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Executive Summary

n Q1 2008, given the changing international economic situation and the serious sleet

and snow disaster in southern China, effective measures were taken to overcome their adverse
impacts, resulting in a steady and rapid momentum of development and better-than-expected
economic performance. Agriculture developed steadily. Industry grew rapidly. Retail sales
maintained stable and fast growth. Problems such as the rapid investment growth, excessive
money supply, and large foreign trade surplus were somewhat eased. But the consumer price
index (CPI) rose relatively rapidly due to the influence of the disaster. In Q1, GDP posted 6.1
trillion yuan, up 10.6 percent year on year, and the CPI registered year-on-year growth of 8
percent.

In accordance with the overall arrangements of the Central Committee of the Communist Party
of China (CPC) and the State Council, the People’s Bank of China (PBC) implemented a tight
monetary policy, adopted comprehensive measures, and properly handled the pace, priorities,
and intensity of financial macro-adjustment policies to maintain a balance at the aggregate level.
Efforts were made to strengthen liquidity management in the banking system. From January to
May of 2008, the PBC raised the reserve requirement ratio by a total of 2 percentage points on
four occasions, and guided the money and credit supply to grow at a reasonable pace to optimize
the credit structure while flexibly conducting open market operations. The PBC continued to
promote the reform of financial enterprises, to strengthen the flexibility of the RMB exchange
rate, to improve foreign exchange administration, and to promote balanced economic and
financial development.

As an initial result of the tight monetary policy, the financial sector performed in a sound manner,
and money and credit growth moderated. At end-March 2008, broad money M2 was growing
16.3 percent year on year, a deceleration of 1 percentage point. Growth of RMB loans slowed
down, with outstanding loans registering a year-on-year increase of 14.8 percent at end-March, a
deceleration of 1.5 percentage points from the same period of 2007 and a deceleration of 1.3
percentage points from the end of 2007. In Q1, RMB loans increased by 1.3 trillion yuan,
representing a deceleration of 89.1 billion yuan year on year. At end-March, the central parity of
the RMB against the US dollar stood at 7.0190 yuan per dollar, representing an appreciation of
4.07 percent from the end of 2007; the central parity of the RMB against the euro and the
Japanese yen was 11.0809 yuan per euro and 7.0204 yuan per 100 yen, depreciations of 3.74
percent and 8.75 percent respectively from the end of last year; the nominal effective exchange
rate of the RMB as calculated by the Bank for International Settlements was up by only 0.09
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percent from the end of the last year.

At present, the global economic environment faces a grave and complicated situation with great
uncertainties, as reflected in the economic slowdown, the turbulence in financial markets, and
the persistent price hikes of grain, oil, and other primary commodities. In the Chinese economy,
general price levels remain high, numerous factors constrain agricultural production and an
income increase for farmers, the risk of a fixed-asset investment rebound persists, and energy-
saving and pollution- reduction endeavors remain arduous tasks. There is a large surplus in the
balance of payments, liquidity is excessive, and the decline of money and credit growth is still
not solidly based. In general, promoted by the combined forces of industrialization, urbanization,
internationalization, and the structural upgrading of industrial production and consumption,
the Chinese economy remains strong and resilient. In the first half of 2008, with the changing
external economic situation and the unfolding effects of the domestic macro-adjustment policies,
the Chinese economy is likely to slow down modestly, CPI will remain high, and price trends
should be closely watched.

During the next stage, the PBC will follow the overall arrangements of the State Council, giving
higher priority on its agenda to contain price rises and to curb inflation, implementing a tight
monetary policy, increasing the predictability and effectiveness of the adjustment policies, using
a mix of monetary policy instruments, restraining the rapid growth of money and credit, guiding
expectations, and properly handling the pace, priorities, and intensity of the adjustment in a
scientific manner based on the changing domestic and external environments and taking fine-
tuning measures when appropriate in order to create a sound monetary and financial environment
for economic growth and structural adjustments. The PBC will continue to strengthen liquidity
management using policy tools such as open market operations and the reserve requirement
ratio. Efforts will also be made to appropriately apply price instruments and interest rate tools to
promote the market-based interest rate reform. Exchange rate flexibility will be strengthened to
put into play its role in optimizing resources allocation and containing price increases. Endeavors
will be made to guide financial institutions to issue loans in an appropriate and balanced manner
to prevent drastic fluctuations and to optimize the credit structure. Policies will be adopted to
encourage growth in some sectors while discouraging growth in other sectors, and to render
greater credit support to the structural adjustment and to such fields as agriculture, the rural
areas, and the farmers, the services sector, small and medium-sized enterprises, independent
innovation, and the saving of energy and environmental protection. The PBC will take
comprehensive measures to deepen the reform of foreign exchange administration and to promote
a balance of payments equilibrium. Direct financing will be promoted, and the reform of financial
enterprises and financial innovation will be carried forward to promote the balanced development
of the financial market. At the same time, restructuring will be accelerated with a view to
expanding domestic demand.
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