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Executive Summary

F urther achievements were made in macroeconomic management in the first half of 2005.
The national economy maintained steady and rapid growth; the excessively rapid growth
of investment was contained; consumer demand increased markedly; price indices fell
steadily; and great improvements were made in the fiscal revenue and the income of urban
and rural residents. In the first half of 2005, GDP grew by 9.5 percent and the CPI increased
by 2.3 percent on a year-on-year basis.

Under the guidance of the CPC Central Committee and the State Council, the People's Bank
of China (PBC) continued to pursue sound monetary policy and strengthened the market-
based means to control economic aggregates and promote structural adjustment. Specific
measures included the following. First, the PBC managed the liquidity of the banking sector
by flexibly conducting open market operations with a view to creating a favorable liquidity
environment for the credit growth of the commercial banks and product innovation in the
financial market. Second, measures were taken to enhance the role of interest rates in
macroeconomic management. The interest rate for the excess reserves of the financial
institutions deposited at the central bank was lowered, the ceilings on the interest rate for
small-value deposits in the US dollar and Hong Kong dollar were raised, and the rules
governing the calculation and payment of interest on RMB loans and deposits were revised.
Third, the formation mechanism for the RMB exchange rate was reformed. After July 21,
2005, China adopted a managed floating exchange rate regime based on market supply and
demand with reference to a basket of currencies. Fourth, the PBC implemented credit policies
based on the principle of differentiating credit support to various sectors set by the central
government, timely conveyed policy intentions to the financial institutions, and guided the
commercial banks to take preemptive measures to respond to cyclical development and
industrial changes and to improve their credit structure. The PBC also revised the policy for
the individual housing loans of the commercial banks to promote the healthy and sustained
development of the housing market. Fifth, measures were taken to develop short-term
corporate financing bills and forward bond transactions in an effort to promote the healthy
and rapid development of the financial market. The reform of financial enterprises was
steadily advanced, and further steps were taken to improve the administration of foreign
exchange.

In the first half of 2005, money and credit recorded appropriate growth and the financial
sector performed soundly. As of end-June, broad money (M2) reached 27.6 trillion yuan,

increasing by 15.7 percent over the same period of last year; base money amounted to 5.7



Executive Summary

trillion yuan, a year-on-year growth of 11.8 percent; and loans registered 18.6 trillion yuan,
up 13.3 percent over the same period of last year. Interest rates in the money market fell at a
steady pace. As of end-June, foreign exchange reserves reached USD710.97 billion, 101.04
billion more than that recorded for the end of 2004.

In general, the economy will continue to grow steadily and rapidly in the second half of
2005, and the internal growth dynamics will remain strong. Nevertheless, the deep-rooted
problems hindering the sustained, rapid, coordinated, and healthy development of the
economy have not been effectively resolved, calling for further attention and efforts.

In the second half of 2005, under the guidance of the CPC Central Committee and the State
Council, the PBC will continue to pursue a sound monetary policy. Efforts will be made to
maintain policy consistency and stability to appropriately control money and credit
aggregates. Preemptive and fine-tuning measures will be taken to maintain the steady growth
of money and credit. The market will be allowed to play a greater role and achievements in
macroeconomic management will be further consolidated. Steps will be taken in the following
six areas. First, the PBC will seek to maintain appropriate growth of money and credit by
using a mix of monetary policy instruments. Second, measures will be taken to further
implement the market-based interest rate reform policy. Third, by differentiating credit
support to various sectors, the role of credit policy in economic restructuring will be enhanced.
Fourth, the development of financial markets will be actively promoted. Fifth, the reform of
financial enterprises will be accelerated. Sixth, continued efforts will be made to improve
the formation mechanism of the RMB exchange rate to promote balanced international
payments and to maintain the RMB exchange rate basically stable at an adaptive and

equilibrium level.
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