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Executive Summary

n the third quarter of 2006 the national economy maintained steady and rapid growth,
with generally good economic performance. Consumption maintained steady and rapid
growth. Investment growth tended to slow down but remained high. Foreign trade grew
rapidly. Household income, enterprise profits, and fiscal revenues all increased substantially.
Market prices were stable. In the first three quarters of 2006 the GDP increased by 10.7

percent, and the consumer price index (CPI) rose by 1.3 percent year on year.

The PBC continued to implement a sound monetary policy in line with the overall
arrangement of the central government on strengthening and improving macroeconomic
management. A combination of measures was employed to strengthen adjustments of the
excess liquidity in the banking system as well as of policy coordination for local and foreign
currency so as to optimize the credit structure and guide money and credit aggregates to
grow at an appropriate pace. First, open market operations were conducted flexibly by
reasonably arranging the combination of instruments; the PBC also managed the pace and
amount of central bank bill issuances in an effort to adjust the excess liquidity in the banking
system. Second, the interest rate played a leveraging role in macroeconomic management,
and benchmark interest rates of RMB deposits and lending of financial institutions were
raised. Third, the reserve requirement ratio was raised to enhance the preemptiveness and
effectiveness of the central bank in draining excess liquidity. Fourth, “window guidance”
and guidance on credit policy were strengthened to help financial institutions meet the
requirements of the central government for macroeconomic management, to appropriately
control credit growth, and to adjust the lending structure. Fifth, financial enterprise reform
was promoted smoothly. Sixth, a series of supporting measures for reform of the exchange
regime was introduced, and the reserve requirement ratio for foreign exchange deposits of
domestic financial institutions was raised in order to improve the managed floating exchange
rate regime. Seventh, foreign exchange management reform was improved by expanding
outward investment channels, strengthening monitoring of cross-border capital flows, and
promoting the balance in the external account.

The third quarter of 2006 saw a slowing trend in money supply growth and a slight decline
in growth of loans. At end-September, money M2 stood at 33.2 trillion yuan, an increase of
16.8 percent year on year; the outstanding balance of base money stood at 6.6 trillion yuan,
an increase of 8.9 percent year on year; outstanding RMB loans grew by 15.2 percent year
on year to 22.1 trillion yuan. At end-September 2006, official foreign exchange reserves



Executive Summary

totaled USD987.9 billion, up USD169.0 billion over end-2005, and the central parity of the
RMB against the US dollar was 7.9087 yuan per US dollar.

Preliminary forecasts show that the national economy will continue to maintain a steady
and rapid growth momentum in the fourth quarter. However, it is necessary to further
consolidate the basis for the decline in the growth of fixed-asset investment, money, and
credit, and to address the growing BOP imbalances and the grim situation with respect to

energy conservation, energy efficiency, and pollution reduction.

In line with the spirit of the Sixth Plenary Meeting of the Sixteenth CPC Central Committee
and the State Council’s plans and decisions on economic work, the PBC will continue to
pursue a sound monetary policy by applying a mix of monetary policy instruments to
strengthen liquidity management and maintain appropriate growth of money and credit.
Meanwhile, medium- and long-term measures should be taken to speed up economic
restructuring, to implement policies to expand domestic demand, and to promote a BOP
equilibrium.
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