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The Six Implied Policy Directions of Inflation

Expectation Management

09 September 2010

Key Data

% 09A 10E Recently on the 2Q2010 regular meeting, Monetary Policy Commission of the PBoC
SEIP g-% g-g states ‘inflation expectation management’ as one of the three monetary policy
PRI 54 55  objectivesin 2H2010.

Retail Sal 155 18.0 L . .

,n%f}'stri:ﬁidded value 110 160 1.What is inflation expectation?

Féggg :ﬁ‘g ig‘g According to the defination of the PBoC, inflation expectation reflects the public ex
FAI 305 22.8 ante estimation on the magnitude and direction of future changes in inflation

M2 277 171

RMB Loans 317 188 2. How can we measure inflation expectation?

1 yr Deposit Rate 225 252 . . ! : ] ]
1yr Lending Rate 531 558 There are two methods to measure inflation expectation: one is observing data in
RMB Exchange Rate 6.83 6.62 financial market, another one is based on survey result from household, companies and
Latest Data (June) professionals (including financail market participants such as securities analyst).
Industrial Added Value 134 : : i0n0

Urban Investment 24.9 3.Why should we manage inflation expectation?

Egtf‘" Sales 1;-2 There are two reasons to control inflation expectation: one reason is blocking inflation
PP 48 transmitting to avoid supply shocks become generalized inflation. Another reason is
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reducing the slope of Phillip’s Curve to improve efficiency of monetary policy.
4.How can we manage inflation expectation?

The common methods to control inflation expectation are controlling money supply,
implementing inflation target, improving the transparency of monetary policy and
controlling the salary and price. The most effective way is increasing interest rate.

5.The six implied macroeconomic policies directions of inflation expectation
management

» Clearly target inflation rate at 3% and enhance information communication

» Control credit quota within RMB 7.5 trillion this year and contain M2 growth to
the trended 17%

» Maintain domestic agricultural product price stable
Real estate market control will not be eased before inflation threaten disappears

» The price reform of natural resources such as water, electricity, oil and gas may be
delayed, with policies strength being adjusted.

> Itis important to keep price stable in agricultural product around the Chinese New
Year because inflation itself can push up the inflation expectation.


http://www.nciku.cn/search/en/generalized
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