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Analysis and Outlook for China’ s Economy and Macro—economic
policy in the first half year of 2011: Monetary policy may
continue to be prudent under the high inflation pressure

Key words: small and medium-sized enterprises, inflation, liquidity , shortage of power
force

Executive Summary

During the first half year of 2011, the implementation of macroeconomic control
and the phase out of stimulus effort lead some economic indicators to drop to a certain
extent. However, the stable slowing-down of Chinese economy is essentially different
from the huge economic downturn during the financial crisis, and these indicators are
still moving in a normal range. Judging from the demand for labor force and electric
power, and private investment, the endogenous growth power of Chinese economy is
till strong, and the risk of a sharp drop in the economic growth rate is relatively low.
However, there are still some problems exist in the economic situation, such as
operation difficulties for some small and medium-sized enterprises, high pressure on
price, partly blocked channels preventing capital from flowing into real economy and
the growing shortage of electricity supply comparing with the demand. These
problems may be potential risks in the economy and need to be well treated, or would
impose adverse effect on Chinese economy. For the next half year of 2011, governors
will still take price issue as top priority, and at the same time prevent the economic
growth from violent fluctuation. We expect that the monetary policy will keep prudent
as a whole, with more flexibility in certain areas. Commercial banks should attach
high attention to the following areas: the potential risks of the break of project capital
chains and potential risks in LGFVs and real estate areas; the growing capital pressure
in banking system and urgent need for transformation of traditional operation models;
and violent fluctuation in stock prices of Chinese banks due to the negative comment

on Chinese economy by foreign investors.
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