of GDP remained
within a reasonable range and was consistent with anticipation of the goals of macroeconomic

management and economic development.

In accordance with the decisions of the State Council, the PBC remained focused on the goals
of macroeconomic management, continued its sound monetary policy, and conducted fine-
tuning and preemptive adjustments when necessary. In view of the BOP and the liquidity
supply and demand situation, the PBC used a combination of instruments to manage and adjust
liquidity in the banking system. Branch offices of the PBC conducted pilot Standing Lending
Facility (SLF) operations to provide short-term liquidity support to small- and medium-sized
financial institutions. The allocation of financial resources was further optimized as measures
were taken to make good tise of new loans, to revitalize the stock of credit assets, to tap into the
counter-cyclical role of the differentiated reserve requirement dynamic adjustment mechanism,
to use credit policy and the central bank lending policy to facilitate improvements in the
credit structure, and to encourage financial institutions to allocate more resources to key areas
and weak links, including the agricultural sector, rural areas, farmers, and micro and small
enterprises. The RMB exchange-rate regime was improved further, with the market playing a
larger role in determining the exchange rate. Effective from March 17, 2014, the floating band
of the RMB against the US dollar on the inter-bank spot foreign exchange market was widened
from 1 percent to 2 percent. The market-based interest-rate reform was accelerated. On March 1,
the ceiling of deposit interest rates for small-value foreign currency—denominated deposits was
abolished in the China (Shanghai) Pilot Free Trade Zone. The foreign exchange administration

system reform and the financial institution reform were deepened.

In general, liquidity in the banking system was at a proper level, growth of money, credit and
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all-system financing aggregates was generally stable, and the loan structure improved. At end-
March 2014, broad money M2 was up 12.1 percent year on year; outstanding RMB loans were
up 13.9 percent year on year, an increase of RMB3.01 trillion yuan from the beginning of 2014
and RMB259.2 billion yuan more than the growth registered in Q1 2013. The growth of loans to
micro and small enterprises and agro-related loans both exceeded the average growth of total
lending, the growth of medium and long-term loans to the service sector recovered whereas
the growth of medium and long-term loans to industries with excess capacity declined. In
Q1, all-system financing aggregates totaled RMB5.60 trillion yuan, a reduction of RMB561.2
billion yuan year on year. Lending and deposit interest rates offered by financial institutions
were generally stable. In March, the weighted average lending rate offered to non-financial
enterprises and other sectors was 7.18 percent, a reduction of 0.02 percentage point from
December 2013. Money-market interest rates, bond yields, trust products yields, and interest
rates for financing in the non-financial sector all declined to varying degrees. At end-March, the
central parity of the RMB against the US dollar was RMB6.1521 yuan per dollar, a depreciation
of 0.9 percent from end-2013.

With economic growth changing gear and continuation of the transformation of the growth
pattern, we will feel both the pains of the structural adjustments and the vitality released by
the adjustment and reform measures. Looking at the growth potentials and dynamics, we
expect that stable economic growth will be maintained in the near future. However, given
the risks and uncertainties in terms of the global recovery, the domestic factors of the yet-to-
be enhanced endogenous drivers, excess capacity in some industries, and stronger resource
and environmental constraints, we need to pay special attention to potential risks. The tasks of

structural adjustments and transformation of the growth pattern remain arduous.

The PBC will follow the strategic arrangements of the Party Central Committee and the State
Council, continue to make progress while maintaining stability, further reform and carry out
innovations, continue the sound monetary policy, maintain policy stability and continuity, and
promote the stance of keeping aggregates at stable levels and optimizing the structure. We will
remain focused on macroeconomic management, adopt self-initiated measures, conduct fine-
tuning and take preemptive adjustments when necessary, make the adjustment measures more
forward-looking, targeted, and effective, strike a balance among preserving stable economic
growth, promoting reforms, adjusting the economic structure, improving people’s welfare,
and preventing risks, and continue to provide a stable monetary and financial environment for

the structural adjustments and the transformation and upgrading of the economic structure.



Executive Summary

A combination of both quantity and price-based monetary policy instruments will be used,
and the macro-prudential policy framework will be improved to keep liquidity at a reasonable
volume and to realize opportune growth of money, credit, and all-system financing aggregates.
There will be continued efforts to mobilize the stock of credit assets, optimize the structure
of new loans, and improve the financing and credit structures. Moreover, the reform will
be integrated with the adjustment policies so that monetary policy will work closely with
the reform measures to further tap into the decisive role of the market in terms of resource
allocations. In light of the financial deepening and innovation, the mode of macroeconomic
management will be improved and transmission mechanisms will be regulated. The quality of
financial services will be improved by increasing supply and enhancing competition to improve
the efficiency of the financial sector and its capacity to serve the real sector. A comprehensive
set of measures will be taken to safeguard the bottom line of not allowing the emergence of

either systemic financial risks or regional financial risks.
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