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Executive Summary

In 2007, China’s economy grew steadily and rapidly. Industrial production growth
accelerated. Consumer demand was strong. Household income, corporate profits, and
fiscal revenue all increased substantially. GDP stood at 24.7 trillion yuan, up 11.4 percent,

and CPI rose by 4.8 percent year on year.

In 2007, given the excess liquidity in the banking system, huge pressures on money and
credit expansion, and the rise in inflation, the monetary policy stance was gradually shifted
from a sound policy to a tight policy. The People’s Bank of China (PBC), according to the
Communist Party of China(CPC) Central Committee and the State Council’s overall
arrangement, made efforts to take comprehensive measures to maintain a balance at an
aggregate level. The PBC strengthened liquidity management in the banking system, raised
the reserve requirement ratios on ten occasions with a cumulative increase by 5.5 percentage
points, and hiked the RMB benchmark deposit and lending rates on six occasions, while
flexibly conducting open market operations. The PBC also endeavored to guide the
optimization of the credit structure, steadily promote financial institutional reform, further
enhance the flexibility of the RMB exchange rate, and speed up foreign exchange

administrative reform so as to promote harmonious economic and financial development.

With the implementation of various macro-adjustment policies, the rapid growth in the
momentum of money and credit was slowed down, the financial industry performed in a
sound manner, though great pressures for expansion still existed. At the end of 2007, the
outstanding balance of broad money M, increased by 16.7 percent year on year, down
0.2 percentage points from the previous year. The outstanding balance of RMB loans grew
by 16.1 percent year on year, up 1 percentage point from 2006, representing an increase of
3.6 trillion yuan over the beginning of the year. At end-2007, the central parity of the RMB
against the U.S. dollar was 7.3046 yuan per U.S. dollar, an appreciation of 6.90 percent
over the end of 2006.

Pushed by the combined factors of industrialization, urbanization, internationalization
and the structural upgrade in industrial production and consumption, the economy is
expected to maintain relatively rapid growth in 2008. With the external uncertainties
looming larger and with the effects of the domestic macro-adjustment policy, economic
growth may slow somewhat from the elevated path of last year. Inflation is likely to remain



Executive Summary

at a high level in the first half of 2008 as structural supply constraints and external price
pass-through may bring about short-term price shocks.

The PBC, following the coordinated instructions of the CPC Central Committee and the
State Council, will make it a top priority to prevent the rapid growth from turning into
overheating and to prevent the structural price rises from turning into generalized inflation.
Efforts will be made to implement a tight monetary policy, restrain the excessive expansion
of the total demand, control the rhythm and degree of adjustment in a scientific manner
based on the changing domestic and external environments, and create a sound monetary
and financial environment for economic growth and the structural adjustment by fine-
tuning policies when appropriate. Endeavors will be made to continue to use policy tools
such as open market operations and the reserve requirement ratio to absorb liquidity in
the banking system. Measures will be taken to continue to increase the flexibility of the
RMB exchange rate so that the role of the exchange rate in adjusting the balance of payments
and guiding structural adjustments and containing price rises will be put into full play,
and will enhance the discretion and effectiveness of monetary policy. The PBC will adjust
interest rates discreetly, take measures to steadily carry forward the market-based interest
rate reform, and strengthen guidance of public inflation expectations. Meanwhile, efforts
will be made to strengthen window guidance and credit policy guidance, and will remind
financial institutions to strengthen credit policy management and risk prevention and to
improve the credit structure. Great efforts will be made to foster and develop financial
markets, deepen financial enterprise reform, and improve foreign exchange administration.
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