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Executive Summary

In the first quarter of 2006, the national economy continued to maintain steady and relatively
rapid growth, with generally good performance. Domestic demand was strong, foreign
trade continued to grow rapidly, household income, business profits, and fiscal revenues all
increased by a large margin, while market prices were stable. GDP grew by 10.3 percent and
the CPI increased by 1.2 percent on a year-on-year basis.

Under the guidance of the CPC Central Committee and the State Council, the People's Bank
of China (PBC) continued to implement a sound monetary policy by appropriately controlling
money and credit aggregates and enhancing the credit structure. Meanwhile, it steadily
advanced the exchange rate regime reform, accelerated the reform of financial institutions
and the construction of the financial market infrastructure, improved foreign exchange
management, further developed the foreign exchange market, and continued to improve
the monetary policy transmission mechanism. First, analysis and management of liquidity
was strengthened and open market operations were conducted flexibly. Second, "window
guidance" and credit policy guidance were strengthened to promote credit structure
improvements by commercial banks. Third, supporting policy measures were adopted to
improve the RMB exchange rate regime reform, the market-maker system and OTC
transactions were introduced in the inter-bank spot foreign exchange market, RMB and
foreign exchange swaps and RMB interest rate swaps were launched on a pilot basis, and a
primary dealer system for foreign exchange transactions was introduced. Fourth, the joint-
stock reform of state commercial banks was promoted forward steadily, and positive financial
incentives of the central bank to support the pilot reform of rural credit cooperatives (RCCs)
were strengthened to promote the healthy and sustainable development of the RCCs. Fifth,
financial market institution building was accelerated and product innovation was fostered.
Sixth, the foreign exchange management system reform was accelerated to promote the basic
equilibrium of the BOP.

The financial industry performed soundly in the first quarter of 2006, and the growth of
monetary and credit aggregates was higher than projected. At end-March, broad money M2
stood at 31 trillion yuan, increasing by 18.8 percent over the same period of the last year.
Base money amounted to 6.3 trillion yuan, a year-on-year growth of 8.6 percent. In the first
quarter, new RMB loans extended by financial institutions reached 1.26 trillion yuan, an

increase of 519.3 billion yuan over the beginning of the year. Money market interest rates



Executive Summary

picked up to some extent. At end-March, foreign exchange reserves reached US$875.1 billion,
US$56.2 billion more than that recorded at the end of 2005, and the central parity of the RMB
against the US dollar stood at 8.0170 yuan per US dollar.

Although the economic situation remains favorable with sound performance of the financial
industry, high priority should be given to monitoring the risks brought about by the
excessively rapid growth of fixed-asset investment, structural imbalances in foreign trade,
excess liquidity, and global economic imbalances.

In line with the guidelines of the Central Economic Work Conference and the Fourth Session
of the Tenth National People's Congress, the PBC will continue to pursue a sound monetary
policy, maintain the consistency and continuity of the policy, appropriately control money
and credit aggregates, strengthen policy coordination between domestic and foreign
currencies, and enhance the effectiveness of macroeconomic management so as to prevent
an excessively rapid growth of money and credit and to provide a stable monetary and
financial environment for the transformation of the economic growth pattern and economic
restructuring. Steps will be taken in the following seven areas. First, the PBC will apply a
mix of policy instruments to strengthen the preemptive nature of monetary policy. Second,
continued efforts will be made to implement policies related to market-based interest rate
reform. Third, the role of policy guidance will be enhanced to advise financial institutions to
appropriately control credit expansion and improve the loan structure. Fourth, the rural
financial reform will be accelerated and rural financial services will be improved to support
the building of a socialist new countryside. Fifth, the development of financial markets will
be actively promoted. Sixth, continued efforts will be made to deepen the reform of financial
institutions. Seventh, steps will be taken to further improve the RMB exchange rate regime,
to keep the RMB exchange rate basically stable at an adaptive and equilibrium level, and to
deepen the reform of the foreign exchange management system so as to promote the
equilibrium of the BOP.
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