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Executive Summary

n the first half of 2008, the Chinese economy overcame the adverse impacts of the devastating
Inatural disasters and the unfavorable international economic and financial situations and
maintained a momentum of steady and relatively rapid growth. Investment, consumption, and
exports all grew in a balanced manner. Domestic demand, consumer demand in particular,
played a greater role in driving economic growth. Household income, corporate profits and
fiscal revenue continued to increase. The national economy developed in the intended direction
of macroeconomic management. In the first half of 2008, GDP posted 13.1 trillion yuan, up 10.4
percent year on year, and the CPI registered year-on-year growth of 7.9 percent.

In accordance with the overall arrangements of the Central Committee of the Communist Party
of China (CPC) and the State Council, the People’s Bank of China (PBC) actively took part in
earthquake relief and post-disaster reconstruction. In addition, the PBC promoted social and
economic deveiopment, and properly managed the priority, pace and intensity of financial macro-
adjustment policies to maintain a balance at the aggregate level. The PBC flexibly used open
market operation (OMO) instruments and the reserve requirement ratio to absorb excess liquidity.
At the same time, lower reserve requirement ratios were applied to rural credit cooperatives
located in 1 379 counties (county-level cities) throughout the country that are heavily involved
in agro-linked lending to units with relatively smaller assets. More central bank lending was
extended to the central and western regions, the major grain-producing areas and the disaster-
hit areas. Measures were taken to guide the appropriate supply of money and credit and to
optimize the credit structure. Continued efforts were made to promote the reform of financial
institutions, to strengthen the flexibility of the RMB exchange rate, to improve the foreign
exchange administrative system, and to promote balanced economic and financial development.

In the first half of 2008, the financial sector performed in a sound manner, in the intended
direction of the financial macro-adjustment policies. At end-June 2008, broad money M2 increased
17.4 percent year on year, an acceleration of 0.3 percentage points from the same period of the
last year and down 0.7 percentage points from that at end-May. Loans grew in a stable way. At
end-June, outstanding RMB and foreign currency loans of all financial institutions totaled 30.5
trillion yuan, representing an increase of 15.2 percent year on year. New RMB and foreign currency
loans reached 2.7 trillion yuan in the first half of 2008, 98.3 billion yuan more than the growth
recorded during the same period of the last year. Enterprise deposits increased relatively rapidly.
At end-June, the deposits of enterprises had increased 21.2 percent year on year, and the overall
payment capacity of enterprises had been enhanced. The flexibility of the RMB exchange rate
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was further strengthened. At end-June, the central parity of the RMB against the US dollar was
6.8591 yuan per US dollar, representing an appreciation of 6.5 percent from the end of the last
year. The central parity of the RMB against the euro and the Japanese yen was 10.8302 yuan per
euro and 6.4468 yuan per 100 yen, representing depreciation of 1.51 percent and 0.63 percent

respectively from the end of the last year.

At present, the global economic environment faces an even harsher situation, and policy-makers
in many economies face the dilemma of both maintaining price stability and promoting economic
growth. Institutional and structural imbalances still remain in the Chinese economy, and pressures
for price hikes are relatively high. Furthermore, many uncertainties both at home and abroad
present risks to economic and financial operations, and the macro-adjustment faces a complicated
situation. However, under the combined forces of industrialization, urbanization,
internationalization, and industrial and consumption structure upgrading, Chinese economy
still has strong internal resilience and vitality. In the second half of 2008, the economy will follow
the pattern of the first half of the year, maintaining a momentum of overall stable and relatively

fast growth.

The PBC will follow the overall arrangements of the CPC and the State Council for the next half
of the year, placing maintaining stable and rapid economic growth and curbing excessive price
hikes as top priorities of macroeconomic management, and placing the reining in of inflation
high on its agenda. Efforts will be made to maintain the continuity and stability of monetary
policy, increase the foresightedness, targeting, and flexibility of the adjustment policy, adopt
fine-tuning measures when appropriate according to the changing situations both at home and
abroad, and manage the priorities, pace and intensity of macroeconomic adjustments, so as to
balance the relationship between containing inflation and maintaining rapid economic growth
and to promote sound and rapid growth of the economy. The PBC will guide the appropriate
growth of money and credit aggregates, attempting to combine the fine-tuning of aggregates
with structural optimization. The PBC will continue to strengthen liquidity management, using
a mix of policy instruments to absorb the liquidity in the banking sector. Price-type instruments
will be appropriately used to steadily promote the market-based interest-rate reform. Continued
efforts will be made to perfect the RMB exchange rate formation mechanism in a self-initiated,
controllable, and gradual manner, and to maintain it at an adaptive and equilibrium level. Policies
will be adopted to encourage growth in some sectors while discouraging growth in other sectors,
and to guide financial institutions to increase credit inputs into key sectors and weak links of the
economy such as agriculture, rural areas, and farmers, small enterprises, and post-disaster
reconstruction. The PBC will take comprehensive measures to deepen the reform of the foreign
exchange administrative system and to promote an equilibrium in the balance of payments. At

the same time, restructuring will be accelerated with a focus on expanding domestic demand.
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