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Executive Summary

In the first three quarters of 2003, the Chinese economy maintained the
good momentum of rapid growth in spite of various difficulties. GDP
increased by 8.5 percent and CPI rose by 0.7 percent over the same
period of 2002.

Since the beginning of this year, money and credit increased at a fast
speed. Entering May, broad money (Mz2) kept growing by over 20
percent. New loans extended during the first half of this year almost
equaled the total amount of Year 2002. Robust growth of money and
credit has strongly supported economic development. However, if
nothing is done to reign in the excessive growth, it will probably further
encourage duplications of constructions at low levels and exacerbate
potential systemic risks, thus affecting sustainable development of the
national economy:.

The People's Bank of China (PBC) cherished the good growth
momentum, and continued to implement the sound monetary policy.
Economic means were extensively applied to control the faster than
desired money and credit growth, including strengthening open market
operations, raising the reserve requirement ratio by one percentage
point, which ensured proper control of the fast expansion of money
and credit.

In the first three quarters, broad money M2 grew by 20.7 percent over
the same period of 2002 to RMB21 4 trillion yuan, while narrow money
M1 grew by 18.5 percent to RMB7.9 trillion yuan. At end-September,
total loans in both renminbi and foreign currencies by financial
institutions (including foreign-funded ones) reached RMB16.7 trillion
yuan, a growth of RMB2.7 trillion yuan over the beginning of the year
and an acceleration of RMB1.3 trillion yuan over the same period of
last year. In particular, renminbi loans by financial institutions grew by
RMB690.5 billion yuan in the third quarter, 282.3 billion yuan less than
the growth in the second quarter. Both interest rate and exchange rate
of renminbi remained stable and financial industry broadly performed

well.



In the coming months, the PBC will make sustained efforts and adopt
a comprehensive, coordinated and sustainable development approach
to maintain the sound performance of the economy. As the central bank,
the PBC must be more forward-looking and scientific in the making of
monetary policy and in the exercise of financial management. The sound
monetary policy will continue to be implemented with flexible
employment of various policy instruments to maintain the effectiveness
of monetary policy seen in the first three quarters and to guide steady
growth of the monetary aggregates. Interest rates of RMB deposits and
loans and the money market will be kept basically stable. Market-based
interest rate reform will be steadily advanced, and the interest rates
formation mechanism based on market supply and demand of financial
resources will be gradually established and improved. The RMB
exchange rate will be maintained basically stable at an adaptive and
equilibrium level. As financial reforms deepen, the mechanism for
determining the RMB exchange rate will be further studied and
improved to promote balance of payments equilibrium. The
development of money market will be accelerated and its financing
role will be enhanced. Continued efforts will be made to support the
development of capital market to increase direct financing. "Window
Guidance" will continue to be applied as appropriate to warn financial

institutions of potential credit risks.
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