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Executive Summary

n 2006, the Chinese economy maintained steady and rapid growth with generally good
Ieconomic performance. Consumer demand became stronger, fixed-asset investment gradu-
ally moderated from a high level, and foreign trade expanded briskly. Household income,
enterprise profits, and fiscal revenue all increased substantially. Market prices remained stable.
In 2006, the GDP grew 10.7 percent to RMB 20.9 trillion yuan and the CPI rose by 1.5 percent

year on year.

In 2006, the People’s Bank of China continued to carry out a sound monetary policy under the
overall arrangements of the State Council to tackle problems such as excessive investment
growth, overexpansion of credit, a widening trade surplus, and growing pressure on the envi-
ronment and resources. A combination of measures was employed to withdraw excess liquid-
ity in the banking system, including three increases in the reserve requirement ratio of finan-
cial institutions by 1.5 percentage points and intensified open market operations. As leverage,
the benchmark deposit and lending rates of financial institutions were also raised two times to
guide appropriate growth of investment and credit. The RMB exchange rate regime reform
was further deepened to improve the managed floating exchange rate regime, and the foreign
exchange management system reform was accelerated. To optimize the credit structure, ef-
forts were made to strengthen window guidance and credit policy guidance. Meanwhile,
financial enterprise reform was promoted steadily to support development of the financial

market and direct financing.

Under the combined effect of macro-management policy measures, the relatively fast growth
of money and credit was contained to a certain extent, and the credit structure further improved.
In the second half of 2006, the growth of money and credit slowed down month by month. In
December, growth of broad money (M2) fell to 16.9 percent from the yearly high of 19.2
percent, growth of RMB credits of financial institutions declined to 15.1 percent from the high
of 16.3 percent, the relatively fast growth of medium- and long-term loans was also dampened,
basically meeting the general requirement for macro-management and contributing to steady

and rapid growth and price stability.

In general, due to the effective implementation of various macro-economic control and struc-

tural adjustment policy measures, the imbalances in economic performance have been eased,



Executive Summary

and the economy is expected to maintain sound and rapid growth. However, moderate
investment and credit growth are not solidly based, BOP imbalances are still serious, inflation-
ary pressure is building up, and some deep-rooted structural problems still hamper sustain-

able economic growth, including the low consumption rate and the high savings rate.

In 2007, guided by a scientific development approach, efforts will be made to speed up the
establishment of a harmonious socialist society, to continue enhancing macro-management,
to adjust the economic structure, to transform the economic growth mode, to strengthen
resource conservation and environmental protection, and to promote reform and opening-up
and self-initiated innovation so as to bring the economy on a track of scientific development.
Based on the preliminary projection of 8 percent GDP growth and below 3 percent CPI growth
in 2007, the expected growth of aggregate money and credit as measured by broad money (M2)

will be about 16 percent.

In line with the overall arrangements of the State Council, the People’s Bank of China will

‘continue to implement a sound monetary policy to further improve financial macro-

management, strengthen liquidity management, and guide money and credit aggregates to
grow at an appropriate pace. Efforts will be made to optimize the credit structure and strengthen
support to key areas and weak points while maintaining aggregate balances. Meanwhile,
efforts will also be made to further improve the RMB exchange rate formation mechanism,
strengthen the coordination between quantitative instruments and price instruments, deepen
financial reform across the board, accelerate financial market development, improve the mon-
etary policy transmission mechanism, and enhance the forward-looking and scientific nature

and effectiveness of monetary policy, so as to promote sound and rapid economic development.
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