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Executive Summary

( thina’s economy yielded good performance in 2005 in terms of rapid growth, good
returns, stable prices, and enhanced vitality. Economic performance became more stable
and economic growth was more balanced. GDP grew by 9.9 percent and the CPI increased

by 1.8 percent on a year-on-year basis.

In 2005, under the guidance of the CPC Central Committee and the State Council, the People’s
Bank of China (PBC) continued to pursue a sound monetary policy by strengthening
aggregate control and improving the credit structure with market instruments. It steadily
promoted the market-based interest rate reform and the exchange rate regime reform, pushed
forward the reform of financial enterprises and the build-up of the financial market
infrastructure, and improved foreign exchange management. Efforts were also made to perfect
the monetary policy transmission mechanism and to ensure sound performance of the
financial system and steady and relatively fast development of the national economy.
Authorized by the State Council and with very careful preparation, the PBC announced on
July 21, 2005 the adoption of a managed floating exchange rate regime based on market
supply and demand with reference to a basket of currencies. Since July 21, the new exchange
rate system has operated stably, and the RMB exchange rate has been kept basically stable at
an adaptive and equilibrium level. The exchange rate of the RMB against the US dollar has
been moving both upward and downward with greater flexibility. Various import and export
enterprises adapted themselves relatively smoothly to the new RMB exchange rate regime.
From a macroeconomic perspective, the national economy maintained a fairly rapid and
sound growth momentum after the exchange rate regime reform, reflecting improved
resilience against external shocks and the dynamics of the economy as a result of many

years’ efforts in economic reform and building a socialist market economy.

The financial system performed soundly in 2005. The growth of monetary aggregates and
credit was moderate, with the credit structure further improved, broadly in line with the
general goal of macroeconomic management. As of end-2005, broad money reached 29.9
trillion yuan, increasing by 17.6 percent over the same period of the last year; base money
amounted to 6.4 trillion yuan, a year-on-year growth of 9.3 percent; and RMB loans extended
by financial institutions grew by 13.0 percent year-on-year to 19.5 trillion yuan, an increase
of 2.4 trillion yuan over the beginning of the year. Interest rates in the money market moved
steadily at a low level. At end-2005, foreign exchange reserves reached USD818.9 billion,



Executive Summary

USD208.9 billion more than that recorded at the end of 2004. On December 31, 2005, the
central parity of the exchange rate of the RMB against the US dollar stood at 8.0702 yuan per
US dollar, appreciating accumulatively by 0.49 percent after the initial adjustment on July
21, 2005.

The year 2006 is the first year for China to achieve the targets set out in the Eleventh Five-
Year Program, and it also marks the last year of the transitional period after China’s accession
to the WTO. In general, the overall domestic environment is conducive to the steady and
sound development of the national economy. However, some deep-rooted problems are yet
to be addressed and new problems may emerge. First, the economic structure and economic
growth pattern urgently need to be adjusted. Second, the imbalance of international payments
is posing challenges to the effectiveness and flexibility of the monetary policy. Third, China’s
commitment to the WTO has imposed higher requirements on China’s financial development.

Under the guidance of the CPC Central Committee and the State Council, the PBC will
continue to pursue a sound monetary policy, maintain the consistency and stability of the
policy, coordinate policies on domestic and foreign currencies, enhance the initiative and
effectiveness of monetary policy, maintain steady growth of money and credit, steadily
advance the financial reform and opening up, actively develop the financial market, safeguard
the stability of the financial system, and further improve foreign exchange management and
financial services, so as to promote the sustained, coordinated, rapid, and sound development
of the national economy. Steps will be taken in the following six areas. First, the PBC will
seek to maintain appropriate growth of money and credit by flexibly using a mix of monetary
policy instruments. Second, measures will be taken to steadily advance the market-based
interest rate reform and improve the mechanism for interest rate determination. Third, the
role of window guidance and credit policy in promoting economic restructuring will be
enhanced. Fourth, the development of financial markets and the innovation of financial
products will be actively promoted. Fifth, the financial system reform will be accelerated.
Sixth, continued efforts will be made to promote the reform of foreign exchange management
and improve the RMB exchange rate regime so as to keep the RMB exchange rate basically

stable at an adaptive and equilibrium level.
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Appendix 4 Economic and Financial Indicators of Major Economies’
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