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Executive Summary

he Chinese economy performed well in the first quarter of 2010 as the economic upturn
Tsolidiﬁed. Domestic demand expanded rapidly, the foreign trade recovery accelerated,
industrial output rebounded rapidly, consumption grew at a fast pace, growth of fixed-asset
investment moderated, and the overall price level remained basically stable. In the first quarter,
the Gross Domestic Product (GDP) registered RMB8.06 trillion yuan, representing year-on-year
growth of 11.9 percent, and the Consumer Price Index (CPI) picked up 2.2 percent year on year.

In line with the overall arrangements of the State Council, the People’s Bank of China (PBC)
continued the relatively easy monetary policy during the first quarter. While maintaining policy
consistency and stability, the PBC implemented policies better targeted and more flexible to
respond to new developments, contributing to the sound and stable performance of the financial
system. It deployed a wide range of measures to strengthen liquidity management in the banking
system and to guide financial institutions to properly manage the aggregate, pace, and structure
of credit provision so as to support stable and healthy economic development. On the basis of
these effective measures, money and credit growth are returning to their normal speed, and the

performance of financial markets remains stable.

Broad money supply M2 recorded RMB65.0 trillion yuan at end-March, up 22.5 percent from
the same period of last year, a deceleration of 3.0 percentage points. Narrow money supply M1
stood at RMB22.9 trillion yuan, up 29.9 percent from the first quarter in 2009, an acceleration of
12.9 percentage points. Deposits at financial institutions grew at a slower pace, with RMB and
foreign currency deposits at financial institutions growing by 21.7 percent at end-March, which
is 4.0 percentage points lower year on year. Growth of lending by financial institutions moderated,
with medium- and long-term loans accounting for a larger share. At end-March, RMB loans had
grown 21.8 percent year on year, down 8.0 percentage points, or an increase by RMB2.6 trillion
yuan from the beginning of 2010, representing a deceleration of RMB2.0 trillion yuan. Lending
rates offered by financial institutions went up slightly, with the weighted average lending rate
for non-financial enterprises and other sectors standing at 5.51 percent in March, up 0.26
percentage point from the beginning of the year. The RMB exchange rate remained basically
stable at an adaptive and equilibrium level. The central parity of the RMB against the US dollar
posted RMB6.8263 yuan per dollar at end-March.

The Chinese economy is supported by a host of favorable elements, including an overall recovery

in the global economy, a stronger momentum for economic improvements at home, new growth
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drivers brought about by urbanization and the upgrading of the consumption structure, as well
as nationwide enthusiasm to boost development, all of which point to ample space for stronger
growth. However, it should be noted that the economy faces a rather complex environment.
Uncertainties about global economic performance persist as the European sovereign debt problem
unfolds and new sources of global growth remain unclear. In the domestic economy, the recovery
of domestic demand needs to be established on a more balanced foundation, while expanding
consumption, improving income distribution, and optimizing the economic structure remain
daunting tasks. The potential risks in fiscal and finance must not be overlooked. And as a growing
number of factors that will push up the price level emerge, inflationary expectations are on the
rise. It is important to take actions to support the current sound and relatively rapid development
momentum while creating favorable conditions for development over the long term. It is also

important to accelerate the transformation of the pattern of economic development.

During the next stage, the PBC will continue to follow the scientific outlook on development
and implement the relatively easy monetary policy in line with the overall arrangements of the
State Council. It will properly manage the intensity, pace, and focus of policies and make policies
better targeted and more flexible while also maintaining policy consistency and stability. It will
strike a balance between supporting sound and relatively rapid development, restructuring the
economy and managing inflationary expectations, strengthening the sustainability of financial
support to economic development, and ensuring that the financial system performs in a sound
manner. The PBC will enhance liquidity management to maintain proper growth of money and
credit. It will step up financial support to the shift in the development pattern and the economic
restructuring. Moreover, the PBC will advance the market-based interest rate reform and improve

the RMB exchange rate regime to promote healthy development of financial markets.
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