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In the cour se of 25 years between 1978 and
2003, China’'s economy grew by an average
annual rate of 9.4 per cent, with its GDP, foreign
trade and foreign exchange reservesjumping
from USS$ 147.3 billion, US$ 20.6 billion and US$
167 million to over US$ 1.4 trillion, US$ 851.2
billion and US$ 403.3 billion respectively. China
now Istheworld’s sixth largest economy and the
forth largest trader.
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China’soverall economic situation isfine at present, asthe
gover nment’s macr o economic control efforts have taken effect.

Theoverly-rapid growth of investment has been curbed. The
Increase of money supply and credit has slowed down, and the
destabilizing, unhealthy factorsin economic oper ations have
been checked to same extent.

Thecountry’sforeign trade haswitnessed a constant rise and
the government’sfinancial revenue hasreported a sharp
INCrease.
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China’s economy has been continuously
booming since 1979. China will see annual
economic growth of between 7 and 8 per cent
In the coming year s and the GDP ( gross
domestic product ) will amount to 38 trillion
yuan ( US$ 4.58 trillion )by 2020,when the
per capita GDP will be 26,000 yuan ( US$
3,130).



China’s economy grew 9.7 per cent
during thefirst half of thisyear. The
country ‘sfirst half of year gross
domestic product stood at 5,878.8
billion yuon

(USS$ 710 billion ). E



\ kd Chinawitnessed itsthird monthly trade surplus

In arow asJuly’ sexportssurged by nearly 34 per cent.
Thetotal exportsfrom January to July reached US$ 309.12
billion, rising 35.5 per cent, whilethe importsincreased by
41.3 per cent to US$ 313.99 billion.

Export in July amounted to US$ 51.04 billion in comparison,
up 33.92 per cent year-on-year. And the imports surged by
34.31 to US$ 49.09 billion. The growth rates marked a
slowdown from the year to June, when exportsrose by 46.4
per cent and importsby 51 per cent.



The monthly trade sheet recorded a small surplus of
US$1.95 billion, thethird surplusin arow thisyear.

The surplus compared with US$ 1.8 billion in June and
US$ 2.1 billion in May.

Export were expected to rise an annual 15 per cent in 2004
to USS$ 505 billion, whileimportswere likely to surge 20
per cent to US$ 495 billion.

That would produce a trade surplus of US$

i.
10 billion for thisyear compared to a US$ 25.5 * k

Billion surplusin 2003.
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May importsrose 35.4 per cent to US$ 42.8 billion.

Exportsin May surged 32.8 per cent to US$ 44.87b.
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Export of high-tech productsincreased by 58.3 per cent to US$ 83.8
billion in thefirst seven months of thisyear, accounting for 27.1 per cent
of China stotal exports.

: . 1980 ==
othey.ipd Esg ;;@Jﬁg{.gqiu}t__s Primary progduicts .

. s ;:':-' '“
Electrical products
x5l 578, S5 AR S
EoB, o

Textile and clothing

othes-indusirial-products.

.—..__. _'__'.

—

Mechanical and B

Electrical products




China’s foreign direct investment grew by nearly
46 per cent in July 2004. The nation registered an
actual foreign direct investment ( FDI ) of US$
38.4billion In the first seven months, up 15.14 per
cent year—on-year .

The contracted direct investment, an indicator of
futuretrends, Increased

By 39.69 per cent to US$ 82.66 billion ﬁ

In the period.




China approved 25,217 new foreign-invested venturesin the
seven months, up 13.36 per cent. Actual FDI in July was US$
4.52 billion, up nearly 46 per cent from ayear earlier. The
growth rate of actual FDI hit arecord high thisyear compared
with 14.16 per cent of June and 15.5 pen cent of May this year.
Mor e capital will flow into fields such as banking, tourism,
commer ce, hospitals and education as China will realize many
promisesin linewith its WTO agreements by December 11 this

year.
Foreign investor s have set up over 600 research
and development centresin China as of Junethis I

year, with atotal investment of US$ 4 billion. 24 s



China’s FDI structurewas further optimized.The
service sector attracted moreinvestment and
foreign investment showed greater interest in
high-tech industries and resear ch and
development centres.

Thegrowth of FDI In central and west China, as
well asthe old industrial base in Northeast China,
was very fast. East China still took away more
than 85 per cent of thetotal FDI.



The amount of items

The amount of actual FDI
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China’ sfixed asset

Investment grew 31.1 per cent during the

first seven months of the year compared with the same

period a year ago.

Thecountry’sfixec
yuan ( US$326.7 bi

asset iInvestment stood at 2,711.6 billion
lion ) from January to July and July’s

growth rate would

pe about 31.5 per cent.

The sectorsthat continued to show strong growth were
electrical machinery, transport, chemicals and utilities.

~oreign direct investment also picked up. t ,

nvestment 1n construction and investment from
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Consumer priceindex kept in thefast upward curve. CPI
rose by 3.6 per cent in thefirst half of thisyear. Theindex
growth was 2.8 per cent and 4.4 per cent respectively in the
two quarter, and was asfast as5 per cent in July. Price
Indicesfor capital and investment goods continued to climb,
while prices of major commodities, including crude oil and
gas, kept rising.

China’'sconsumer pricesrose by 5.3 per cent year-on-year
In July. The CPI rose year-on-year by 4.9 per cent in urban
areas but by 5.9 per cent in rural areas.



The higher CPI was partly dueto a supply bottleneck In
some sector s, and fast fixed asset investment growth since
the second half of last year resulted in pricerisesfor
products such as steel, non-ferrous metals, coal, electricity
and oil.

A fall in the grain production, which declined 5.8 per cent
last year, also resulted in arapid price

Rise since last October. Grain pricesrose

31.8 per cent in July from a year earlier,

While vegetable pricesjumped 13.4 per cent.



China’sjob market blossomed in the second quarter of
2004, with both the numbers of job vacancies and job
seekersincreasing in thefirst quarter of the year.

The 113 major cities have atotal urban population of 164
million, which is about 63 per cent of China’stotal urban
population, and 61.9 million employees. During the period,
thejob marketsin the 113 citiesregistered 3.80 million posts
and 4.083 million job seekers.

On a quarterly basis, the number of offered postsincreased
by 575,000, a 19 per cent growth. And there wer e 394,000
morejob seekersthen thefirst quarter of thisyear, an
Increase of 11.6 per cent.



The growing diversion of Chinese households' savings out of
the banking system thisyear will help improve the funding
effectiveness of the economy and reduce burdens on the banks.

The growth in Chinese households bank savings,which had
been fairly rapid in recent years, has been slowing its pace
during the past four months. Outstanding savings deposits
rose by 14.2 per cent on a year-on-year basisin thefirst seven
months of thisyear to 12.1 trillion yuan ( US$ 1.45 trillion ),
the slowest growth ratein the past 28 months.
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China’s economic reform began in the countryside in 1978 and
did bring tangible benefitsto farmers. Since 1997, however,
far mers have been facing great difficulty in increasing the
money In their pockets.

From 1997 to 2003, the annual growth rate of rural per capita
net income was lessthan 5 per cent, with the lowest only 2.1 per
cent and highest 4.8 per cent .Than’sabout half the urban
average. Asaresult, per capita -

net annual income was 2,090 Yuan ( US$ 253)

while urban per-capita disposable income was \ 1 i \;
5,160 yuan ( US$ 624 ), leadingtoaratioof 1to " /| "1 <%
2.47. Last year, thegap enlarged to 1 to 3.24. y f .,\ |



Thenet income of Chinese farmersisexpected togrow by 5
per cent thisyear, the greatest increase since 1996. In this
year’sfirst quarter, the average income of each far mer was

834yuan ( US$ 101), climbing 9.2 per cent from the same
period last year.

Thefigure predicted meansa great deal to China, where 60
per cent of the population isrural.

That’s about 800 million people.

The hikewas part the result of higher grain

Prices since last October, but mainly the direct




Effect of a policy of support adopted earlier thisyear.
Major incentive policies, including a lower agriculture tax
and direct subsidiesto grain growers, provided aid for
farmerswho usefinegrain strains and bottom purchasing
pricefor staple grain products.

“ It was a profound turning point when the gover nment
gave subsidiesdirectly to usrather

Than collecting money. Although the money is
Limited ( 123 yuan or USS$ 15 per hectare),

It marksanew beginning in the country’s

Agriculturepolicy” the farmers said.
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The continuous heating of the economy has ar oused
significant unease in the gover nment and among
economists.The gover nment istightening economic policies
to steer the economy towards a “ soft landing” .

Thegovernment’ concern istwo-ford. First , growth will
accelerate further and eventually inflation will spin out of
control. Second, in an environment of investment fever,
structural imbalance — mainly in the from of the presence
of “bottleneck industries’

Such as electricity and important raw

Materials—will worsen and a long-tem growth

Prospects will be compromised.



2| L ast year the most important feature of the
w7 ' | Chinese economy was the abnormally high

‘#" growth rate of fixed assetsinvestment. Total

Investment in 2003 increased by 26.7 per cent

Over the previousyear, where as growth of investment in
different industriesin 2003 was highly uneven. The highest
growth came from six industries. cement, steel, aluminium,
automobiles, textiles and coal.

|nvestment in real estate development, local-gover nment-led
Infrastructure, industries producing high-end consumer
durables ( carsespecially ), and export industries ( textiles, for
example) wasthedriving forcethat led to high growth of
Investment in 2003.



Among these industries, thereal estate industry wasthe single
most Important contributor to the abnormally high growth
rate of investment.

Thereal estate industry has shown strong growth momentum
sincethelate 1990s. Considering the urbanization drive
nationwide, the strong demand for new houses, office space
and related urban infrastructure development probably will

continue through thisyear and beyond. However, therapid
growth of

real estateinvestment isalso related to

speculation, unequal distribution of income ! -




Theoverly —rapid growth of investment has been
cured.Theincrease of money supply and credit has slowed
down, and the destabilizing, unhealthy factorsin economic
oper ations have been checked to some extent.

lnvestment in fixed assets grew by 18.3 per cent year-on-
year in May, a significant drop from the 34.7 per cent
growth ratein April. Foreign trade has consistently risen
and the government’sfinancial revenue has posted a sharp
Increase. All these have shown that the macro economic
control policies

And measur es adopted by the central authorities

Aretimely, correct and effective.



Thecountry’sindustrial output rose by 16.2 per
cent in July compared with the same month of

- B |ast year.
The growth rate was 1.3 percentage points lower than the

previous month. In May, industrial output growth dipped by
1.6 per centage points compared with April. For thefirst six
months, industrial output rose by 17.7 per cent from the same
period last year. In June, the output of heavy industry grew by
17.4 per cent, which was 1.5 per centage points lower than May.
Cement production, a sector targeted by the government in its
driveto reduceinvestment, rose by 13.2 per cent in June, which
was 3.9 per centage pointsthan the previous month. In July,
Industrial output rose 15.5 per cent, compared with the same
month of |last year, 0.7 percentage lower than June.




The steel sector investment grew by 54.7 per cent year -on-year
to 84.8 billion yuan ( US$ 10.2 billion ) in thefirst six months of
thisyear. The growth rate was down from a staggering 107.2
per cent during thefirst quarter of thisyear. Statisticsrevealed
that June sinvestment growth rate declined 16.4 per cent year -
on-year.

Most investment in the steel industry isnow being directed
towards technical upgrading and high-grade projects, rather
than building more low-grade production

capacity. Almost two-thirds of total investment in

The sector was ploughed into technical

Upgrading in thefirst half of thisyear.



As aresult of investment controlsin the sector, growth of
domestic steel demand and output hasturned to “rational
from sensational levels’. Steel demand reached 150.7 million
tonsin thefirst half of thisyear, a year-on-year rise of 19.23
per cent. The growth rate was down 9.08 per centage points
from that in thefirst quarter. Steel output rose by 21.09 per
cent year-on-year to 124.75 million tonsduring the first half

of 2004, the growth rate dipped by 5.29 percentage points
from that In

Thefirst quarter. China’'s steel importstotaled

18.04 million tons from January to Junethis

year, a year —on-year fall of 457,400 ton or 2.47 p



China’'sindustrial sector isfeeling the impact of the central
gover nment’s measur es to cool down the nation’s over heating
economy, with profit growth slowing during thefirst six months
of thisyear.

Theindustrial firms profitsduring the period had increased
41.6 per cent year-on-year, meaning that the growth rate was
2.1 percentage points lower than that for thefirst five months.
Industrial enterprises paid 412.4 billion yuan ( US$ 49.7 billion)

of taxesto the " igl
|
'j i}

State in the first six months of 2004, an 22.3

Per cent riseon last year.
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China’s money supply and credit growth significantly in May
of thisyear, increasing confidence that the State ‘s tightening
measuresthisyear are adeguate enough to cool down
economic growth at a measur ed pace.

Fixed investment figures, another major factor prompting
worries about an over heating economy, are also to show a
notable easing off in June, further reducing the possibility of
a much-anticipated interest raterise.

e



Broad money M2, which coverscash in circulation and all
depositsrose 16.2 per cent year-on-year to 23.8 trillion yuan
(US$ 2.8trillion) at the end of May, the pacewas 4.7
percentage pointslower than a year earlier, and 1.3 percentage
points down from the previous month.

Outstanding renminbi loanstotaled 17 trillion yuan ( US$ 2
trillion ) at the end of June, up 16.3 per cent year-on-year,
which was an iImpressive 6.8 per centage points slower then a
year earlier and 2.3 per centage points down from the end of
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China’s central bank maintain its cautious stance on further
ensurethat the nation’s fast-growing economy enjoys a “ soft
landing” .

The government hastaken both monetary policy moves, mainly
threeincrease in bank reserverequirements, and
administrative measures such as price curbsand strict land
policiesto reduce fixed investment and credit growth.

Monetary perfor mance has seen obvious changes, citing the fall
In June in money supply and new loans growth, aswell as
stabilizing interest rates on the money market.




The growth of loans significantly slowed during the thefirst
seven months of thisyear, which indicates the government’s
economic macr o control measur es ar e taking effect.

By the end of July, outstanding loans of all financial institutions
stood at 18.1 trillion yuan ( US$ 2.18 trillion ), up 15.9 per cent
on a year-on-year basis. The growth rate compared to 23.2 per
cent registered during the same period in 2003. Consequently,
money supply growth also slowed down. M 2, the broad

measur ement of money supply, grew 15.3 per cent during the
January

-June period, which was 5.4 per centage points

Slower than the correspondent period of last year. "



Thenation’sgross domestic product grew 9.1 per sent last year
and 9.7 per cent during thefirst half of thisyear. Consumer
price index, the key barometer for inflation, increased by 2.8
per cent and 4.4 per cent during thefirst and second quarter
respectively. In particular, it climbed 5 per cent in June.

The country’sfixed asset investment soared 53 per cent during
thefirst two months of the year, but the growth rate gradually
dropped to 23 per cent in June the cooing-down measur es.
PBOC analysts predicted that the economic growth will
“decline dlightly” during

Thethird quarter of the year and they also
Predict that CPI might peak during July-Sep.




The 49 State-level development zones are being hampered by
limited growing room caused by insufficient land sour ces.
Growth of contracted foreign investment in these zones was
26.15 percentage points lower than the country’slevel of 42.66
per cent in thefirst six months. The contracted FDI to 16 zones
located in middle and western parts plunged by 38.15 per cent
year -on-year .

Themost important preferential policy granted to State-level
development zonesisa 15 per cent income tax rate fOp,
Industrial projects, compared with 33 per

Cent for enterprisesthat locate outside the zones

And china’sfive special economic zones.



China’stough measuresto regulate itsland market have paid
off with the cancellation of more than 4,800 so-called
development zones. Among 6,866 development zones acrossthe
country, 70 per cent were found to haveillegally acquired land
or were left unused.

A total of 24,900 squar e kilometers planned for development
zones have axed, covering 64.5 per cent of thetotal. Morethan
1,300 squar e kilometers of lands have retuned to agricultural
use.

Over-development of industrial zones may lead -
To financial risks since many of them wer e built AT

o BNy
Depending on bank loans.
O . 090909090 0



More importantly, many development zones either under
construction or in the pipeline are not attractiveto investors.
200 million yuan (US$ 24 million ) isneed to develop 1 square
kKilometer of an industrial zone. This meansthat investment of
mor e than 600 billion yuan (US $ 73 billion ) will be needed to
develop around 10 per cent of the planned areas ( around
30,000 square kilometers). |f thereisno return on the
Investment in the development zones, the lar ge sums of money
will be“buried ”in the soll.

|nvestment stimuluswill not change dueto the
Decrease of the number of development zones
Since investors attach more importanceto the

lnvestment environment.
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China has 49 State-level development zones. Thirty-threeare
located in east China and therest in middle and western regions.

In thefirst six months of thisyear, contracted FDI to these
eastern zonesreached US$ 7.89 billion, rising by 16.51 per cent,
compared to the country’slevel of 42.66 per cent.

Contracted FDI tothe 16 zonesin the middle and western

regions was US$ 673 million, a year-on-year drop of 38.15 per
cent.

In thefirst six months of thisyear, actual FDI
Tothe 49 development zones surged by 48.45
Per cent to US$ 5.4 billion. Total industrial




Output by the State-level zonesreached 669.3 billion (US$
80.86 billion ), up 42.44 per cent.

Exportsand imports amounted to US$ 25 billion and USS$ 26.6
billion, rising 57.4 and 61.2 per cent respectively.

The Chinese Government has said it will continue to support
the development zones. The preferential policies currently
enjoyed by State-level development zoneswill not changein the
next threeto fiveyears.

These development zones are still the priority

Choicesfor foreign investment with accumulated

Foreign capital invested.
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China hasone of the largest banking marketsin Asia. It s
banking sector held 29.2 trillion yuan ( US$ 3.53 trillion ) worth
of financial assets at the end of M ay, accounting for mor e than
90 per cent of the nation’stotal financial assets.

To facilitate the transformation of major State-owned banks
Into moder n share-holding commer cial banks, the State has
tried a widerange of supportive measuresincluding an
unprecedented capital injection with US$ 45 billion from the
country’sforeign exchangereservesinto the China
Construction Bank and the Bank of China at the end of last
year.



Thisyear, the central government selected the two big State
banksto issue subordinated debt to raisetheir capital adequacy
In preparation for kicking off theinitial public offering process.
With such support State banks are vowing to become
competitive in the global financial market.

Foreign bankswill gain full accessto the Chinese market in
2007, asdomestic banks are set to embrace the global market,
they should beready to meet inter national standards. If
Chinese banks areto takether placein the global economy,
they must meet both high

capital requirementsand strict regulatory

Standar ds.




Thecountry’slargest foreign exchange bank, Bank of China,
would list sharesin the second half of 2005 at the earliest.

TheBank of china Limited, which has aregistered capital of
186.39 billion yuan ( US$ 22.5 billion ), took control of all of the
Bank of China’s assets, debts, employees and business. Central
Huijin Investment Co Ltd will hold 100 per cent of company’s
shares on behalf of the Chinese Government. The bank was
also in talkswith a

Number of company investment to hold stakesin

Itsinitial public offering.




Bank of China’sfinancial health had further improved in July.
It bad asset ratio fell to 5.43 per cent at the end of July, down
from 5.46 per cent at the end of June. Theratio stood at 16.3
per cent at the start of the year. The bank’s capital adequacy
ratio, a measure of how much capital it hasrelative to assets,
roseto 8.3 per cent at the end of July from 7.9 per cent at the
end of June. Operating profitsin thefirst seven monthsreached
37.9 billion yuan ( US$ 4.6 billion ), up 21 per cent from the
same period a

Year ago. Chinese commercial bankswould

Haveto sharpen their competitive abilities

before foreign banks can enter the Chinese



Mar ket without restrictions at the end of 2006.

The bankswould haveto lower their rates of non-performing
loans, get rid of historical financial burdens and raisether
capital adeguacy levelsto international standards. The
country’s commercial banking lows stipulate that

commer cial banks' capital adequacy ratios would haveto
reach 8 per cent, the minimum required by the Basel Capita
Accord reached by international banking managers.

Thismeans China’'s commer cial banks, will
have to achieve that goal beforethey can be

listed.
















) S el
APVE SCTS T




Thereason why China now has produced such tremendous
changes is because we have adhered to the road of building
socialism with Chinese characteristics and persevered in reform
and opening-up, thus galvanizing the Chinese peopl€’ sinitiative,
enthusiasm and creativity.

Though China has achieved impressiveresultsin its
development, there are still many acute problems such as
mar ket economy status.



After 15 years of dlfflcult negotlatlons Chlnaflnally
cameto the historical moment: TheWorld Trade
Organization (WTO) finally opened itsdoor In
November 10, 2001 to China, integrating the most
populous nation on the planet into the open world
mar ket and sending a positive signal to a slumping
global economy on the brink of a full-blown recession.




After two decades of refor ms and opening-up, China has
established a market economy system. Chinaisunfairly
treated asit islabeled as a non-market economy in anti-
dumping cases.

China hasurged its European and North American trade
partnersto grant it “market economy status’ ( MES) many
times, and there are good reasons for this.

One question haslong perplexed the people:Why is
China,now a member of the WTO, a bloc of market
economies, still labelled asa “ non-mar ket economy” ?

Therationaleisin Article 15 of the protocol

on China s accession tothetotreat China

A s



China as a non-market economy in dumping and subsidy
casesfor 15 years after itsentry.

That means although china isaccepted by the WTO asa

mar
el

C

Ket economy In general terms, it isstill subject to non-
Ket criteria when it comesto specific trade measures.

nina spent 15 year s negotiating WTO membership in the

hope of developing freetrade, but now it findsthe system is
not as“liberal” asit had anticipated.

In particular, the “ non-market economy” label has become
awild card in some countries hand

To contain China’s exports and shield

L ocal industries, which isunfair.




A

Currently, the United Statesregards China as a non-market
economy, or at least an immature mar ket economy based on
standards drawn from itstariff Act of 1930.

Thisset of criteriaismade up of six key factors, including the
conver contability of the country’s currency into other
currencies, the freedom of employeesto negotiate compensation
with their employers and other forms of foreign investment.
Therest arefactorssuch as State ownership or control on
production materials, gover nment control over resource
allocation, price and supply and other factorsthe US
administration would like




toinclude.

After two decades of reform and opening-up, China has

made tremendous changes in its economic and trade systems. In
1999,the prices of 95 per cent of retail consumer goods are no
longer subject to state control. Thefigurewas 90 per cent
agricultural produce and 85 per cent in production material
sales. By the end of 2001, only 15 items wer e subject to prices

C
C

Irectly controlled by the central gover nment. Today, the
egree of marketization in the Chinese economy is much higher

t

nan that of many WTO member countries. And Chinaisnot a

country whose trade isunder an

Absolute State monopoly, or the gover nment

Sets domestic prices.




China hasalong way to go before it get recognition as a
mar ket economy by the United States.

Themain reason for thisisthat Washington isunlikely to
give up Its anti-dumping tactics, an important tool for itsto
press China’strade policy. Keeping China from obtaining
mar ket economy statusisthekey to protecting domestic
Industrial interests.

It Isclear that China has become a market economy.
Washington isresorting to labour right and exchangerate

Issues only to pressurethe nation. It iIssurethat Washlngton
will further pressure China

Over itsforeign exchangereform and

L abour i1ssues.
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New Zealand announced on April 14 it regards China as a market

economy —thefirst time a developed nation has acknowledged
China’'s market status.

Thisboth underlinesthe close ties between the two countries and
stands as a breakthrough for China’'strade sector. New Zealand’s
Initiative will not only smooth China’strade to some extent, but also
become atest case for unraveling the spat over China’strade status.

Considering the unfavorable treatment China experienced in the
past, New Zealand’ srecognition of the nation’s mar ket economy
status will have special implications.
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Brazilian President LuisInacio
Lula da Silva said his country will
Immediately set about handling
Issues concer ning the recognition of
china’ s status as a market economy.






Member countries of the Association of Southeast Asian
Nations ( ASEAN ) announced they recognize China’ sfull
mar ket economy status.

ASEAN’s exportsto and importsfrom Chinareached US$ 47.3
billion and US$ 30.9 billion in 2003, respectively. These
represent an increase of 51.7 per cent and 31.2 per cent,
respectively from the previousyear. In thefirst seven months of
thisyear, ASEAN’s exportsto and imports from China have
reached US$ 34.5 billion and US$ 22.2 billion, respectively,
Increase of 40.7per cent and 34.1 per cent.
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