2004 FEMFE

Quarter Four, 2004

PEERMBRAITIRE

CHINA MONETARY POLICY
REPORT

FEARIRITIITH BRIRSHTIEA

Monetary Policy Analysis Group of
the People’s Bank of China

B ¥ & & b & 44 52

China Financial Publishing House



2004 £EMERE

Quarter Four, 2004

FEGEMBRRITIRE

CHINA MONETARY POLICY
REPORT

P EIABRIRIT AR ITIYA

Monetary Policy Analysis Group of
the People’s Bank of China

o JL SN W

China Financial Publishing House



TR 9K Gt
DULEN: 3£ K

B HFERR % B (CIP) #i#E

2004 755 1Y Z B R BT T BOR B THR A/ b A EBRAT R T S 0 B /L
—Abnt: PES R, 2005.4
ISBN 7-5049-3696—0

L2 I oo O WBCk — THEHRE — v E — 2004 1V.F822.0

Hh R AR B 51 CTP K% 5(2005) 3 040606 5

o R £ B A
sk ALITT RISV NL R 3 5
K iTHB: 66024766
http://www.chinafph.com

fB% 100055

228 FriEAS L

BRI bt oese—ENRIA PR 23 /)
Reb 210582k x 285 2k

Eligk 14

FH 248 F

ARk 2005 44 HE5 1R

Ellv 2005 4 4 A% 1 K ENRI
Ef%  1-2000

EM 98.00 ¢

an et BB e B R AS £ S TR



EEHEA

BB REEE RN

%t WM& B % B

# £
%_%Bﬁ:
F_H5.

F=E:
FMaB4
EhE:
PREIE.

ZEE B F

T ¥ BEH

REMEIEE: BEAF 7

RNEE:
KNG

FEEF

F A
LIEE 2
2L:p
BRK

P
4ot
ot

$£RIR  HFE

it

H
3
i

RIE

B

i

aq

i

W,

RER



CONTRIBUTORS TO THIS REPORT

CHIEF EDITORS
ZHANG Xiaohui CAI Haoyi

EDITORS
JINMei ZHANG Bei

AUTHORS
PART ONE: ZENG Dongqing XIE Guangqi

PART TWO: ZHANG Jingguo ZHANG Cuiwei ZHENG Hong LUO Yanfeng
LIU Weijiang

PART THREE: ZHANG Wenhong YANG Lihui GAO Fei

PART FOUR: WANGYi ZHOU Chengjun ZOU Lan LE Jiandong

PART FIVE: JI Zhihong YANG Fang MA Yun

APPENDIX: WANG Zan ZHENG Zhidan

OTHER CONTRIBUTORS:
HUOYingli KONG Yan CAO Yuanyuan WANG Wei

ENGLISH EDITION

CHIEF EDITORS
HE Jianxiong

EDITOR
BAO Mingyou

TRANSLATORS
BAO Mingyou HUANG Tingting WEILi AIMing SHI Changjun TIAN Dongyan
QIAN Yong YANGLin YU Jiangyan WANG Lijie



}

SIS

1Y

20044, HAZFKLAMEH , RELFBETREMRER. MEMLEENA
ERSHERN. HRESHNEERY, RNEATRERE, RFETRIERNSE
JBBINE, HBETIRRPHE: WIPEABRELR; BREN. hFIiE. WK
N SN AR KIBHE N, 2004, £ FE N & 2EIXEN13.7771Z 5T, 181K9.5%;
BRIEHNE LK 3.9%,

FEARRITREREHR. BSRGEIMKERZNIBEH G, BEPIT
REMNETNER, RUSHIBENENENSE. HEMENN, SEEHASMEMR
¥1H, EMERFAEEMEREE, fREBURITELXAXF. BREERNR
2K, MRUTIFAEMAIBENEIEE, et vNE, -BRERQ
FHalEER, REFRLOATIHRE. _RRSEEFNEEEE, Exzi
TRASSEHE. ZERSRENRITFNEEER. NERSHEHARENTIHL
ME., ARMEMEVRIT "AOES" MEREXSS. ARRUINCEREF
NE, RHEERKSZEE. tRRRGESHERERM SIS,

20044, £FIEITERR, KMBNSMIBETE, SFREREK, ShLNEE
M RIBHA BT, 2004 4K, T M At 8 M2 REAH25.3 7125t [EELIE
£ 14.6%, £BEmAEE A RMBER2.26 72T, bk 2003 F/018 4824 {Z5T,
b 2002 £ &1 4173 25T, ERMHETRES59HZr, FHIBK12.6%, ErA
FREARZRS EF, KHMTHRERENTR, BRKX “WRE", 2004 F£FK,
E XML AEE 4 6099 Z3£5T, th 2003 FEKIEM 2067 ZE£T, ARMICEA
¥Er82765 TART, BERFEKRRE.

LUATREZFETFN—ERRE FRERR2AGBIMS, REFHEBEE.
HHEREKNE, REEFERENALTPA LR, EHRIMEFNSERN
R BSM B SLT MR, 2FSRIEITPRIF BERMALL Y, R
HUMIRATEE, BEETRERENENRAREKR, BEBKENEARREEZRE,
SMBEREMEEIRTEREY, SRERRESITHEMTBER.,

20055 , S5 M BURBHEREHESHMIZEN, HNMERTMHABERERNE
Rz 8 M1 RN ST RI 8 M2 19384 156%, £ ERVAEIEARTHER257



iz, PEARBITHHEHTREBHOETER, 2WEIRELRU, BEXH
ZFFERER, NETEPILREBKINEZSESMRE ., —RiE—P5EEE
ERENS, RIFETERGEFREK, —ERRBEHFIEIH, RESETHE
MEEHAE, ZREHXIXF. AREE, JIEFERBECREMRGHIEEFTH
M. MERLEERHEREN, RESRYMXERTEEN. ARKNBFENER
£RHg. ARMIEHERMEVNE, LREEARTICEERNS, REAR
MICEARE. H#EkEERNERRE,



Executive Summary

In 2004, world economy recovered in an all-round way. The Chinese economy
continued to post steady and rapid growth supported by strengthened
macroeconomic adjustment. In particular, grain production took a favorable turn
with grain price falling steadily from high levels; faster than desired fixed-asset
investment was reined in; vitality of the consumer market increased; foreign trade
developed rapidly; and household income, enterprise profits, fiscal revenue and
foreign exchange reserves gained substantial increase. In 2004, China's GDP
increased by 9.5 percent to 13.7 trillion yuan. The CPI rose by 3.9 percent.

The PBC continued with the sound monetary policy and highlighted its forward-
looking, scientific, and effective approach to macro financial management under
the leadership of the central government. A mix of monetary policy instruments
was applied to appropriately adjust the credit aggregates on a timely basis and
prompted commercial banks to implement the macro financial management policy
by differentiating credit support to various industries. Efforts were also intensified
to develop a market-based macro control mechanism and speed up the reform of
financial institutions. First, open market operations were conducted with improved
flexibility. Second, required reserve ratio was raised and a differentiated reserve
requirement system was adopted to strengthen the discipline of various financial
institutions. Third, the role of interest rate leverage was given a full play in
macroeconomic management. Fourth, market-based interest rate reform was
steadily advanced. Fifth, window guidance and credit policy advice to commercial
banks were strengthened. Sixth, foreign exchange administration reform was
deepened to promote the balance of international payments. Seventh, the reform
of financial institutions was steadily advanced.

In 2004, the financial sector remained sound and stable, with money supply growth
falling back and loan growth recording an appropriate level. In general, the
projected targets of financial macro control have been met. Broad money M2 grew
by 14.6 percent year-on-year to 25.3 trillion yuan at end-2004. New RMB loans
issued by all financial institutions registered 2.26 trillion yuan, 482.4 billion yuan
less than that of 2003 but 417.3 billion yuan more than that of 2002. The balance of



base money reached 5.9 trillion yuan, representing a year-on-year increase of 12.6
percent. Deposit and loan interest rates of financial institutions edged up, and
money market interest rates remained stable. Balance of payments recorded dual
surplus both under current account and capital account. At end-2004, the official
foreign exchange reserves reached USD609.9 billion, up USD206.7 billion over
2003. The RMB exchange rate remained stable, standing at 8.2765 yuan per US
dollar.

The national economy is advancing towards the desired targets of macro control
as some unhealthy factors in the economic operation were contained, growth of
investment slowed down and that of money and credit decelerated. However,
some deep-rooted problems are yet to be addressed and further progress is needed
to improve macroeconomic management. Agriculture has yet to strengthen its
fundamental role in the economy, pressure still looms large for a rebound of fixed-
asset investment and that on inflation has not eased fundamentally. The
effectiveness of monetary policy is to be enhanced and stability of the financial
sector needs to be strengthened.

In 2005, the PBC will maintain the consistency and soundness of the monetary
policy. Narrow money M1 and broad money M2 are projected to grow by 15 percent
respectively, and RMB loans extended by all financial institutions to increase by
2.5 trillion yuan. The PBC will continue to pursue the sound monetary policy.
Measures will be taken to support steady economic development as well as to
prevent inflation and systemic financial risks. First, the indirect management
mechanism will be improved to maintain steady growth of money and credit.
Second, the interest rate leverage will be flexibly used to promote balanced
development of economic aggregates and structural adjustment. Third, the role
of credit policies will be highlighted to promote economic restructuring by
differentiating credit support to various sectors. Fourth, the term structure of credit
will be improved and risk prevention capability of the financial institutions needs
to be enhanced. Fifth, the development of financial markets will be promoted.
Sixth, the reform of financial institutions will be advanced. Seventh, the RMB
exchange rate formation system will be improved to maintain the exchange rate

basically stable at an adaptive and equilibrium level.
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