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Executive Summary

uring the first half of 2017, the Chinese economy maintained steady and relatively
D rapid growth in a more stable, better coordinated, and more inclusive manner. Growth
of investment remained generally stable, imports and exports grew relatively rapidly, and
employment improved. The performance of the major indicators exceeded expectations.
In the first half of the year, the Gross Domestic Product (GDP) grew by 6.9 percent year on

year and the Consumer Price Index (CPI) was up by 1.4 percent year on year.

The People’s Bank of China (PBC) has continued to implement a sound and neutral
monetary policy, and it has endeavored to create an appropriate monetary and financial
environment for supply-side structural reform by strengthening preemptive adjustments,
fine-tuning, and management of expectations. A mix of monetary policy instruments,
such as open market operations and the Medium-term Lending Facility (MLF), have been
employed to keep liquidity basically stable, with the bidding interest rates edging up
in line with market conditions. Instruments such as central-bank lending for the agro-
linked sector, small businesses, and poverty alleviation and the Pledged Supplementary
Lending (PSL) were employed to guide the credit structure, support economic restructuring,
transformation, and upgrading, and to allocate more financial resources to key areas
and weak sectors in the economy. The macro-prudential policy framework was further
improved by including off-balance sheet wealth management products into broad credit
and preparing to include inter-bank certificates of deposit as part of inter-bank liabilities in
the macro-prudential assessment (MPA). Macro-prudential management of all-system cross-
border financing was improved to facilitate such financing. A “counter-cyclical factor” was
introduced into the pricing model for the central parity of the RMB against the US dollar in
order to moderate pro-cyclical fluctuations driven by market sentiment and to better reflect

changes in the fundamentals.

In general, the sound and neutral monetary policy produced fairly good results. Liquidity
in the banking system remained neutral; money, credit, and all-system financing aggregates
grew at a reasonable pace; interest rates remained at broadly appropriate levels; and

the RMB exchange rate was basically stable. At end-June 2017, outstanding M2 grew
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by 9.4 percent year on year. Outstanding RMB loans were up 12.9 percent year on year,
representing an increase of RMB7.9678 trillion from the beginning of the year or an
acceleration of RMB436.2 billion from the previous year. The stock of all-system financing
aggregates grew by 12.8 percent year on year, faster than had been anticipated at the
beginning of the year. In June, the weighted average interest rate of loans to non-financial
enterprises and other sectors was 5.67 percent. At end-June, the CFETS RMB exchange rate
index was 93.29, and the central parity of the RMB against the US dollar was RMB6.7744,

representing an appreciation of 2.40 percent from end-2016.

The global economy has continued its momentum of a steady recovery, with external
demand generally improving. Nevertheless, the deeply felt ramifications of the global
financial crisis have not yet been eradicated, numerous geopolitical risks and uncertainties
remain, and the expected monetary policy normalization of major central banks might
increase the risks of financial market corrections. Domestically, with the deepening of
the supply-side structural reform, efforts to streamline administration and to delegate
powers to lower levels, and the implementation of innovation-driven strategies, industrial
upgrading has continued to make progress, overcapacity has been reduced, and industries
well-adapted to consumption upgrading and strategic emerging industries have witnessed
rapid development. As a result, aggregate supply and demand have become more balanced.
Nevertheless, problems and mismatches still remain. From the perspective of the long-
term economic cycle and a structural upgrading, and in light of the current stage of
development, steadfast efforts must be made to deepen the supply-side structural reform by
deeply cutting overcapacity, reducing excess inventory, deleveraging, lowering costs and
strengthening areas of weakness, and focusing on the resolution of “zombie enterprises” in

order to bring about the survival of the fittest based on a market-oriented mechanism.

Going forward, the PBC will continue to follow the overall arrangements of the CPC
Central Committee and the State Council, implement the principles announced at the
National Financial Work Conference, conform to the law governing financial development,
concentrate on the three tasks of serving the real economy, containing financial risks, and
deepening financial reforms, continue to carry out a sound and neutral monetary policy, and
strike a better balance among stabilizing growth, restructuring the economy, and controlling

aggregates so as to create a neutral and appropriate monetary and financial environment



Executive Summary

for the supply-side structural reform. While keeping aggregate monetary supply stable, the
PBC will use a mix of quantity- and price-based instruments as well as macro-prudential
policies and it will strengthen preemptive adjustments and fine-tunings to better regulate
monetary supply. High priority will be placed on developing direct financing, while at the
same time improving the structure of indirect financing. Efforts will be made to improve
tinancial support to the real economy in terms of efficiency and strength, to reinforce
financial services to small and micro businesses, the agro-linked sector, and the outlying
areas, and to encourage the development of green finance. The PBC will also improve
the macro-prudential policy framework, promote the market-based exchange rate and
interest rate reforms, and straighten out the monetary policy transmission channels and
mechanisms. Meanwhile, the PBC will fulfill its mandate of the Office of the Financial
Stability and Development Committee of the State Council, strengthen financial regulatory
coordination, assign higher priority to the prevention and mitigation of systemic risks, and
make all-out efforts to eliminate risks in key areas so as to safeguard the bottom line of

preventing systemic financial risks.
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