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Executive Summary

In the first half of 2004, with the recovery of the global economy, the pressure of
inflation built up in major economies. Some central banks turned to take fighting
inflation as the main monetary policy objective. An array of macro control measures
have been gradually put in place in China, which started to bear fruits. The unstable
and unhealthy factors in the economy have been contained, enabling the economy
to carry on the momentum of rapid, efficient and vigorous growth. In the first half
of 2004, China's GDP increased by 9.7percent over the same period of 2003.
Broad money M2 grew by 16.2 percent to RMB23.8 trillion yuan at end-June,
representing a deceleration of 4.6 percentage points from a year earlier. RMB loans
by financial institutions increased by RMB1.43 trillion yuan, 353.6 billion yuan
less than the first half of 2003 but 600 billion yuan more over the first half of 2002.
RMB deposits grew by RMB2.17 trillion yuan, RMB178.4 billion yuan less than
the same period of 2003. Balance of base money reached RMB5.13 trillion yuan,
representing an increase of 19.2 percent year-on-year, 2.4 percentage points higher
than that of 2003. Official foreign exchange reserves increased by USD67.4 billion
to USD470.6 billion. RMB exchange rate remained stable, being at RMB8.2766 yuan
per US dollar.

In 2004, the PBC maintained the sound monetary policy and primarily used
economic measures to strengthen aggregate controls. Consistent with the national
industrial policies, moral suasion was intensified to guide credit orientation,
improve credit structure and ensure the healthy development of the national
economy. First, flexible open market operations were conducted to adjust the
market liquidity; Second, reserve requirement ratio was raised once again; Third,
floating rates were applied to central bank lending and the system of differentiated
reserve requirement ratio was adopted; Fourth, market-based interest rate reform
progressed steadily; Fifth, moral suasion was intensified to guide credit structure
optimization; Six; financial market developed steadily; Seventh, support was given

to financial restructuring of the financial institutions to promote financial reform;



Eighth, efforts were made to maintain balanced BOPs and keep RMB exchange

rate stable at an adaptive and equilibrium level.

The PBC will continue to carry out the central government's guideline and work
plans by cultivating and sticking to the scientific approach to economic
development. It will continue to conduct the sound monetary policy and improve
policy measures according to the economic and financial development. Intensity
and rhythm of the policy measures will be controlled to rein in growth of money
and credit and improve credit structure. The PBC will also direct commercial banks
to make sensible assessment of market risks and continue to provide normal '
working capital support for enterprises with marketable products, good efficiencies
and concrete contributions to enlargement of employment, and for construction
of projects conforming to the state industrial policies and market access
requirements. Indirect instruments will be mainly used in the process of macro
control so as to make the whole process more scientific, forward-looking and
efficient. The PBC will further promote economic restructuring, institutional reform
and the transformation of growth pattern so as to enhance the economy to develop
in a sustainable, rapid, coordinated and healthy way. First, flexibly apply
quantitative instruments to appropriately adjust liquidity in the financial system;
Second, steadily promote market-based interest rate reform to ensure a more
significant role of the market in resource allocation; Third, strengthen window
guidance to commercial banks to improve credit and industrial structures; Fourth,
speed up development of financial markets to improve efficiencies of monetary
policy transmission; Fifth, promote reform of financial institutions to enhance
sustainable development of the financial sector; Six, keep the renminbi exchange

rate stable at an adaptive and equilibrium level.
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Part One : Monetary and Credit Performance

I. Growth of money supply continued to fall

II. Growth of loans by financial institutions slowed down markedly
I1I. Growth of deposits decreased

IV. Base money increased rapidly

V. Market interest rate remained broadly stable

VI. RMB exchange rate remained stable

Part Two: Monetary Policy Conduct

L. Flexible open market operations were conducted to adjust the market
liquidity

II. Reserve requirement ratio was raised once again

IIT. Floating rates were applied to central bank lending and the system of
differentiated reserve requirement ratio was adopted

IV. Moral suasion intensified to guide credit structure optimisation

V. Market-based interest rate reform progressed steadily

VI. Financial market developed steadily

VIL Support was given to financial restructuring of the financial institutions

to promote financial reform
VIIL. Efforts were made to maintain balanced BOPs and keep RMB exchange

rate stable as adaptive and equilibrium level

Part Three: Financial Market Performance

. Money market enjoyed stable performance

II. The securities market resumed stable performance after adjustment
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II1. Bills market enjoyed sound development
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[V. Financing via stock markets grew substantially
V. Insurance market maintained its favorable growth momentum
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L. The world economy continued its recovery and inflation risk built up

II. The Chinese economy achieved steady and rapid growth and macro
controls produced effect

II. Industrial structure showed improvement while constraints of

bottlenecks were not fundamentally eased
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