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Executive Summary

In 2006, the Chinese economy maintained steady and rapid growth with generally good
economic performance. Consumer demand became stronger, fixed-asset investment gradu-
ally moderated from a high level, and foreign trade expanded briskly. Household income,
enterprise profits, and fiscal revenue all increased substantially. Market prices remained stable.

In 2006, the GDP grew 10.7 percent to RMB 20.9 trillion yuan and the CPI rose by 1.5 percent

year on year.

In 2006, the People’s Bank of China continued to carry out a sound monetary policy under the
overall arrangements of the State Council to tackle problems such as excessive investment
growth, overexpansion of credit, a widening trade surplus, and growing pressure on the envi-
ronment and resources. A combination of measures was employed to withdraw excess liquid-
ity in the banking system, including three increases in the reserve requirement ratio of finan-
cial institutions by 1.5 percentage points and intensified open market operations. As leverage,
the benchmark deposit and lending rates of financial institutions were also raised two times to
guide appropriate growth of investment and credit. The RMB exchange rate regime reform
was further deepened to improve the managed floating exchange rate regime, and the foreign
exchange management system reform was accelerated. To optimize the credit structure, ef-
forts were made to strengthen window guidance and credit policy guidance. Meanwhile,
financial enterprise reform was promoted steadily to support development of the financial

market and direct financing.

Under the combined effect of macro-management policy measures, the relatively fast growth
of money and credit was contained to a certain extent, and the credit structure further improved.
In the second half of 2006, the growth of money and credit slowed down month by month. In
December, growth of broad money (Mz2) fell to 16.9 percent from the yearly high of 19.2
percent, growth of RMB credits of financial institutions declined to 15.1 percent from the high
of 16.3 percent, the relatively fast growth of medium- and long-term loans was also dampened,
basically meeting the general requirement for macro-management and contributing to steady

and rapid growth and price stability.

In general, due to the effective implementation of various macro-economic control and struc-

tural adjustment policy measures, the imbalances in economic performance have been eased,




Executive Summary

and the economy is expected to maintain sound and rapid growth. However, moderate
investment and credit growth are not solidly based, BOP imbalances are still serious, inflation-
ary pressure is building up, and some deep-rooted structural problems still hamper sustain-

able economic growth, including the low consumption rate and the high savings rate.

In 2007, guided by a scientific development approach, efforts will be made to speed up the
establishment of a harmonious socialist society, to continue enhancing macro-management,
to adjust the economic structure, to transform the economic growth mode, to strengthen
resource conservation and environmental protection, and to promote reform and opening-up
and self-initiated innovation so as to bring the economy on a track of scientific development.
Based on the preliminary projection of 8 percent GDP growth and below 3 percent CPI growth
in 2007, the expected growth of aggregate money and credit as measured by broad money (M2)

will be about 16 percent.

In line with the overall arrangements of the State Council, the People’s Bank of China will
continue to implement a sound monetary policy to further improve financial macro-
management, strengthen liquidity management, and guide money and credit aggregates to
grow at an appropriate pace. Efforts will be made to optimize the credit structure and strengthen
support to key areas and weak points while maintaining aggregate balances. Meanwhile,
efforts will also be made to further improve the RMB exchange rate formation mechanism,
strengthen the coordination between quantitative instruments and price instruments, deepen
financial reform across the board, accelerate financial market development, improve the mon-
etary policy transmission mechanism, and enhance the forward-looking and scientific nature

and effectiveness of monetary policy, so as to promote sound and rapid economic development.




H =

F—in LEHEGEEA

TR TG B 2R
SRV TR K

<& AL A Y K R A BT IE K
. EimhERHK

. ERLR BRI Kk H LT
N BT S8 58 P B I 4458

{

}%ﬁEth

SEERSY  SRTEURIRIE

. REUEZ AT, n5E s v E
RAEMRIAFRVAIEIER , #— P AR RN S

g ‘| OERT mERBORSIR

SR iR S A & 2
HEUARMICRYRHLGIRE, TEAEENF TR E
Db SN % B s 1 i 3

i

B

FZHS EMTIHIHT

—. &R HiEiTo
T R RE R IR

FMES EMEFIH

—., R LF &ML I
. REERNLFSTON

FHMS HMEKES

—., REZEZNLZFREYE
. 2007 EFRMECREUR 5 #

S} BN N M oM kM

© o o & O

10

11

11
15

18

18
20

29

29
30



N BTTECHAAT i - 2000 4R ERE

T

FH2 1 WA R
TR 2 RIS ETIHE 5K
TR 3 SRR IE =K

#1
*®2
#*3
*4
#5
#*6

A 1
& 2
& 3
& 4
&5

MR—

M —

2006 Eo L AR T EEKIE L

2006 FEFVIFE K FIRF X E TR L LR

2006 ERBETLHFFHE XL EKFHRER

2006 4 [E Py Ak Rl LA FR ) A9 O i 3R

SRt B, ROLFERSERE . SRAFIE
2006 EFERTERE TSz ARG LFEIE

Shibor #i £ &l
2006 4 # 17 A 7 4y B fit W 2 38 b B AR LR 00
2004 4ELL sk CPI 25 gh#a

2004 4 LAk PP1 2 3hia %

2005 4 LA DM i FE 5 2 %

2006 £F 1 [E S hBR K HIC

2006 £ F ELFEPRI[ITEDEER

. EHEfE

. RN R R AT
. BAE®RST

. EHE =T

19
27

11
12
15

13
22
23
23

78

89

89

89

89
89




MiER= HEFEZFNERIERC
—. BHWMEKELIFKEKE 92
=L s ER 97
LE&FPr ket —% 97
2. BERIHRO & SR 98
3.5r H48H 99
=L oEkilk. RilkBWA 100
M. BAFER 101
1.4 X HE T RAE N A SE 101
2. A HTR A FE LM 103
3. [ A B P 4 BT 5T U 104
4. b= 109
F. XFHMERI] 112
1.5MR 112
240 119
3. E R X 120
4. 9N ik & 121
5.4 122
. MBK X5 HS 123
. tih. W|/iT 126
1.4t & 126
2.1 083K 129
3.t 134
4 %% 136
IN. ERT S 139
1.8 s 140
2. k%W 142
3.EE T 144
4. ZHT G 146
5.9MC S 147
L. FRBIFAFAT LS 150

O¥EXE. PEARKST. BXEWHA. HEHEH. &
*EF. BRALEER, #RRT, ERRTELYH
g, URFFAL. REBAIFLRLNE.

F

BRI it E ERFEEFNEREIRC

- RUNL

. BIFHERR

HERMEEE

L R E

FE Bl 32

kS

1. i8R AT B AnF 3
PR EURIES

RS GEIES

. REA

158
160
160
161
162
162
163
163
164
165

OHERA. MXERXFREAT. BN, ERRAT.
ERfTELAR%,




Conténts

Part 1 Monetary and Credit Performance

I. Growth of the broad money supply slowed down
II. Deposits of financial institutions increased steadily
III. Loans of financial institutions decelerated

IV. Base money grew at a stable pace

V. Lending rates of financial institutions rose slightly

VI. The elasticity of the RMB exchange rate was strengthened markedly

Part 2 Monetary Policy Conduct

I. Take comprehensive measures to strengthen liquidity management

II. Let interest rates play a leveraging role and promote market-based interest rate reform

III. Strengthen “window guidance” and credit policy guidance

IV. Smoothly promote reform of financial enterprises

V. Deepen reform of the exchange rate regime and improve the managed floating RMB
exchange rate regime

VI. Acceleration of the reform of the system of foreign exchange management
Part 3 Financial Market Performance

I. An overview of financial market performance

II. Financial market institutional building
Part 4 Analysis of Macroeconomic Developments

1. Global economic and financial situations

II. Analysis of China’s macroeconomic performance
Part 5 Monetary Policy Stance to be Adopted in the Next Period

1. Macro-economic outlook

II. Monetary policy stance to be adopted in 2007

32

32
32
33
34
34
36

37
37
38
41

42

44
44

46

46
53

56

56
60

73

73
74



Boxes

Box 1 The Money Market Benchmark Interest Rate
Box 2 Abundant Global Liquidities and Asset Prices Rally

Box 3 Active Financial Support to Agriculture, Rural Areas, and Farmers

Tables

Table 1 RMB Lending by Financial Institutions in 2006

Table 2 Share of Loans with Floating Rates in Various Ranges in the Fourth Quarter of 2006
Table 3 Average Interest Rates of Large-value Dollar Deposits and Loans in 2006

Table 4 Financing by the Domestic Non-financial Sector in 2006

Table 5 Fund Flows among Financial Institutions in 2006

Table 6 Outstanding Balance of Use of Insurance Funds at End- 2006

Figures

Figure 1 Shibor Curve

Figure 2 Yield Curve of Government Securities on the Inter-bank Bond Market in 2006
Figure 3 CPI Movements since 2004

Figure 4 PPI Movements since 2004

Figure 5 Movements of Export and Import Prices since 2005

Appendix 1 Highlights of China’s Monetary Policy in 2006
Appendix 2 Monetary Policy of the Central Banks of the Major Economies in 2006

I. The Federal Reserve of the U.S.

II. The European Central Bank (ECB)
I11. The Bank of Japan

IV. The Bank of England

Contents

39
58
69

33
35
36
46
48
52

41
49
62
63
64

82

90

90

90

90
91



China Monetary Policy Report - Quarter Four, 2006

Appendix 3 China’s Major Economic and

Financial Indicators’

1. Economic Growth
2. Price Development
(1) Overview of price indices

(2)CPI
(3) Breakdown of indices
3. Employment, Unemployment, and
Income
4. Domestic Demand
(1) Expenditure-based GDP
(2) Retail sales of consumer goods
(3) Fixed-asset investment
(4) Real estate development
5. External Sector
(1) Foreign trade
(2) Foreign investment
(3) Balance of payments (BOP)
(4) Foreign exchange reserves
(5) External debt
6. Fiscal Revenue, Expenditure, and Debt
7. Money and Banking
(1) Money supply
(2) Deposits and loans
(3) Monetary base
(4) Interest rates
8. Financial Market
(1) Money market
(2) Bond market
(3) Stock market
(4) Commercial paper market
(5) Foreign exchange market
9. Central Bank Open Market Operations

92
97
97
98
99

100
101
101
103
104
109
112
112
119
120
121
122
123
126
126
129
134
136
139
140
142
144
146
147
150

1. Sources: The People’s Bank of China, National Bureau of
Statistics, Ministry of Commerce, General Administration of
Customs, World Bank, International Monetary Fund, World
Trade Organization, and United Nations Conference on Trade

and Development, etc..

Appendix 4 Economic and Financial
Indicators of Major Economies’

1. Economic Growth Rate
2.CPI
3. Unemployment Rate
4.BOP
5. Interest Rates
(1) Central bank base rates
(2) Short-term interest rates
(3) Long-term interest rates
6. Exchange Rates
7. Stock Market Indices

158
160
160
161
162
162
163
163
164
165

1. Source : Central banks, national statistical agencies in

relevant countries, The World Bank, IMF, etc..

Ty



b AR S

miEsE#A

2006 #, REERZIFAERTTR.
BRI, RizfTER. "HER
RS RBLFIME], 5EWIRERY

—. I'XEhHNEREEE

2006 FFAER, | HEHHRLN B M2 K4
2 34.6 LT, [EHHEK 16.9%, KL b
FK0.6 NMET A, XML E M1 &
WA 12.6 HLIT, [FELHEK 17.5%, HE#ELL
FEFESIANES AR, WEBHE Mo R
#2.7 FiLi, EHHEK12.7%, tb FES
0.7 B H. 2F RIS 3 04110
7T, b EEZEIH 478 1LTT,

2006 45 AfpLAfE, M2 85EAFrE %,
i M1 R AR Atk , PEZEH D4
/b, 11 Afy, M1 ESEEIFsaEE M2, Ma
HEMBRATREZ UL T H B : —&8E
R, HipiEKR, SFELBRUEREER
ok, MEMFRBOFRREEM, &
WITARRILCEZRE S A LAa#EKiKeE,
A ABRXMAFREMFTAEELAEH
k.

—. ERMNMATERFRER

2006 FEEFK, LML (&IME
SR, TRE) RIMBTELKRTA
34.8 HLIT, FIELIHEK 15.9%, tb LFEK
22 A A, LLFERHEIN4.95 H1LT, R
Eb 2485 291 {2, He, ARME&ImAFZK

SHA 33.5 HLIT, FIEEHEK 16.8%, Lk
EHENN4.93 F1LIT, [Rkb£3E 5 226 1T
IMCAESRSHIh 1 611 1L%7T, ELiEmNE N
89 {L.¥EyT, ML 21 {LET,

A lb Fn B B E A e FE SR
2006 f£4EK, SRNMER P ARTFR
FEA 16.42 LT, LLEMEM2.09 5
LT, Rt 1 125105, He, EHfF
FRENK, EHFRHEEEETHRAY,
S FEERAHA 11.32 HLTT, EbiEwHEm
1.74 HiLot, [FEbL£4 6076 {LTs Hp,
BIfFak KR k., EHFZEEEL
HEF TR, MBAFs&HIA 1.09 F1Lx,
ELAE#IE N2 919 12T, REL£H1 1611L
JCo

=. EMYEGEFIEEEREE

2006 FHEFR, 2EERYLAZA I T
FR&HCH 23.8 HLIE, RIEL¥EK 14.6%, 34
HEL FEFH 18 ANMES A, Hb, ARMR
HREA 22.5 H{LT, [FELHEK 15.1%, b
fEFHENN 3.18 HALIC, [RIEL%HE 8 265 LT,
LERKERERFGLE L. BFERIH
R, F-FEUFFHEREKS A
1.26 H{Lit. 9 208 1LiT. 5 787 {LHA
4247 {Ljt, IMCHEERRHCH 1 664 1137,
[EEL3E 10%, LhEmHEhn 168 {2.3%5T, [
th/bs 3 L€k, oWME, FEESMIL
MARMEZBE L, SMEERNLE
b EAK L.




W BT TECR AT TR Y - 2006 AR5V

1 20065 SHMA RTISERNR

20064 20054
PORE(LIT)| SHLBPFSHREKILE®%) | FPEEULT) |  SLTHHERILE%)

BOREHRAT 3418 10.9 3379 144
E A # L8R 12199 38.8 7621 32.4
Bty A Lk SR AT 7 358 234 5965 253
W e sRAT 2773 8.8 1832 7.8
KT &ML 4277 13.6 3451 14.7
SMEE SR 969 3.1 421 1.8

B RN RIMEERNGHRT, RNBFLRT. RNBEAA.

Hgxk. PEARRA.

ARM RS FIIMMRE, BRF M. Bt hEfaK

e SRl 28 B R F A BRT o R BT K
EHELLHMER. 2006 £, BRPFK
Win6 119 1L5t, RIEL£H5 469 1LTs H
Hr, SESATH B R ST RN A R 2R M T K
W R, @R F R AR AR
H4Hn2.57 HLIT, [FEbEH27961LT: H
t, REMHRERKEEL A RBEESS
EH TR, 12 AEeA EF, 5k
KA RRE, PRI REER LHE
%, ERPERKELETHES.

AR A O kT A A A iR R AT L
By v FIflE . 2006 4, RS
B (BEBHEERT. BRMLERST. Kk
w7, BT R ERAT) ARMH
KR E N 1.73 HiLt (L2
SR T R BT RRATELE S 91%)
ExEFEh KA kP, BTk
(@, &, Bk, Bmh, Bk
KESEFEFAGE R, KR, RFRIA IR
M) . Bl g LAY L E 4
B A 37.6%. 19.7% ¥18.3%,

2006 4, EittmadHKFER. A
11 4 AE#3E A 10%, 11 AXK, Emitt
MRHHA 6.9 HILx. 12 A, ZTHBES
AT S RERW, &b m A BT
B, 12 A4 AMBcfFsk T 0.5 1L, 12
H#E, EMitmABuREHEE 7.8 H{LT,
RIELHEK 20.9%, ELAE#IHHN 1.34 H1LT,
ML £ 87 936 {Lir, 2006 F£4FK, 4Rl
PUBHA KR E&E A 4.8%, th LEE
KE 0.6 NES A, Hd, WAEFHIL
WITH 3%, BOHIELBRITH7.2%, &K
FHE A 10.8%,

F. SENASTEREREE LA

2006 £, ZMK _EHEERKEERRY
ma, EALERAT R RREES. B
geit, EUFEE, ELHRTEXFIRIEE
EFr. BB ART 1A MECE
EIFIR K 6.58% , AFAEFIRT) 1.08 %, F




B EAFE#RE0.22 0 Ag A, H
t, BEEFIS L A 75.18%, InACE
WF|#h 6.59%, tb EAFEERE 0.2 40E
sy BRI TR LA 24.82%, AL
SEFIER ) 6.54%, b EAZFEERE 0.35 4
[ER -0 VU3 o LR b 9 e
b, AT TIFRIRM G LR =F
BEEF0.40 NE R, SLATEAERISF L
FHRIRR KRG LRE = FES 5 TR
0.03 NFN0.37 AN E 4y .,

2006 4, RELHE3 000 5kl k

F—Ebsr SRR

MARMBIERFIERE —FEBRE T
e, B2 EFER., ZHFERERE L
WEm, TEREDUFFHFMERER EH.
FUFEE, 61 4 HH AN EF
£h4.17%, Lk EAFEERE T 0.16 408
531, 37 A A B AR INBCE B F 304
4.19%, Lk EAFERET 0.47 NAES R

2006 4E, =z E bR IHFRE B
Wi, BRI RERAFRRS BRI KE B
2 LB,

®2 20065 FMFEFEMRIFHXEFRALLER

B %
At TI? e . k2
[0.9,1.0) 1.0 it (1.0,1.3] | (1.3,1.5] | (1.52.0] | 2.0u4 L
&t 100 25.81 2663 | 47.56 27.90 7.32 10.63 1.71
Pk E A R R AT 100 31.52 29.96 38.52 35.48 2.54 0.49 0.02
JBe £y 1 9 b AR A T 100 40.75 30.21 29.03 28.56 0.42 0.05 0.00
(X S 7 SR AT 100 24.34 18.73 56.93 41.60 10.71 4.20 0.43
b EAEY i ES 100 1.51 4.62 93.86 17.16 23.67 4549 7.55
BURERAT 100 26.43 72.15 1.42 142 0.00 0.00 0.00
WS ERALEFHREA[0.9, 2.3],
BEXRFE. BLRETRAMNEERR,
3 20064 AFETHEREXTBREHRRE
Bfi: %
1H | 2H | 3R | 4A 6A | 7TH | 8A | 9A | 10A | 11A| 124
—. KMFH
3N AL 2.994713.6879 |3.4049 | 4.0769 4.2816 | 4.3910 [ 4.6285 | 4.6200 [ 4.1126 | 4.8111 [ 4.8044 | 4.0482
3~64H 4.6609|4.5713 |4.7528 | 4.8992 {4.9897 | 4.9406 | 5.4003 | 5.3248 | 5.0753 | 5.1980 | 4.9743 | 5.2001
6~124H 4.5001 [4.7217|3.6802 | 4.9552|4.9579 | 5.3003 | 5.3429 | 5.1749 | 4.9716 | 4.9955 | 4.9965 | 5.1651
14 4.2042|4.5870 |4.6506 | 4.7946 | 4.7055 | 5.3986 { 5.3652 | 5.1975 | 5.0555 | 3.2338 [ 4.8799 | 5.2184
L R
14 (B &) 5.13795.6163 | 5.5822 | 6.0507 | 5.8239 | 6.3450 | 6.0619 | 6.4336 | 6.3881 | 6.1639 | 6.2044 | 6.2126
V4% ATEEh) | 5.5756 | 5.5904 | 5.6562 | 5.9982 | 6.0307 | 6.2311 | 6.5046 | 6.2893 | 6.2501 | 6.2824 [ 6.0452 | 6.1985

BEXRE. WLRASPTAEREREK.

[ sa—




