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Executive Summary

ince the beginning of 2006, the national economy has maintained steady and rapid
S growth. Demand has been strong in terms of investment, consumption, and net exports.
There was a bumper harvest of summer grain. Industrial structural adjustments have been
promoted. The supporting roles of coal, electricity, and transportation have improved.
Household and enterprise income and fiscal revenues have increased further, and the
standard of living has improved. Prices have remained basically stable. In the first half of
2006, GDP grew by 10.9 percent and the consumer price index (CPI) increased by 1.3 percent
on a year-on-year basis.

Under the guidance of the State Council and in line with the State Council’s overall plan to
improve and enhance macroeconomic management, the People’s Bank of China (PBC)
continued to follow a scientific development approach and implement a sound monetary
policy by strengthening liquidity management of the banking system and coordinating
policies for domestic and foreign currencies. It also made use of a variety of monetary policy
instruments to curb the excessive growth of money and credit and to improve the credit
structure. First, open market operations were conducted flexibly to intensify sterilization
and reasonably arrange the combination of instruments and their maturity structures. Second,
the role of the interest rate was strengthened in macroeconomic management and the
benchmark interest rate on loans of financial institutions was raised. Third, the required
reserve ratio was increased two times and commercial banks were prompted to make an
orderly adjustment of their lending activities and to curb the excessive credit growth through
a strengthening of liquidity management. Fourth, the exchange rate regime reform was
steadily advanced. The PBC formally introduced swap transactions between the RMB and
foreign currencies and established a RMB forward market pricing mechanism. Fifth, window
guidance and credit policy guidance were further intensified to convey macroeconomic
management intentions in a timely manner to financial institutions, to guide financial
institutions to strengthen capital constraints, and to improve the credit structure; the mortgage
policy of commercial banks was adjusted and the minimum downpayment ratio of mortgage
loans was raised on a differentiated basis. Meanwhile, efforts were made to vigorously
promote financial market development, steadily promote financial enterprise reform, and

accelerate the reform of the foreign exchange management system.

In the first half of 2006, money supply increased fairly rapidly and credit aggregates rose by



Executive Summary

a large margin. However, the financial industry performed soundly. At end-June, broad
money M2 stood at 32.3 trillion yuan, an increase of 18.4 percent over the same period of the
previous year. Base money amounted to 6.3 trillion yuan, a year-on-year growth of 10.0
percent. Outstanding RMB loans grew by 15.2 percent year on year to 21.5 trillion yuan.
Money market interest rates gradually picked up. At end-June, foreign exchange reserves
reached US$941.1 billion, US$122.2 billion more than that recorded at the end of 2005.

In general, the national economy is expected to continue to grow at a steady and relatively
rapid pace. However, serious attention should be paid to monitoring the risks associated
with the excessive growth of fixed-asset investment, the oversupply of money and credit,
imbalances in international payments, excessive energy consumption, increasing pressures
on the environment, and the potential rise of inflationary pressures.

In the second half of 2006, the PBC will continue to apply a mix of monetary policy instruments
to appropriately control money and credit growth and to prevent overheating from the rapid
economic growth, according to the State Council’s overall plan. Meanwhile, the PBC will
take comprehensive measures aimed at the medium and long term, will speed up
implementation of various policies such as boosting domestic demand, and will accelerate
economic restructuring and promote a BOP equilibrium.



F—is SETESHER

- Bem R R R

GdEEI,

PN TIR AT (T o=Vt B S

. BRI £

. B TR R K

L SR SRR A T
o AR THOARRAEARSIN R

SEERS SIMERRE

o RIEH IR H T RN

L R RARR AL AY R R R
T PR EIASRLAY e AR

1,
I,
AL
+
/AN

VRHE A L SR AT B B Y B
B -IA B AR FUE BRI HIE
ARERES S 0E B Aol iR

o SKERER S A A R T T B ALl 2

TSI T e e A

FZH REEIHST

SR S AT
T B R i

FMES BMEFHH

N e =8 o b A i

R 2RI BAT AT

SFHEBS HMHBREL

FEEREFRY
TR B EBORER

[T S N

27

27
27



s\ M BCRPAFTR % - 2006 458 TR

i

R WHBEEATIAL - hEFTESSE

L2 =PI R E R e e e

43 EFEARMEHNHENILE

T4 PEHMAAR R R LA

BFS AEEEWAKE DA, T 2L LR i B RHBOR

F 12006 458 7 &R FRIERDIX ) Bk L Lk &

422006 LA EARR AT S R LR LRI R

#3 2006 1 kot o E AR SRS IRLCE S DL &

#4 2006 4 LR SRV EIE, ELEARIVR SR, SRR
520064 6 by HEREH 405 AT S HAE LR

[E 1 2006 45 b4 4 2 EHRATIA 5 Tl (2 SR i 4R TE s 35
82 ERLFE A ICRIT I Mg R AARR

MR- ARMICERBNSINEFRIE—FE

MR= 2006 & Ly rhESTHBEAHIE

MIR= 2006 £ b5+ ERFEPRBITHMBIR
—. EkiE

o BRI R RS

. HART
o, BepEEme

|1

20

77

88

94

94

94

94
94



Contents

Part 1 Monetary and Credit Performance

1. Monetary aggregates grew at a relatively rapid pace
T1. Deposits of financial institutions increased steadily
111 Loans of financial institutions expanded rapidly
TV. Base money grew at a stable pacc

V. Lending rates of financial institutions rose slightly

VI. The elasticity of the RMB exchange rate was further strengthened
Part 2 Monetary Policy Conduct

1. Flexible Open Market Operations

II. The role of interest rates in macroeconomic management

IIL Two increases in the required reserve ratio

1V. Adjustment of the mortgage policy of commercial banks

V. Intensified window guidance and credit policy guidance

V1. Steady progress in financial enterprise reform

VIL Continued and steady advance of the exchange rate regime reform

VL Reform of the foreign exchange management system reform at a faster pace

Part 3 Financial Market Performance

1. An overview of financial market performance
I1. Financial market institution building

Part 4 Analysis of Macroeconomic Development

1. The global economic and financial situation

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

1. Macroeconomic outlook

II. Policy stance to be adopted in the period ahead

30
30
30
31
32

34

72

72
73



b BT BT AR - 2006 EF A

Box

Box 1 Required Reserve Ratio: One of the Three Major Monetary Policy Instruments

Box 2 Financial Support to the Pilot Reform of the Rural Credit Cooperatives

Box 3 Improve the RMB Forward Market Pricing Mechanism

Box 4 Cross-border Capital Flows and their Management

Box 5 Global Inflationary Pressures Built Up and Major Central Banks Tightened Monetary

Policy
Table

Table 1 Share of Loans with Rates Floating against the Benchmark in Various Ranges during
the Second Quarter of 2006

Table 2 Average Interest Rates of Large-value US$ Deposits and US$ Loans in the First Half
of 2006

Table 3 Financing by Domestic Non-financial Sectors in the First Haif of 2006

Table 4 Fund Flows of Financial Institutions in the First Half of 2006

Table 5 Use of Insurance Funds at end-June 2006

Figure

Figure 1 Yield Curve of Guvernment Securities in the Inter-bank Bond Market in the
First Half of 2006
Figure 2 Monetary Policy Target Rates of the Central Banks of the Major Economies

Appendix 1 A Year of Smooth Implementation of the Reform of the RMB Exchange
Rate Regime

Appendix 2 Highlights of China’s Monetary Policy in the First Half of 2006

Appendix 3 Monetary Policy of Central Banks of Major Econommies
in the First Half of 2006

1. The Federal Reserve of the U.S.
1. The Eurapean Central Bank

11, The Bank of Japan

IV. The Bank of England

36
41
44

59

33

34

47
49

50
60

81

90

95



MM SEEEEFNE MR

Appendix 4 China’s Major Economic and Financial Indicators’

. BRI KSR R KR
. rEEES

o

=

AN

. RRk,
-1k

. NI

- R A LS

S

L &R
2. R RH I M SRR
3. e

Sk S

N

VAR BRI RN AR B
2. k& it TR
3R AR

4.

W

1. 9h5E

2. 9M%

3. E kil &

4. 9N Rk

5. 91
W 3 S 5
BT, AT

1. iR
2. 77 1%k

3. e e AR AR o 3
4 3R T

5. Fl4
ST
Uil
1% dith
RN
LSy
JINE ity

~

R W —

©

~

>

kel

Economic Growth

. Price Development

(1) Overview of price indices
@)crr

(3) Breakdown of indices

. Employment, Unemployment, and Income

. Domestic Demand

(1) Expenditure-based GDP’
(2) Retail sales of consumer goods
(3) Fixed-asset investment

(4) Real estate development

. External Sector

(1) Foreign trade

(2) Foreign investment

(3) Balance of payments (BOP)

(4) Foreign exchange reserves

(5) External debt

Fiscal Revenue, Expenditure, and Debt

. Money and Banking

(1) Money supply

(2) Deposits and loans

(3) Reserves and excess reserve ratio
(4) Monetary base

(5) Interest rates

Financial Market

(1) Money market

(2) Bond market

(3) Stock market

(4) Commercial paper market

(5) Foreign exchange market

. Central Bank Open Market Operations

96

96
101
101
102
103
104
105
105
107
108
113
116
116
123
124
125
126
127
130
130
133
138
138

[ Sources: The People’s Bank of China, National Burcau of

Statistics, Ministry of Commerce, General Administration of
Customs, World Bank, International Monctary Fund, World

Irade Organization, and United Nations Conference on

Trade and Development, elc.



ORI T R AR R - 2006 T

MRE tRTBLFEEFNEHERS

Appendix 5 Economic and Financial Indicators of Major Economies’ 157
G =a 1. Economic Growth 157
. IR RREE 2.CPi 159
=, Ky 3. Unemployment Rate 159
P, ER 3 4.BOP 160
. Rl 5. Interest Rates 161

L. g tlef ] H bRFIE (1) Central bank base rates 161

2. G A= (2) Short-term interest rates 162

3. KBFIR (3) Long-term interest rates 162

A, HLE 6. Exchange Rates 163
B, BeEmiEN 7. Stock Market Indices 164
OHEERE. MXERPRRT, UK, #RET, @ 1. Sources : Central banks, national statistical agencies in

relevant countries, The World Bank, IMF, etc.

LRCaE 2208



BEHEESR

006 4F 247, HEERZHFRathik
W, SRR, HITAE
WL, SRisfTak v,

—. HMHEEEKRR

2006 456 HA, ) B MR M2 2
#ih32. 3510, WELH K 18.4%, ikt
A RS 2. 8 AV E 4 5, bl R AE R 094
B 5y i U ) B M1 sR@iih 11,275
UL, LR 13.9%, HEth 1 E R
2Ty b RAEARE 224 E S R, I
A4 MO KA 2.3 TTLot, REb#K
12.6%, b4 R BA G0 % 5631L7T, R
LeZ P BISESTALITE . A LA, 17 SUBt ik
BERGOIBA T, e SCHET LR Bk, (&
20054 HHBURY)" SCER T A7 B 50k LAt
I ) 22 RE R R BT SOUL,
SCHETRAE R Ry T B R 2 T
i, BEGEY IR, g
ek IT R A BT Bt

Z. SRMMERIRERK

6 AKX, LEE&ME (/ML
. M) AT &R 331 HIL
7t, K 17.2%, e 3.3 1L
T, FHEE60414LTT, e, AR %5
TEAAREHA 31,8 HALTT, 1AL K 18.4%,
LEAFAD B IR3 . 275 4L TT, Rl Lk % 54632442 70
YMUFFRRAR A 61012 7T, RIEL FRE2.6%,
LL4E R N 88 L5t [RIELANE 1712 %98,

2000 4ELAK . {7k HABRER# BT IR
FREMER L. KBS S, £
SERRE BMCE 120055 HBUE A E IR
B, 6 IR, ARMEMAZEARHH10.475
LT, [AIE3EK 15%, E4F B hu805212 3¢,
[l bt 24 2564 L7, Horlr, (lkiGEE4EEKR
EE 1% 282012 5¢, mIFFRKIAILL L 256 1L
Tt. ARMMEFERKBA 15.5FH1LT, H
EEHK 17.1%, Lhippuséin 1.4 THL5T, W)
LE £ 11691258, K, EHREE IR LL
W 1502{L7C, & MEEHEKIR LA 333
fLit. 6 BA, MBAr&R4Hh .24 HILIT,
ALK 23. 1%, besF mitna3754LTT, 19
Lt %34 558 1¢.7C.

=, SRS S

6 HAR, 2uP&RHLAA ST HERK A4
H22.8 HILTC, FIEYE K 14.3%, Ehip o
2.2 5105E, k£ H6068. 11L7T, e,
AR HH 21.5 FILoc, Wbk
15.2%, ELERIM2.2 FIL5T, Rts8
7233450, SNCHARR B 15771038, A
LB 5%, ELAFE@A I 75 10T, Wbbd
387 FIC,

2006 ELAK SEE I B R FERA,
—RAFHREER, RRMAKE, ik
HITORE A s R EREE ST S
PSR, SN A RN SHRDHETS,
LWTY RE RS T RS & =28k
BRATAETEARNE I T E R A B =S
AR, B kAN R AR LS,



o B B A R TR - 2006 38 LR

AHE EF, BReSATRSEE
BN R AT SRk FnEIRR T & T8l . 14
FHL, Fkk2iE 3403127, EHAE S M
3L, FkEHOI13.21LTE, KhE—
R ERAATEN 316. 1 {L7C. PRI
N 1.02 5L, L% 38351L5E, K
o, HEWRKEEL £ 1553710 . R4,
FELRN (REEERILRT, BFkE
BT, BHSELBT R TR LRT) A
R AR R ELAEYIEMNII72. 11L5E, &
LA R BT R I YRR 93.1% . #F
B SRk E TR Bl SRR
RSB, KF), FRERIA L R
A, B, ey, BRSO OKAIH PR
L&t on A P 0 ot SR ARE RS L e YA
WWANT 6562 17T,

SAHIFE, 2006 4 L AE, BRBRMHR
TTHh, & R AR A R T Bk R 5.
79 K A e L SRAT A R T BE 3k IN0185. 312
Tt FEL % 44082, 5127 Bty Him b ieT.
PR AT, M RS (REELH &
PE8RAT, Aertri i eT. AAHE ALY 280
Hhn 49181275, 1641 {L7CHN 3504 1L7%, [A
Fesr Bl 238 17241478, T451LTCH S8T1LTTs
B PERRAT AR T Stk 144442 7T, RIEL
W3 274 (LT

/. EMSEHERER

6 AR, ERrmAamhe. .30 LT, [
ELAEK 10.0%, LD FRE1247125E, [HEe
2 FBE246.3127C. 6 AK, SRHBET
&S REYH3. 1%, e HEREIE. 62
ANE 5 8 Horh, PSRBT BRI T A2 5%,
Rt MR ARAT 4. 2%, RAHERHHS. 7%,

I, SRVMERAIERE LA

TR E A RAR T 2 E &R 2006428
TEREERHIRIT A RALT BN, 2
FZELERMIME RN SRR, K7 NF
RIS B  URE - -FEE BTN E S
A, TATERMERIEE A IR Bkl
BRI THEL.660F10.04 N E 5 M.

% IR GERKAE AR, RLLARAT B
HAERAE BT ETFE, BHLRTAR
M 1 EBEOECF R 6.05%, A
RN 1.036%, FIFKFr EAFRERA
0.2 MEIA, Hb, BEEFRRGRKSELA
85.16%, MIFHIFIE A 6.05%, b 4T
FEARE 0.2 NE sy AL IR BIRIER BT ELh
14.84%, AP HFI%H6.01%, o EAE
R 0.2 ES .

£ 006FE-FEEHK IR W ITRSE LR

Bl %
it i # 2
[091.0) | 10 AiF | (013] | (13,15] | (1520) | 2.00k
#it 100 2467 | 2653 88 3011 645 9.88 236
[CRNCET A2 100 29.56 31.03 39.41 3632 256 0.52 001
Bt AL AT 100 3483 | 3047 347 33.86 077 0.03 004
TR HLFF 100 2304 | 1864 | 5632 1215 1029 516 073
WG IEH 100 198 525 | 9277 174 | 2073 | 4381 1083
BORMER T 100 3232 | 6669 099 099 0 0 0

ERSEHMAHER S (2, 2 3],
HAEEE, HRAGTHEAEEEL,



bty A BITEI000 5 LA LITA
R A AEH LI, e, %
J& 61 4~ A WIEMA AR IA TR REE Ay 3.64%,
b EAEE FRE0.07T A EH o A, L LA
0.394E 9 #is 374 SIS SR ARCE 1
FAA3.73%, e EAFEEFH0.27T40 a0
A HEREF0.66 ST

FEESEINE B R
EFRA, BEPIANT SRk, AHRAERRRIEE K
Ve 17k, 6 5140, 34 ALAR RoLkAnfF
(5 ERPLGE U IR IR & 50 & AN
T3V AL FIZR A 4.39%, LEAER) EFH1.11
AE S M LA R 3 0T Kk I R
PR A 6.35%, D GERICTEF
HA6.23%, sryltbER EFH0.940F0.71
A A

N ARMICERM AR

Bt ARMILFHMARLGNER, 5

E—H4 HHEHER

AR EEE 2T F SR AL, 1
Sk AR — PR E 5. 61, %
16 S A FEFUE PR SN S EE R AT
®m, ARMAE CLFRHANESTET
7%, 6 A30H, ARTFETILED K
J37.9956 ¢, tEARMAETRITFHE
0.94%, 81 FRERIMCHIBEOT, 1Tk 6T
KIEFL, ARTHRMEKCHOIEME, HHT
THEWE KRS, o BIHRZME 1. 16% FIFHE
5.47%, LA AR ST R e B
511k 7.9956 7, wALH8.07057T; HAF 118
AZEHH, R H 6642 AFHEL, 52472
BN, BRBHERMEREH0.21%; A
B TILER H IR 4 35445, fF ARMIC
BT HLEH Y4 2005 SR H IDEE0E 174
IR Bt Pk, ARMICHREH
AL, 6 AK, BITMARTZH N |
SERNA LRI AT TATTIE A7 L WK EE 2500 4%
Fh . EAFREEARF P T R RS
KHHE o

2 20064 ERFAMETIAR S X THRT SRR

i %
1H 24 34 40 SH 61
-, KARTTH
3 HIAR 2.9947 36879 3.4049 40769 42816 43910
3~67)) 46609 45713 47528 48992 4.9897 49406
612411 45001 47217 3.6802 49552 49579 53003
1% 4.2042 4387 4.6506 4.7946 4.7035 5.3986
LB
Vi (R52) 5.1379 5.6163 55822 60507 58239 63450
VHEUE Hidsh) 3.5756 5.3904 5.6562 5.9982 60307 6231

B RFE HRRTHIHEEER,



T BRIR{E

EARBITHER R, BEENE

s EURRISE—HE, W%
SRR RE, SREITRAMEI MR,
DIERERA TR RA ML AN AR S AT A,
N it AR, Sibin A £ R B AR
LA, mMGIsms sttt ki
BEEER .

—. REFRLOFHIHRIE

bedp, o A RURAT R DD SETE IE B G
i 7 A R IR B D8, &I RSERAT
EREAPEREARHIN, T huskik
ARG, Ik Aot disgt ek igeT )
BE, AMAHRE LA S SRR, £
VR, EERA LR R T SR AR
WEAITARS, BERFE R RRTEIR R
300, AT R R R AR
RIS, R, WA LSERIAR R
WRITHE, WERT IR IRITE
8, HERH RAIC R RIE, AP
AER DT IE K 5TV BYEASR , BRI SRR
KIOHR, AR TERE TR
AR TR D B I, sy Dk K
T, TR A AL E 18 K AT AR S
AT, BF TRITmERIL,

L, @E AR AT R E
ST T 5748400, B, B A745H
LA T, R AT R 222304258, ol
3/ BHh 74801078, 64~ A4 85012 7C,
LAEH A 139001258 (Fhrh i 447 200012

To)e 6 J1K, IRAT SRR K 2910012
TCo

Z . RS EREMEIFRNEEER

I A RRATHGE, M20064E4 H28 B
ISR RIS, K, SR
PUR 1 SF I DY ERAR R iR 0. 27 A E 4y
A, RS 58% 1RMF) 5.85%, FihA AR
kISR R

VAR T SEAR A AR 1 fdlit
BT, WREECT H R R, SIG%M™
HIGPREN s TR THRILSHE, RS
KRR, AR T B 9R bk AT
TEMBEORE D, (REFRR 2250154 K. b
VAL BRI AT

=, AR EAERINTERAS
&%

SE KA, hE AR 16
H. 7TH21 BEKEN | IR Em LA £ #k0f:
FEFOSATHAL HMTHS RS A
15 RASES, Fk LNt & &R AT |
B, KEDTEREE A HE R M 3000
L. HRIEM “ZR” BEREA, &k
A SRS . RAHMENIREA k& o R T
TIEIRE, (AT 6% MRt & &R, £
FTREPEF IS, /MR LR SREE
SRBTERMN, AFTVRIERL R ]
TSR BERkAT A, HIRIR AT BEal i gk,



R BHBR=ZATAZ—.

BRSO ERRMEN IR P
RLAZ— RAEFTRRITBHE LT L
ARATHIE A AR — R LR R A I, i

R AHO & B RAT 69 W R AR B LARAT

B &S A AER. RALCERELS
A ARAT B IZARAT 0 A IR E) L 0930 0 1]
BRMES LA,

SREZEF P RRIFAABTER
I B R LA N ARATAR A G9iR B A SR
AN TR, AR R AR R,
AT R R B A e LA AR R
KT E GRS R R e, SO
Ty Ae KA AR, R ARARATEY
AHMAALE—Rba ERANAELE

PR G it — G ROR A RALHORS A%
fo. b F ¥R AR BaTH W BRI, B
o BRI AR T, PREITRY
A RARBA DA &, T RBITHRA
4 LA A I B 0 B R T A0
m& 1) VA E AR A BGE T ¥

o ARBERFR A MK AR, F RARST
Txﬁ:i/\-??fim#‘;z;:ihiixbmﬂ&
BB B O ILAFE  HARIT IR R R A
Tl AL B AR AR — SRR b,
AR A A B AL AT )T AR A R
® a7 A8 Ae AL,

R AL EFLH EE 8
Wik AR AR LR R AR AR T AN
o AR AR R ASRA T, BT
HoAELERRSARMAT, —2RG
EREHRERE. LR TEN LS
B I8 P BT 8 A ) B A 3L AR
[LEReR N A E SN N R DR S
RIFEA, THMBMEZAEERT

Boms SMRERIE

EETFRESES

. B FRAARALEEERNEK. B
ShERF LRI —RERFH RS TR
AT P ECR A LA,

AR LK B SRR AT &
oA A S A BT A K
BVRATHR RAH B AR A S o, R# A
AE Yy TR E RN,
HAXRMARANIZRERA G T ERLL
FERH, PRAATEE MO SR EEA
ORI AT XK FRAKF, A
FRI B AR BRIE R, A R
'lr’béﬁi—ﬁ-lﬂ&»"(&vﬁiﬂ‘iﬁ’ﬁﬁ% Rit# &)

é;w. B AT IHARXEA, &
AR R F G AR AR F T
LA A AR IR G SR AT AL AL
LB AT A R @GR LR
V- BN RAS i FVE T2 8 ¥ £
BAT S R F B ARAT 098 K& K, XA
P RAPAT RIS L M Ao A T 5
—RALEGGB 2, AR A SR LA R
R RS RAIEGAE, b RBTRY
ok i Rak oF B OGN T . T A A 3b 3
£, :ﬂ:i%&ufyﬁ-sk,ﬁ&/\#% i
AR AR, AR L RIT R4
iﬁ’liﬁ.i;? AT RS S AR
& et 7).

Bt MRS ABAE LR ERE

WA S LB ST A RA—H
4%?3 RS TEFHOA. L SOER
HRAESEETARUTHE F—. 4
WARNERBAD, F2. ARALL
FoyHER DR, BE, BLEEH—R
WG . A% AR E 5 HHE A K




