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In 2008, under the correct leadership of the Central Committee of the Communist Party of
China (CPC) and the State Council, the monetary policy stance was adjusted with improved
preemptiveness, targeting, and flexibility according to the changing situation. Money and credit
supply maintained a stable and relatively fast growth momentum, featuring adequate liquidity
in the banking system and a streamlined credit structure, which greatly supported the stable
and relatively rapid development of the economy. In 2008 the Gross Domestic Product (GDP)
registered 30.1 trillion yuan, up 9 percent year-on-year, and the Consumer Price Index (CPI)

grew 5.9 percent year-on-year.

At the beginning of the year, in order to prevent the rapid economic growth from becoming
overheated and to prevent the structural price hike from turning into entrenched inflation, the
People’s Bank of China (PBC) adopted tight monetary policy. China’s economy had grown 13
percent in 2007, and most economies in the world were facing with inflationary pressures.
Commodity prices soared in the international market, China’s CPI grew 8 percent in the first
quarter of 2008, and the Producer Product Index (PPI) reached its peak of 10.1 percent in August.
Taking into account uncertain factors such as the U.S. sub-prime crisis, the PBC strengthened
the analysis and forecasting of the domestic and external causes contributing to inflation and
flexibly used a mix of quantitative and price instruments. After raising the benchmark deposit
and lending interest rates on six occasions in 2007, the PBC kept the interest rate policy unchanged
in the first half of 2008. To deal with the widening “dual surplus” and massive capital inflows,
the PBC sterilized excess liquidity mainly by increasing the required reserve requirement ratios,
which were raised by a cumulative 3 percentage points on five occasions in the first half of the
year, freezing 70 percent of the increased liquidity as a result of foreign exchange purchases. At
the same time, efforts were made to guide financial institutions to make reasonable credit
planning. At the beginning of 2008, the planned new loans for the entire year were set at 3.87
trillion yuan according to the actual economic development. After the snow and sleet disaster, in
order to provide sufficient funds for disaster relief efforts, the PBC in February guided financial
institutions to speed up the credit supply for the first quarter on a differentiated basis according
to the types of financial institutions and how severely the regions had been affected. After the
Wenchuan earthquake in May, the PBC immediately lifted the credit ceilings for financial
institutions incorporated in the disaster-stricken areas and guided national banks to strengthen
allocation of intra-bank credit resources across regions so as to beef up credit support for the

disaster-stricken areas.
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In the middle of the year, as the U.S. sub-prime mortgage crisis spread and deepened and
national macroeconomic policy underwent substantial changes, the PBC adjusted the orientation,
priority, and intensity of monetary policy in a timely manner in accordance with the requirements
for maintaining stable and relatively rapid economic growth and preventing price hikes. Efforts
were made to reduce the intensity of open market operations, to raise the planned new loans in
2008 to over 4 trillion yuan, and to guide financial institutions to increase credit lending to
agriculture, rural areas, and farmers, small- and medium-sized enterprises, and post-disaster
reconstruction on a preferential basis, with a view to optimizing the credit structure. The
international financial crisis deteriorated rapidly after September and took a heavy toll on China’s
economy. In accordance with the overall arrangements of the CPC Central Committee and the
State Council, the PBC adopted moderately loose monetary policy, used a number of instruments,
and took a series of flexible and effective measures to send the signal of maintaining economic
growth and stabilizing market confidence, such as cutting the benchmark deposit and lending
interest rates on five occasions, lowering required reserve requirement ratios on four occasions,
eliminating quantitative ceilings for financial institutions’ credit lending, coordinating with the
central government’s economic stimulus package that aimed to boost domestic demand, and

beefing up financial support for economic development.

At the end of 2008, outstanding broad money M2 posted 47.5 trillion yuan, representing a year-
on-year increase of 17.8 percent and an acceleration of 1.1 percentage points from the previous
year. Outstanding RMB loans recorded 30.3 trillion yuan, up 18.8 percent year-on-year. The
distribution of RMB loans was more balanced, with the 4.91 trillion yuan of new RMB loans
spread evenly among the four quarters (1.33 trillion yuan, 1.12 trillion yuan, 1.03 trillion yuan,
and 1.43 trillion yuan respectively). RMB lending rates rose before declining. At end-2008, the
weighted average interest rate of RMB loans issued by financial institutions stood at 6.23 percent,
a decline of 1.96 percentage points from the peak in August and 1.66 percentage points lower
than that at the beginning of the year. The RMB exchange rate remained basically stable at an
adaptive and equilibrium level, with the central parity of the RMB against the U.S. dollar posting
6.8346 yuan per dollar at the end of 2008.

As the impact of the global financial crisis on China’s economy intensified noticeably, external
demand shrank markedly, some industries saw excess capacity, enterprises experienced
production and operation difficulties, and urban unemployment increased, all of which
contributed to greater downward pressures on economic growth. However, with a huge market
and a great potential for future growth, and as the long-term trend and advantages for economic
growth remain unchanged and the macroeconomic control policies gradually take effect, the

Chinese economy is expected to continue growing in a stable and relatively rapid manner.

The PBC will, in line with the overall arrangements of the CPC Central Committee and the State



Executive Summary

Council, implement the scientific approach to development as well as the measures and policies
of the State Council to increase financial support for economic development, to make stable and
relatively rapid economic growth a priority task of financial macro-management, to carry out a
moderately loose monetary policy, to rationalize the monetary policy transmission mechanism,
to ensure sufficient liquidity in the banking system, to promote a reasonable and stable growth
of money and credit, and to guide financial institutions to optimize their credit structures. At the
same time, efforts will be made to promote the market-based interest rate reform and the reform
of the RMB exchange rate formation mechanism, to deepen the reform of foreign exchange

administration, and to rigorously develop direct financing.
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