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Executive Summary

verall, in the first half of 2012 Chinese economic growth was within the expected range of

macroeconomic management and overall performance remained stable but decelerating.
The outlook for the agricultural harvest was good; growth of the industrial sector declined
slightly; consumption and fixed-asset investments expanded steadily; growth of exports and
imports rebounded moderately; price level growth declined further; and the employment
situation remained stable. In the period under review, GDP increased 7.8 percent year on year
to RMB22.7 trillion yuan; the consumer price index was up 3.3 percent year on year; and 6.94

million new job opportunities were created in urban areas.

Since the beginning of 2012, the PBC has followed the overall arrangements of the State Council,
continued to implement a sound monetary policy, increased the strength of fine-tunings and pre-
emptive adjustments in response to the deceleration of growth, the moderation of inflation, and
other changes in economic conditions and it has made policy measures more targeted, flexible,
and forward looking. The deposit required reserve ratio was cut twice, by 0.5 percentage point
on each occasion, and reverse repo operations were intensified to keep liquidity at a reasonable
volume. The dynamic adjustment mechanism of the deposit required reserve ratio was used
as a counter-cyclical tool to enhance coordination between credit policy and industrial policy,
to encourage financial institutions to optimize the credit structure, and to boost credit support
to small- and micro-sized enterprises, the agricultural sector, farmers, rural areas, and on-
going and follow-up key national projects. The benchmark deposit and loan interest rates were
lowered on two occasions, with their floating range expanded to guide financial institutions to
improve the pricing mechanism, to reduce the financing costs of enterprises, and to enhance
financial services to the real sector. The reform of financial institutions continued to make
progress, and the flexibility of the RMB exchange-rate regime was increased as the floating
range of spot trading of the RMB against the US dollar on the interbank market was widened

from +0.5 percent to £1 percent.

The appropriate and stable growth of money and credit aggregates provided strong support
for economic development. At end-June 2012, the outstanding balance of broad money M2
increased 13.6 percent year on year to RMB92.5 trillion yuan; the outstanding balance of RMB
loans was up 16.0 percent year on year and registered an increase of RMB4.86 trillion yuan from
the beginning of 2012, RMB683.3 billion yuan more than the growth in the first half of 2011. In
the first half of 2012, all-system financing aggregates posted RMB7.78 trillion yuan. The lending



Executive Summary

interest rates of financial institutions declined further. In June, the weighted average lending
rate offered to non-financial enterprises and other sectors posted 7.06 percent, a reduction of 0.56
percentage point and 0.95 percentage point from March and the beginning of 2012 respectively.
In the first half of 2012, the RMB depreciated 0.38 percent against the US dollar and the real
effective exchange rate of the RMB appreciated 0.85 percent.

At the current stage, the fundamentals remain basically unchanged to support stable and fairly
rapid growth in China. With the adoption of fine-tuning measures and pre-emptive adjustment
policy measures, the Chinese economy is expected to continue its steady growth. Yet as the
global recovery remains in difficulty, the tasks of making domestic structural adjustments
and boosting domestic consumption remain arduous. Given the overall size of the Chinese
economy, the declining growth of the labor force year after year, and the stronger resource
and environmental constraints, it is imperative to pay more attention to the quality and

sustainability of growth while also maintaining economic growth.

In the period ahead, the PBC will continue to implement the overall arrangements of the CPCC
Central Committee and the State Council, continue to follow the principle of making progress
with stability, and attach more importance to the goal of stable growth. The sound monetary
policy will continue and macroeconomic management measures will become more targeted,
flexible, and forward-looking. Fine-tunings and pre-emptive adjustment measures will be
taken as appropriate. The effectiveness of monetary policy will be improved and structural
tensions in the supply and demand of credit will be resolved through effective measures
to improve financial services to the real sector. Efforts will be made to promote stability in
overall price levels and steady economic growth and to create a stable and neutral monetary
and financial environment. A mix of monetary policy instruments will be employed, and the
macro-prudential policy will continue to play a counter-cyclical role in guiding the stable and
reasonable growth of money and credit, to keep aggregate financing at a reasonable volume, and
to optimize credit allocations. The market-based interest-rate reform will be advanced to guide
financial institutions to use interest rate floating autonomy to properly price their products. The
RMB exchange-rate regime will be advanced and the flexibility of the RMB exchange rate will
be increased in both directions. Measures will be taken to facilitate the sound development of
financial markets and to enhance the role of direct financing to meet diverse financing needs.
Effective measures will be adopted to deepen the reform of financial institutions, to prevent

systemic financial risks, and to maintain stability in the financial system.
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