2004 £5—FE

Quarter One, 2004

PERHBERRATRS

CHINA MONETARY POLICY
REPORT

FEARBRITIEIBIRGITIA

Monetary Policy Analysis Group of
the People’s Bank of China

B ¥ & 4 b & a2

China Financial Publishing House



2004 £5—FE

Quarter One, 2004

FPEEHBERRITRE

CHINA MONETARY POLICY
REPORT

P EANBRIRITTIH BIR AT

Monetary Policy Analysis Group of
the People’s Bank of China

oJC 8- 3 7 412

China Financial Publishing House



LG K o
HEENH]: 3 M

Bk B (CIP) BiiE

2004 58— B E R HBORBITIRE / ARBRITRTIBOR 97/ % -
—Itx: FEEmMERE, 2004.7
ISBN 7-5049-3439-9

I2... I. A... I BWBGR ~ LIEfRE — 1 E — 2004 IV.F822.0

wp B i A B 518 CIP 30484 5(2004) % 065305 =

i 4 P P e
®iT

it AU RSN NMLEEE 3 5
KATER: 66024766
http://www.chinafph.com

mRZE 100055

28 s

EMRl AL T8 —ENRIA PR 2 7
RF 210 2K x 285 2k

Efgk 12.5

TH 200 F

Wk 200447 A% LR

ElZk 2004 457 HEE 1 RENRI
Ei%  1-2000

FEM 98.005¢

Nt BLENFE IR A 1R IH

B b o F8E



FHEHEA

B E. 5 R EHN

% | £ & & I

M %

%—%Bﬁ:
FE_#5.

E=E5
FEMERSY

FHERS:

@wEER
IR
N
1 9EAN
/N E

PUIE

HERR
KA E
FEEAmE
FhE I
F B

{7 {2

REMBIER. K&K

KNSR Ak B #®

% =

Q23

ERE

Fib#y

2 &

#Bk3E

G =

EVENE: 8K ¥ &% FE #  EFWE

B A

%



CONTRIBUTORS TO THIS REPORT

CHIEF EDITORS
YI Gang CAI Haoyi

EDITORS
WANG Yu JINMei ZHANG Bei

AUTHORS
PART ONE: JI Zhihong HUANG Xiaolong ZENG Dongging

PART TWO: ZHANG Cuiwei ZHANG Jingguo ZHENG Hong SHENG Mei
LI Dajian PANG Zhaoxi

PART THREE: ZHANG Wenhong SUN Guofeng ZHAO Ting YUAN Qinyu
PART FOUR: WANG Xiaya WANGYi XIANG Xiaolan JIMin
PART FIVE: LIU Wei NI Jianming

OTHER CONTRIBUTORS:
SHUI Ruging WANG Zhenying GUO Yonggiang WANG Zan

ENGLISH EDITION

EDITOR
BAO Mingyou YANG Lin

TRANSLATORS
BAO Mingyou YANG Lin WANG Yu WANG Lijie WEILi



}

A & =

12

2004 F—FF, SIREFILKF/REF. MRS EHE KN XML Fik
SMERTI. RESFREREEGK F—FEENEFRDEEKITYS. HY
BREAN. £AFANMBEBANSTRAERERS. RUEFEFHNTRALZR, 5
SMRZIBHERET.

3AXR. "XEMMREN23271Zt, FEKK191%, E—FEEHIN
KIREMEIFR 8B ZT, SLFFHBEIR26FIZM32%, AL B 2474Zx; &
R EEKE ARRANREERNKRBEATRE. 3 AKX, SEMEARN
MERERRBA 233 F1ZT, € 19.6%. ARMITEM LT REH 5.05 7F1Z
7T, PLEMIRD 1788 (27T, SRMMBTASERTIYA 4289, b &R
084 MES. 3AXK, EFRIMNCIEEL43981ZETT, th LEERKILM 365 (2%
T ARMICERA 1 ExTnk 8277 TART , BERIFEE.

004 F—FF, FWPRSFTESWHBE, ARRTREMBMEHS
AR, SEERSMETBRTR. MEMERRBREMKITEELE, SEEN
BrL@ SRR, RIRUE SRR HESRIE: —BMALXFHHRIENE. £
P MIMNC ERBHAREMYE: —REERETRESEEE SN EHE, =8
BYERBBIE, KTEANFRASERHE, NREIBRITESE, IR
PRI|[ITMERAZ BN REFEXR, BEEIBREAE HF03 ) EHA,
BMIAAZEEZ0271MES R ARMEMEMRITERN "HOKS" . @ik
LEREM: RRXF =R EFLR, MREFERAERALNE. t2RRE
HEMMIEAR, MEBEETHENERNRELE \REBARTILRESE.
BT EMBERRE, RFEFY S TE.

RIEHRE . 2003 F USRIV MES TR, FEARIEER. xS
BHZFHS L RBSH BB ER T2 55 EE 2 B 3TL5ETH HIa—
LHMOFEMEDE, RHRAEEE R RAET K. SHIE SRR RIR,

20045, HREEMBEFHERALFHKR IR AL, BREBNEEKT
B8 396 A, EREEME. GOP KA CPl kIS — S LR LS Mk
. THFFEREREE. TEARARE: —EFEBEREN, 2003EE -5



B, % "3R#" FWN9, GDPIE{K{N6.795, [k, 2004 &, 5 FHY) GDP [E]LL 1
RatBE. ZEAREER. EHEX. WMitFELLCPI 4 BUESERRHA, &
ZEERRERE. —REMERBRAEERE —MEFT12 . 20034 sk REWY
BRI, HMNSE2004 FTHEEHRMTBH K,
ARBITHIRB P REF THESWERI (BALERSE BEX, FEMZ
FRREIMNZFNEARY, BHRETEBER L., RIBEFEREB T U R
BIAMREEER. EEEHETERLK, TERTEKESNG, HitED
BENSTEREZE BRI, A X ETM I L EMmMIEK17% %
A EEHESMVETEARMER 26 HiZiEh. TR EhEEMNRE
ZEEMR, EFLESNE BRXEXE, EHEFTHRER. —2ELKES
RERRNE. EHETESTREK. —2FUXTMNER TR BSHEHA
EMIHUME, ZRMBLAE, L "—7", DEFBRENSHTIHER.
T AEEMET ARRBARMILEAESE. HEKFELERRTE, AEHEFRE
ERUNERSREIHIE, EIRMERLERRZEENS.,

=T r=



Executive Summary

The global economy witnessed a good start in the first quarter of 2004 with more
and more countries joining the economic recovery and growth. China’s economy
continued to grow rapidly. The GDP in Q1 of 2004 grew by 9.7 percent, household
income, corporate profits and fiscal revenues all increased in a large scale,
agricultural sector developed healthily and the growth of foreign trade maintained
strong momentum.

At end March, the balance of broad money M2 reached RMB23.2 trillion yuan, up
19.1 percent from a year earlier. New loans issued in Q1 totaled RMB835.1 billion
yuan, which is equivalent to 32 percent of this year’s projected loan increase of
RMB2.6 trillion yuan, year-on-year rise of RMB24.7 billion yuan. Systemic risks
inherent in the financial institutions such as “borrow short and lend long” should
receive good notice. At end March, the balance of all kinds of deposits in financial
institutions was RMB23.3 trillion yuan, up 19.6 percent. The base money of the
People’s Bank of China (PBC) stood at RMB5.05 trillion yuan, down by RMB178.8
billion yuan from the end of last year. The average excess reserve ratio of the
financial institutions was 4.28 percent, 0.84 percentage points lower than that
recorded at the end of last March. Official foreign exchange reserve reached
USD439.8 billion, up USD36.5 billion over the end of last year, with a stable
exchange rate at RMB8.2771 yuan per US dollar.

In Q1 of 2004, guided by the Central Economic Work Conference, the PBC kept
strengthening and improving its management over the financial sector by leverage
of various monetary means. The Central Bank kept the growth of monetary
aggregate in check to ward off inflation pressure. Meanwhile, measures were taken
to institutionalize macro financial management. First, open market operations were
strengthened to almost fully sterilize the liquidity growth caused by foreign
exchange repurchase in the market. Second, required reserve ratios were generally
raised by 0.5 percentage points. Third, the positive incentives were introduced to

adopt differentiated required reserve ratio system for the financial institutions.



Fourth, interest rate of central bank lending was floated to redefine the funding
relationship between the Central Bank and its borrowers. Central bank lending
rates at every tranche were all raised by 0.63 percentage points with the rediscount
rate escalating by 0.27 percentage points. Fifth, window guidance was strengthened
to promote credit structure in the commercial banks. Sixth, in order to support
economic development in the rural area, reform of the rural credit cooperatives
was accelerated. Seventh, the development of money market was promoted and
its management and service were upgraded. Finally, the balance of China’s
payments was promoted while the renminbi exchange rate was maintained
basically stable at an equilibrium and adaptive level.

On the whole, measures of macroeconomic management introduced since 2003
have continued to bear fruit. Despite new achievement in the social and economic
development, difficulties and problems have emerged in the economic operation,
particularly overinvestment in fixed assets and the resulting fast growth of credit.
The economic growth rate of China in 2004 is projected to reach about 7 percent,
and CPI to rise about 3 percent. It should be noted that growth of GDP and CPI
will likely remain high in the second quarter and a slowdown is expected in the
second half of the year due to two facts. First, with the influence of base period,
GDP growth in Q2 of 2004 is likely to reach a relatively high level based on the
merely 6.7 percent expansion recorded in the same period of last year as a result
of SARS epidemic. CPI is expected to first rise after April and then fall in Q3,
affected by seasonal factors. Second, it will take some time for the macro-control
policies and measures adopted since 2003 to begin to deliver their effects in the
second half of 2004.

In line with principles stipulated by the Central Economic Work Conference and
the Government Work Report, the PBC will take a scientific approach to economic
development and carry out all plans of the central government. Measures consistent
with economic and financial development will be timely applied to appropriately
control the growth of credit and improve transmission mechanism of monetary
policy. The target of money and credit supply projected early this year is still

attainable, i.e. broad money M2 and narrow money M1 both grow by 17 percent,



and new renminbi loans by all financial institutions reach about RMB2.6 trillion
yuan. The stance of sound monetary policy in the coming periods should be for
“appropriately tight”, aiming at avoiding hard brake on the economy. First,
excessive growth of money and credit will be controlled through tightening
liquidity in the financial system. Second, close attention will be paid to price
movement and steadily promote the market-based interest rate reform. Third,
efforts made to economic restructuring will be strengthened to prevent one-size-
fits-all solutions. Fourth, initiatives will be taken to promote financial market
development and expand direct financing. Fifth, exchange rate will be kept
basically stable at adaptive and equilibrium level. Sixth, renminbi pilot reform of

rural credit cooperatives will be advanced to transform their operational

mechanism.
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CHINA MONETARY

Part One : Monetary and Credit Performance

POLICY REPORT

Q1, 2004

I. Rapid growth of money supply

II. More increase of loans by financial institutions and maturity
mismatch poses a concern

IIL Significant growth of deposits and rapid growth of corporate
deposits

IV. Net withdrawal of base money and decline of excess reserve ratio
of financial institutions

V. Stable market interest rate

VL Stable exchange rate

Part Two: Monetary Policy Conduct

6 666 6 6 66

L. Intensifying open market operations and fully sterilizing liquidity increase
caused by foreign exchange purchase
II. Raising required reserve ratio by 0.5 percentage points to prevent
overgrowth of money and credit
IIL. Introducing positive incentives to apply differentiated required reserve
ratio system
IV. Establishing floating interest rates for central bank lending to improve the
financing and interest rate relationship between the central bank and the
borrowers
V. Strengthening window-guidance to the commercial banks to promote
improvement of loan structures
VL. Supporting economic development in the rural areas and speeding up
reform of the rural credit cooperatives
VII. Promoting development of money markets
VIIIL. Renminbi exchange rate maintained stable at the adaptive and

equilibrium level to promote balance of international payments
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