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Executive Summary

I: the first half of 2007, the Chinese economy maintained a momentum of steady and
apid growth and the overall situation was good. Consumption expanded at an accelerated
pace, agricultural sector performance was sound, the efficiency of the overall economy
continued to pick up, and the people’s livelihood continued to improve. In the period
under review, the GDP grew by 11.5 percent and the CPI rose by 3.2 percent year on year.

Given the continued excessive liquidity in the banking system and huge pressures on
money and credit expansion, the People’s Bank of China(PBC), according to the State
Council’s overall arrangements, implemented a series of financial measures to strengthen
macro-economic management and to maintain balanced monetary aggregates, Sterilization
instruments such as open market operations and reserve requirement policies were
employed to withdraw liquidities from the release of RMB for foreign exchange purchases.
Since the beginning of 2007, on six occasions the PBC increased the reserve requirement
ratios of financial institutions by 3 percentage points and on three occasions it raised the
benchmark interest rates on loans and deposits of financial institutions. Meanwhile, efforts
were made to guide the optimization of the credit structure, steadily promote financial
institutional reform, further enhance the elasticity of the RMB exchange rate, and speed
up foreign exchange administration reform.

In general, as a result of various macro-economic manag it the liquidity in
the banking system was appropriately under control and the overly rapid growth of money
and credit was alleviated, though it remained at high levels. At end-June, the outstanding
balance of broad money M: had increased 17.1 percent year on year, down 1.4 percentage
points from the same period of last year. Qutstanding RMB loans grew by 16.5 percent
year on year, representing an acceleration of 1.3 percentage points from the same period
of last year and 0.2 percentage points from the first quarter of 2007. New loans reached
2.5 trillion yuan in the first half of 2007, 368.1 billion yuan more than the growth recorded
during the same period of last year. The elasticity of the RMB exchange rate was further
strengthened. At end-June, the central parity of the RMB against the U.S. Dollar was
7.6155 yuan per U.S. Dollar, appreciating by 2.54 percent over the end of last year.

The economic environment will remain favorable both at hoine and abroad in the second
half of 2007, and it is expected that China’s economy will continue to grow at high levels.
However, we should be fully aware of the potential risks in economic performance. At




Executive Summary

present, it has become more apparent that the economy is heading from relatively fast
growth to overheating. The trade surplus is growing larger, credit growth is higher than
expected, and investments are still growing too fast. In particular, energy-consuming
industries are growing at a high speed and efforts to conserve energy and reduce emissions
are facing challenges. Inflation pressures continue to build, especially on prices that are
closely related to household welfare, such as food and housing.

The PBC will follow the overall strategy of the Central Government, giving the highest
priority to macro-economic adjustment efforts to prevent the economy from growing
relatively rapidly to overheating. It will continue to conduct a sound monetary policy
featuring moderate tightening, and making y policy

dj to maintain a
stable monetary environment, control inflation expectations, and maintain overall price
stability. The PBC will continue the coordinated application of open market operations
and the required reserve ratio, and will create new imstruments as fit for macro-adjustments
to manage liquidity. The market-based interest rate reform will be further advanced, and
the establishment of a benchmark interest rate system will be promoted to strengthen the
leveraging role of prices in macro-economic adjustments. The PBC will continue to follow
a policy of improving the RMB exchange rate formation mechanism in a self-initiated
controllable, and gradual manner, strengthening the RMB exchange rate flexibility, and
maintaining it at an adaptive and equilibrium level. Reform of the foreign exchange
management system should be strengthened. In compliance with the priorities set by the
national tax policy, industrial policy, foreign trade and foreign investment policy, and
environmental protection policy, the PBC will also guide financial institutions to improve
the credit structure and to prevent credit risks in order to promote economic structural
adjustments and to transform the growth paradigm. Efforts will be made to promote
fi ial market develop 1t based on “innovation, development, standardization, and
coordination” and to deepen financial reform by improving corporate governance and the
financial structure.




B HHEHER

|

. B ERMER BT, HEREROESLHERER
. SR E Ak ZELIE ML

© RO R BOE KRR

. MR EBEFKEELROEMG, MR FREK
. G B R IR BT B Ek

. ARTICHRM A — SR

SEHE UL

BRRS  SERERRE

RBEAEW, MR HEER

o RAEFIHRATHF W ISR

LR CE DR A REESIS

. RPHERSMEE

. RHEARBCHRER NG, R SMOER AR, REERK X
AT

BB

EZHS BRTHIHIMT

—. &MWHBITHH
. EETTHH R

B  FRLFH

—. WA 2 &R S
= REEWLFBATSH

BHMPS HTHFES

—. REEZNEFRE
I TFHRERTRERNSA%

~ NN

® W NN

33

33
34



'

TR EER L RTHE AREBERL

#42 AR L3R AL s P RSk e A 47

HRE3 Bl CRFET[HHRERRE

R4 ESAFRBAALRTRABRE T EOAR
FE 5 BB RBK

*1
#2
*x3
*4
#5
*7

#8
%9

&1
& 2

&4

= =
mo

]E!HHI\

2007 4f L AE S HLAA R Bk L

2007 455 = 2 BE &% 3 7 20 X 7] BYak & bk

2007 4 L ERMETFREE TR HFIRE

2005 4 6 A% 2007 4 6 A B R TiASIC R EEE

2007 4 b2 4 E RS MILREITTR P R ER

2007 4F LAE SRR, FLLRERSERME. SRAKRLX
F AT 7= R B UL

2007 £ 6 ARFERKEE &2 HARMR S HLBHRE

CPT AR i B b

2006 4 LAk G BUHLAS & PR AN vk BF 3 g 94 B
2007 4 4448 Shibor £ H A

2007 45 b2 4R 4R AT 8] T4 B 1 25 R ol 2% A5 fL B UL
2003 LAk R R RSB YR

2007 £k hEHTHBIRASIC

2007 4 b 4 + BT RARIRITHE T BOK

Q03

. BRE R AT

B A H4T

. EIRERAT

k3

16
26

89

95

95

95

95
95



HE HETECRMITIRE - 2007 EE RE

MR= HETEZFNSMERC s MR #REREFEL5HN

SRIERR®
—. BHFHMKERFERKT 98
=L feikkR 103 —. &yHKE
1. &R — R 103 =L R
2. BRI HE B 104 =, kv
3.4 el 105 m. Bk
=, Bk, Rl EBRA 106 A, FIE
m, EnFEE 107 1. A R4R4T B AR
LI HETROENE LA 107 2. 53R R
2 RS T B R 109 3K HAFR
3. EE R R TR 110 A, LE
4. B 115 . BRGNS
F. MR 118
1.9 118
2.50%% 125
3. HFRI 3 126
45 fik A 127
5.50Ms 128
N, MK kS 129
L. . BAT 132
1. G T B R A 132
2.7 ¥k 135
3. in 140
4.5% 142
AL SR 145
1. M 146
2.4k % % 148
3R 150
4. TR 152
5.40CHi i 153
Ju. FRBEAFHHYE 155

OHERE. PEARRST. BRKHA, HHH, &

160

160
162
162
163

164
165
165
166
167

RER. DRALHEER, #RAH, ERETEL4 OHERE. WATRAT. BREHNN, ERQRG.

BOERABAL, RAERARKELUE, ERRTFELBRE,



Contents

Part 1 Monetary and Credit Performance

L Money supply remained at a high level, but the relatively rapid growth was
somewhat eased

1L Deposits of financial institutions continued to tilt toward demand deposits

1L Loans of financial institutions grew relatively rapidly

V. Base money grew at a stable pace after deducting the effect of the reserve

requirement ratio hikes
V. Lending rates of financial institutions rose steadily
VL The elasticity of the RMB exchange rate was further strengthened

Part 2 Monetary Policy Conduct

1. Comprehensive measures were taken to strengthen liquidity management

IL Interest rates played a leveraging role

TMI. Window guidance and credit policy guidance was strengthened

V. Financial enterprise reform was promoted steadily

V. The RMB exchange rate formation mechanism was improved, the reform of the
foreign exchange mar system was accell d, and a broad balance
under the BOP was promoted

Part 3 Financial Market Analysis

I. An overview of financial market analysis

11 Financial market institutional building
Part 4 Macro-cconomic Analysis

1. Global economic and financial development analysis

1L Analysis of China’s macro-economic performance
Part 5 Monetary Policy Stance to be Adopted in the Next Period

1. Macro-economic outlook

1L Monetary policy stance in the second half of the year

36

36

36

37

41

41

43

45

45

46

46

47

48

54

54
64

67

67
72

84

84
86



China Monetary Policy Report - Quarter Two, 2007

Boxes

Box 1 Paying Attention to the Changes in the Structures of Assets and Liabilities of the
Commercial Banks

Box 2 Two Years of Smooth Implementation of the Reform of the RMB Exchange Rate
Formation Mechanism

Box 3 The Interest Rate and Exchange Rate Derivative Market Expanded Rapidly

Box 4 Views of Foreign Central Bank Officials on Monetary Policy and Asset Prices

Box 5 Core Inflation

Tables

Table 1 RMB Lending by Financial Institutions in the First Half of 2007

Table 2 Share of Loans with Floating Rates in Various Ranges in the Second Quarter of 2007

Table 3 Average Interest Rates of Large-value Dollar Deposits and Loans in the First Half of 2007

Table 4 Appreciation of the Effective Exchange Rate of the Major Currencies from June 2005 to
June 2007

Table 5 Financing by the Domestic Non-financial Sectors in the First Half of 2007

Table 6 Fund Flows among Financial Institutions in the First Half of 2007

Table 7 Transactions of Interest Rate Derivatives

Table 8 Use of Main Insurance Funds at end-June 2007

Table 9 An International Comparison of Weights in the CPI Basket

Figures

Figure 1 Lending Rates for Different Maturities by Financial Institutions since 2006

Figure 2 Movements of the Shibor in the First Half of 2007

Figure 3 Yield Curve of Government Securities on the Inter-bank Bond Market in the
First Half of 2007

Figure 4 The CPI: Year-on-year Movements since 2003

Appendix 1 Highlights of China’s Monetary Policy in the First Half of 2007

Appendix 2 Monetary Policy of the Central Banks of the Major Economies in the
First Half of 2007

1. The Federal Reserve of the U.S.

1I. The European Central Bank (ECB)
II1. The Bank of Japan

IV. The Bank of England

39

49
57
69
76

37
43

51
54
56
58
63
77

42
55

60
75

91

96

96
96
96
96



Contents

Appendix 3 China’s Major E: ic and Appendix 4 Eq ic and Fi ial
Financial Indicators’ 98 Indi of Major Ec ies! 160
1. Economic Growth 98 1. Economic Growth Rate 160
2. Price Development 103 2.CPl 162
(1) Overview of price indices 103 3. Unemployment Rate 162
(2)CP1 104 4.BOP 163
(3) Breakdown of indices 105 5. Interest Rates 164
3. Employment, Unemployment and (1) Central bank base rates 164
Income 106 (2) Short-term interest rates 165
4. Domestic Demand 107 (3) Long-term interest rates 165
(1) Expenditure-based GDP 107 6. Exchange Rates 166
(2) Retail sales of consumer goods 109 7. Stock Market Indices 167
(3) Fixed-asset investment 110
(4) Real estate development 115
5. External Sector 118
(1) Foreign trade 118
(2) Foreign investment 125
(3) Balance of payments (BOP) 126
(4) Foreign exchange reserves 127
(5) External debt 128
6. Fiscal Revenue, Expenditure and Debt 179
7. Money and Banking 132
(1) Money supply 132
(2) Deposits and loans 135
(3) Monetary base 140
(4) Interest rates 142
8. Financial Market 145
(1) Money market 146
(2) Bond market 148
(3) Stock market 150
(4) Commercial paper market 152
(5) Foreign exchange market 153

9. Central Bank Open Market Operations 155

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

1. Source : Central banks, national statistical agencies in
relevant countries, The World Bank, IMF, etc..



F—B9 WOl b

2007 L, REERAFHERE
PRt E MR, s EHTR,
BE RS LRERESME N,

—. BETHEENESMKIET.
Bid RIG KB LT TRR

6 AR, IR R Ma A0 37.
8 HiLst, AR 17.1%, Muih L4
FUIORE 1.4 AT, LS U B
M4k 13.6 HILT, RIEH#EK 20.9%,
B L LRI 7 A E R Mo
B, EBR BT AL S A EE AR
Hoth, —RAEKSITF, WHER, L%

| A s R BRI, WIS
B, TR R E R K
KM, Sl ABEXREENEHES

\ WA, I B Mo ¥ 2.7 FAL
56, RECHE 14.5%, H0GL - 4 R 2

\ AES A, ERERHREHEE 1920
7, FLLEES7L LT,

‘ . ERNETRBSEINER
s

6 Ak, Gib&mny (&4
‘ Y, TR AHF&RAFSRW N 38.2
FILTT, WK 15.3%, ML FER
BHEL9 AE A, ek, ART&BIHE
‘ FrAHA 36.9 HILT, RLLHK16%, H
BFEME2.4 PE YA, AEREAR
\ HABE R BEE SRS, 1-5 A

BEATH, 6 A, TRETHEEDF
AR EMMAIRM, B EL KA BT
AEF, BEFFEI. SHCERRBY
1 668 fLETT, RLHEK3.6%,

Sl FEREMER FESTX. 6
A%, &RilEERAARTHERKETAS
17.3 HALE, Rk 9.4%, HMEELME
8BS, hEmEmS 271105, [
b5 938 (LT, Hi, BRFWENF
KELL 2 404 L7, EWFRFIL
6 343 LT, AERHEAFFRAEND 17.1
FALTC, REHK 19.7%, MK LER
H#E 1240 E0 R, WEHML7 BiLe,
L £33 168 LT, e, flkFsks
i 14 FILTT, HEmmM1.4 HiLT,
Rtk £ 55 614125, e, EERF
AKFELL£H 3 264 (LT, LA4E, MBAE
R 1.9 HILTT, LeEmHins 167 4L
7T, Rk %3 792115,

=. SENMERERKRR

6 AKX, &¥EmLA T kR
% 26.5 HILTC, RLHEK 16.3%, Hisk
RIELIR® 1.9 ME 5, thaEmiem 2.6
fe5e, FtbpH4 128405t Heb, AR
BERKAREY 25.1 BHILT, FHEK 16.5%,
Btk LERRE 1.2 A ES R, e
2.5 HIL5, FEhEH3 6814L7T, SNL
ek Aich 1 852145, FIbbik 17.8%,
B EERME 1290828, LEW
Hin1e5LET, MibEH 1 LExT. 2



R E R BRI TR - 2007 £55 R

PN, &IERHIA R T EEF
Lb ¥, Hodkrt iy, RGO HEL
AT AR AT A L e £,

PR 0.3 a5y AL, HiERin 1.9 1Lt
L £H 874 10T, Kb, HiBRRME
B AR HES, b REIR

& 20074 ERESNAART SRR

BiriLn
20074F_Ef4E 20064 LEE
FHG FHB
BT 2264 1444
BRI 9472 9185
ety HiR R BT 5616 4918
SR BRAT 2025 1641
R &ML 4561 3472
MR R 655 376
B AMHEBAMEERHNSHRA, REBLAT. RAGAR,
HERA. PEARRT,
AR HIMPIRE, BRA FHKTR.
FRRA BRI R E X NS, ESmd BRI E R R AT

2 H B R A ] SE kR R . ke,
JRR P RRAEh 4.6 HILT, RHHEK
25.7%, WEFEILLIE 10 M E A, g
nie 74115, Miks M3 074125,
B R P I SRk AR 23 0 3 800 127E,
FLb£#3 699115, Kk, BRAHK
Wt R R F L £ 8 3 206 LT, A
e B B OB B B R B P b A Y B YK
RBEMENBEERE. BRASE R
thaeiniin2 942 127c, Wtk 62412
TEo ARG 2 TR T YRR W
20.5 75107, FHHK 14.6%, #MEFE L

FE
P ALY

MEEKAFHAER, AEERPE
AT 8 2 AT A B R IT R

Bk, BT R
BERRRE LET R, 2007 4 L24E, ES
FYU(RIEBCRYERT . B AT,
B 3 85 L 4R AT . SR R L BAT) AR
r 3 Bk 4 R AR IR M Ak (2B B
CiEmEREl, B, MRRANERR
BER, AR, FERMALIREEEY) .
Bl fn i VAL E 5> B1H 35.9% .
15.1% #19.1%. HtFEFERE T LA I
WKL A12.1%, e EERBTRT 4.6
AES A

XEMRITH AMERNEL

ETRHBIFGRE, FH—P3k
HLBAE A RMRBEHRLET
—R2EL, FRARLLEFLBATS



ARRAEAHL, TLER LN LAEHN
£, AFIMMRERAE AR S, B
Sh, MAREBRARAGRIRS
F ARFPLEBARMAESHE,
BLBHEF ARG TALHERL
TEA, RERRAALEZERHER,

ARMMREHRA, TEAREMN
. B A KHLARAR, 2007 %
LFFAABAELANRE, AXTEAR
Fh, LFRELEAER-BHRE
IAYAR, 2007 £6 AKX, b A
P EMABIHEAILEN 66.1%, B
K LIATRE BEAKRTER
AR & g % 37.6%, Flit® 2.9
AFHE, Hb, BEARAR LA
FROREFRT LS RARGEARABR
WA TR, 2007 %4, 5 HAR &4
HAT K AKATH, %2000 %43
AAALI, LFFEEHBIEMT 97210
A, RIS 98LILA, HEAH, B
LARKREK, EFERI 115 T
A, BMBHES 490 LA, KR IEH
NEAGEFRIEEREHK, £ L
ERF &, FREKHAMAY, LFF
PR SR b AR A AR 99 54.8%,
Rt T.9AF 2 &,

MR H A, BTARD AL
WM, BLBTEOTREINCE K,
HEA, KEHLRAELERER,
HE 2 ZOELX & o £ o8 2 N3 8
KANLTINCE AR, 2B, LHFIC
BB K&, BREOTHICE L
BHTCHART. 2007 F6 AR, 4k
PSR = % 4 989.3 L kA, {23h
LE MR AL 127.6 L A, SMEE
W A MDA 2 ALY 2.56%,

215 HOHERER

sh, 2007 Fulk, FLBHFEEERS
D KRk, #AR 1 FUALGHLE
METHRRRE, ALRFEALHFY
FoPAEH kT, AFEE AW
SME R 8 F X RBML, HAFM
FH L, HTRHASMCAGERE,
BHABASCELGMME &L,
SREEMETHHRATHE,
HTEMMRERAT FHRR
BERERNR, —RRARH EAT
BAAR SR, BRESEBMAEL,
REMEMEELG AT, KHA
X, BENBKEHE LTS, 1
BETARE, FRTHRETRY
B, SuMFicir RS, Sk
Rt ot FRAKA, AL
LRLBEHLARE ALl o
FERAKER, REEHENFPART R
WA, A—REGBEA, A ELAA
LEpfeRUEL, FLLMBHAE
AW LAREATE S AEMBRRT RS
AHRK, LR ESFE WKL
AEAGHAT, o RFHARKE
KA TG LEH, 2RANTRE
@l — R R R e A R R
ZAENRH AT RBETEFAR
TAAHM, FmIND, REMAAR
BRGEE, ABTESARATH
FEHEAKRAAERBZE FAHHR
KR, 250, FusgsM0a
fhnat SN R e AAa A6
ICHALALE, PRAKRKEME,
HERAARDRITA R, 300 R
Ao nE AL IR, Ko Eils
—~RGLPARE; ARFPHATALL
LhawitR, FLBHFARKNITHE



