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Executive Summary

C hina’s economy continued to grow steadily and rapidly in the first quarter of 2005.
Macroeconomic management has achieved expected results, which are reflected in the
slower growth of fixed-asset investment, acceleration of consumption growth, continued
expansion of export and import, and higher income of urban and rural residents. In the first
quarter, GDP grew by 9.4 percent and CPI increased by 2.8 percent on a year-on-year basis.
Under the guidance of the Central Party Committee and the State Council, the People’s
Bank of China (PBC) continued to pursue the sound monetary policy and strengthened the
forward-looking and scientific approach to macro financial management to make it more
effective. The PBC appropriately controlled money and credit aggregates by using a mix of
monetary policy instruments. It also took further steps to deepen the reform of foreign
exchange administration system, steadily push ahead with the reform of the financial
institutions, speed up the development of the financial market infrastructure, and further
improve the transmission mechanism of monetary policy. The specific measures included
the following. First, by flexibly conducting open market operations, the PBC strengthened
its liquidity management capability. Second, the excess reserve ratio of the financial
institutions was lowered to further advance the market-based interest rate reform. Third,
policy for individual housing loans was revised to promote the healthy and sustained
development of the housing industry. Fourth, window guidance for the commercial banks
was enhanced, and the role of credit policy was further strengthened to guide the commercial
banks in their loan granting process. Fifth, steady progress was achieved in the joint-stock
reform of the state-owned commercial banks and the reform of the rural credit cooperatives.
Sixth, to promote direct financing, the PBC took steps to speed up the development of financial
market infrastructure, including introducing credit assets securitization on a pilot basis,
allowing qualified international development institutions to issue RMB bond, and licensing
pilot incorporation of fund management companies by commercial banks. Seventh, the RMB
exchange rate was kept stable at an adaptive and equilibrium level to promote balanced
international payments.
In the first quarter of 2005, money and credit grew at an appropriate pace, and the financial
sector performed soundly. As of end-March, broad money (M2) reached RMB26.5 trillion
yuan, up by 14.0 percent over the same period of last year, and base money registered RMB5.8
trillion yuan, a year-on-year increase of 14.1 percent. Loans extended by the financial
institutions amounted to RMB737.5 billion yuan in the first quarter, RMB97.6 billion yuan
less than that of the same period of the previous year. Money market interest rate remained



Executive Summary

at a stable and relatively low level. At end-March, foreign exchange reserves totaled
USD659.14 billion, USD49.21 billion higher over end-2004. RMB exchange rate stood at 8.2765
yuan per US dollar, the same level as that of end-2004.

Despite the overall good economic and financial performance, certain problems remain,
including the excessively large scale of fixed-asset investment, insufficient supply of coal,
electricity and oil, and inefficiency in economic growth and the use of resources. In addition,
the effectiveness of monetary policy is challenged by the rapid growth of foreign exchange
and trade surplus.

As required by the Central Economic Conference and the Third Plenum of the Tenth National
People’s Congress, the PBC will continue to pursue the sound monetary policy. Efforts will
be made to appropriately control money and credit aggregates to support economic
development as well as to prevent inflation and financial risks. Measures include further
improving the indirect management mechanisms to maintain steady growth of money and
credit; deepening the market-based interest rate reform to enhance the role of interest rate in
macroeconomic management; enhancing the role of credit policies in promoting economic
restructuring by differentiating credit support to various sectors; controlling the growth of
medium- and long-term loans with a view to improve the term structure of the loans; actively
promoting the development of financial markets; speeding up the reform of the financial
enterprises; and deepening the reform of foreign exchange administration to promote balance

of payments equilibrium.
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