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Executive Summary

n the third quarter of 2007, the Chinese economy maintained a momentum of steady
Iand rapid growth. Primary industry, secondary industry, and the services industry all
realized relatively rapid growth with enhanced economic efficiency and improvement in
the people’s livelihood. In the first three quarters, GDP grew by 11.5 percent and the CPI
rose by 4.1 percent year on year.

Since the third quarter, the People’s Bank of China(PBC), according to the State Council’s
overall arrangements, implemented an appropriately tight monetary policy to strengthen
macro-economic management, address the excess liquidity in the banking system and
ease the pressures on money and credit expansion, and strike a balance at the aggregate
level. On three occasions, the PBC increased the reserve requirement ratios of financial
institutions by 0.5 percentage points and raised the benchmark interest rates on loans and
deposits of financial institutions. Meanwhile, efforts were made to guide the optimization
of the credit structure, steadily promote financial institutional reform, further enhance the
elasticity of the RMB exchange rate, and speed up foreign exchange administration reform
to promote harmonious economic and financial development.

In the third quarter, financial performance generally remained stable, but there were still
great pressures on money and credit expansion, and deposits continued to tilt toward
demand deposits while loans grew rapidly. At end-September 2007, outstanding broad
money Mz amounted to 39.3 trillion yuan, an increase of 18.5 percent year on year and up
1.7 percentage points from the previous year. Outstanding RMB loans grew by 17.1 percent
year on year to 25.9 trillion yuan, up 1.9 percentage points from the same period of 2006,
representing an increase of 3.36 trillion yuan over the beginning of the year and an
acceleration of 607.3 billion yuan. The elasticity of the RMB exchange rate was further
strengthened with the exchange rate moving in both directions. At end-September, the
central parity of the RMB against the U.S. dollar was 7.5108 yuan per U.S. dollar, an
appreciation of 3.97 percent over the end of 2006.

In general, against a background of a robust domestic economy, China is likely to maintain
its steady and rapid growth momentum. However, it should be noted that problems such
as overinvestment, an excessively large trade surplus, and too much expansion of credit
are yet to be resolved. Furthermore, economic operations are plagued by newly emerging

problems of heightened inflationary pressures and a persistent rise of asset prices. Increased



Executive Summary

uncertainties in global economic and financial operations also add to the potential risks of
the domestic economy.

In line with the overall strategy of the Central Government and the State Council, the PBC
will continue to implement a sound monetary policy stance featuring moderate tightening
and appropriately strengthen macro-economic adjustments, so as to keep money and credit
growth at a reasonable level, to prevent the economy from growing at a relatively fast pace
to overheating, and to promote economic development in a good and relatively rapid
manner. The PBC will adopt a combination of sterilization measures to further strengthen
liquidity management and effectively ease the excess liquidity in the banking system. The
leveraging role of prices in macro-economic adjustments will be strengthened by improving
coordination between interest rate policies and exchange rate policies to stabilize inflation
expectations. The market-based interest rate reform will be steadily advanced, and the
establishment of a benchmark interest rate system in the money market will be promoted.
The PBC will continue to follow the policy of improving the RMB exchange rate formation
mechanism in a self-initiated, controllable, and gradual manner, further giving market
supply and demand a fundamental role in the RMB exchange rate formation, strengthening
the RMB exchange rate flexibility, and maintaining the exchange rate at an adaptive and
equilibrium level. Reform of the foreign exchange management system will be strengthened
to improve monitoring, guidance, and administration of capital flows. The PBC will further
improve window guidance and the direction of credit policy for financial institutions and
will guide the commercial banks to prevent risks arising from rapid business expansion
and to improve the credit structure.



= -

F—#s LEMEEHR

JIERE

rH

N
7

B T R R SR MR R

. ARG Rk 4k 2 B BLTE B b B
. A RELRY BT R B
LIRS AR SRR G, RRtmOEREER, BHikEsE

R hRAE

. BREPLAE R R Rk SRR P BTt
AR ERR A IEED, SR B A 5R

SRSy BEMEURIRIE

. CREUEEAHEHE, R B M
T RAEFRFLAT AR 1E A
=R CERHRRT AERERS R
LN

. EE AR MRS, dnbh SN B A SR, 22k E Brilk =2

o 2P 2t A Al e

HAFAl

E=ES ERWIHSH

~

D

GRS s i ot
4 b T S 1 M R R

EMERST BRNEFIM

~

—_—

5% 22 I & A %43 B
REEURFsToH

FHERS EMEERER

~

D

T [6] 72 L £ i & 2
T — B B B U 7 BB

NN S

10

10
15

17

17
21

32

32
33



I BT BRI TR - 2007 TR

T4

TR SRTE 36 B R R A B R R Y o B R
T2 BEdREKDE, REMHEERRE
T3 BRIE [ Pr i Sy, B SEBLRE AT E R S e

#= 1
*x2
*3
* 4
#5
#*6
*®7

&1
& 2
& 3
& 4
# 5
& 6
& 7

Bt R —

Mz —

=l

2007 AT =4 o PL A R 5E k1% 0

2007 458 =75 B & FI 307 2 X H] 6F 3K o b &

2007 £ 1 ~9 A RBETLFHKEETHRFHFREK

2007 4R =42 B [ N A S L AL B0 b 4 O 1 R
FIRATET G BT

2007 FHI =AFE MR, FDESREE ekl SR E
2007 £ 9 AREERE RS AR K &L RE

2006 4F LAk 4 ml WL AL - HH PR RS 7 5% ik F) 2 7 3 1B
2007 4EHij =A-Z= FF Shibor £ # &

2007 48R 17 8] T 2 B % e 45 =8 il 28785 {4 i
EEFE B &5

1994 Lk ARMARILR S B AN EL
1999 H LR KR EHN MHEH S CPI Tz X &
2002 —2006 43 F ¥ A< Fn 4 Rl IR B IR 2= B 49 BE

2007 FER =NFEEPESEHEREKEID

2007 FRI =N FREEEZFEPRIBITEREE
. Rk
o BRI AP SR AT
. BE®RAT
. AT

20
25
27

10
11

14

11
13
19
23
26
28

87

97

97
97
97
97



MFER= HEFELFMERMIEIRC101
—., BFEEEKS52FKREKE 101
. g e 106
1. & Mgt —R 106
2. mBRIHTRI IS SR & 107
3.5 L4 Ht 108
=, gk, Kk 5WA 109
M, EHNFK 110
L F &G REAIE N A SE 110
2. 4 SRS FEE 112
3. [ 7B B 7 £ R 56 LA 113
4. b 118
F, XFHMER] 121
150 121
2.59M% 128
3. E bRl X 129
4. 9Kk 2% 130
5.5M% 131
N, MBI X 565 132
L. trm. Wi 135
1. f e p & 135
2. f 58k 138
3. EmbT M 143
4 F| 2 145
N BT 148
1.%5M#i% 149
2. H&E T 151
3. Em 153
4. FR/T S 155
5.9MC % 156
L, RRBITAF NS F 159

OBRFERE. TEARRST, BR&WHE. HEH. &
*EE. BRNLEER, BART, BNt TE£L4

R URFLHZLAR, BLERIRMARSNE,

MiFm WHREZZFEZFTH

|

(ol

hﬁE[uH

ERLEIR®

. BIFHERE
. IHBROT RS

%l 3

. B X
NEE S

L. rh RHRAT HARFISR
2. HF R
3. K HIFIH

(-
RS E

166

166
168
168
169
170
170
171
171
172
173

OHERE. MXPTREMA. EXREHNA, HRET.
ERRTEeA8%,



Contents

Part 1 Monetary and Credit Performance

1. Money supply still grew somewhat rapidly

II. Deposits of financial institutions continued to tilt toward demand deposits

1. Loans of financial institutions grew relatively rapidly

IV. Base money grew at a stable pace after deducting the effect of the reserve requirement
ratio hikes, and the excess reserve requirement ratio remained stable

V. Lending rates of financial institutions rose steadily

VL. The elasticity of the RMB exchange rate was further strengthened, with the

exchange rate floating in both directions
Part 2 Monetary Policy Conduct

I. Comprehensive measures were taken to strengthen liquidity management

II. Interest rates played a leveraging role

III. Window guidance and credit policy guidance were strengthened

IV. Reform of financial institutions was promoted steadily

V. The RMB exchange rate formation mechanism was improved, the reform of the foreign
exchange management system was accelerated, and a broadly balance under the

BOP was promoted
Part 3 Financial Market Analysis

1. An overview of financial market analysis

II. Financial market institutional building
Part 4 Macroeconomic Analysis

L. Global economic and financial development analysis

II. Analysis of China’s macroeconomic performance

Part 5 Monetary Policy Stance to be Adopted in the Next Period

I. Macroeconomic outlook

II. Monetary policy stance for the rest of the year

35
35
35

36

38
38

40

42

42

43

44

45

47

49

49
55

59

59
65

82

82
84



Boxes

Box 1 Pay Close Attention to the Mid-Term Impact of the U.S. Sub-prime Mortgage Turmoil

Box 2 Stabilize Inflationary Expectations and Keep the Price Level Basically Stable
Box 3 Actively Promote a BOP Equilibrium and Gradually Realize Capital Account
Convertibility

Tables

Table 1 RMB Lending by Financial Institutions in the First Three Quarters of 2007

Table 2 Share of Loans with Floating Rates in Various Ranges in the Third Quarter of 2007

Contents

70

74

37
39

Table 3 Average Interest Rates of Large-value Dollar Deposits and Loans from January through

September of 2007

Table 4 Financing by the Domestic Non-financial Sectors in the First Three Quarters of 2007

Table 5 Transactions of Interest Rate Derivatives
Table 6 Fund Flows among Financial Institutions in the First Three Quarters of 2007
Table 7 Use of Main Insurance Funds at end-September 2007

Figures

Figure 1 Lending Rates for Different Maturities by Financial Institutions since 2006
Figure 2 Movements of the Shibor in the First Three Quarters of 2007

Figure 3 Yield Curves of Government Securities on the Inter-bank Bond Market in 2007
Figure 4 U.S. Housing Price Index

Figure 5 RMB Effective Exchange Rate and Domestic Price Movements since 1994
Figure 6 Movements in the Index of Future Price Expectations and the CPI Since 1999
Figure 7 Composition of Capital and Financial Account Surplus, 2002-2006

Appendix 1 Highlights of China’s Monetary Policy in the First Three Quarters of

2007

Appendix 2 Monetary Policy of the Central Banks of the Major Economies in the

First Three Quarters of 2007

I. The Federal Reserve of the U.S.
II. The European Central Bank
1I1. The Bank of Japan

IV. The Bank of England

40
49
50
51
55

39
51
52
61
68
72
75

91

99

99
99
100
100



China Monetary Policy Report - Quarter Three, 2007

Appendix 3 China’s Major Economic and

Financial Indicators?

1. Economic Growth
2. Price Development
(1) Overview of price indices
(2)CP1
(3) Breakdown of indices
3. Employment, Unemployment and
Income
4. Domestic Demand
(1) Expenditure-based GDP
(2) Retail sales of consumer goods
(3) Fixed-asset investment
(4) Real estate development
5. External Sector
(1) Foreign trade
(2) Foreign investment
(3) Balance of payments
(4) Foreign exchange reserves
(5) External debt
6. Fiscal Revenue, Expenditure and Debt
7. Money and Banking
(1) Money supply
(2) Deposits and loans
(3) Monetary base
(4) Interest rates
8. Financial Market
(1) Money market
(2) Bond market
(3) Stock market
(4) Commercial paper market
(5) Foreign exchange market
9. Central Bank Open Market Operations

101

101
106
106
107
108

109
110
110
112
113
118
121
121
128
129
130
131
132
135
135
138
143
145
148
149
151
153
155
156
159

1. Source: The People’s Bank of China, National Bureau
of Statistics, Ministry of Commerce, General
Administration of Customs, State Administration of Foreign
Exchange, World Bank, International Monetary Fund, World
Trade Organization, and United Nations Conference on

Trade and Development, etc..

Appendix 4 Economic and Financial
Indicators of Major Economies’

1. Economic Growth Rate
2.CPI
3. Unemployment Rate
4.BOP
5. Interest Rates
(1) Central bank base rates
(2) Short-term interest rates
(3) Long-term interest rates
6. Exchange Rates
7. Stock Market Indices

166

166
168
168
169
170
170
171
171
172
173

1. Source : Central banks, national statistical agencies in

relevant countries, The World Bank, IMF, etc..



S—H#5

BM{EGERAR

:Z%7$%E$E,@E%ﬁ%§ﬁﬁ$
RREER, sfbsiTad T, Hi
MAE Y5k B DR K, ks 28
EHLas, R RKERk,

—. SR E K BARIRIR

9 HK, I"UHmitmEM: &5HH
39.3 LT, [FELHEHK 18.5%, HiEtL b
FEEME L7 A AR UMM E
M1 %4 14.3 FILoC, RIHEK 22.1%,
Wkl FAERIE 6.4 N E YR, Tt
PR ER, 5EVEERERE. &
AHIHIEKRA R, NEHENEWERE,
M1 5ol A v o B2 2 R A 19 A 7 R 18 i A
B R M2 MR, ol
KHEERR S, RFRLERIESEA A
& FRUE & fFak 8 Kol s, (B/E R %
EFARINIER 2006 FELLREFEEE,
HE LA Mo REIH 2.9 H1Loe, [EELH
£ 13.0%, HEtk FAERBIK2.3 4082
R, BIZAZRE RIS 9581C
7T, [RILL #0302 12oC.

=, ERNNTRSEZINIER
L%

9 HAR, 2EERMARIASNT &I
FHARBIA 39.5 FILE, FELHK 16%, 5
i EERR 0.4 M E S A, K, AR
M&ABAFRRHA 38.3 HiLT, [Fielk
16.8%, H#ELL HEERMHK 04 E A, H

FHIGHN4.75 FLoT, [FEL£H5 893 1L
7T YMCFERRBA 1 593 1L%5e, FEEb
TH0.8%,
ANRMFERHIVFBRE, BRM
FERBKEE, dEERlb: A 717 28 5
B, BERFMLE min FiEdEk. 9 A
K, MIHBERAARTHEZXEH A
17.2 51LoT, FLHK 6.9%, etk -4
FHEAK 9.2 NME A, EEmHEINT7 62112
7T, [EEL/0HE9 710125e, H, BRA
Gk RILL 38 405 {058, EHAFEE
bb/b3 9 305 12C. F=FREAELENE.
PRI B BB SR B R A T 3% R Bk O A
0T, BRMESERREE, BRA
kbbb —FEL T2 130125C. 9 A
X, EE&EATERXRABA18.3 FIL
JC, ALK 24.9%, #ELL FAER S
91 ES R, B, Dl FHRABA 15
FiLt, RIHEK 40%, HLEmieim2.4 5
oo, WEHt£H1.2 5itx, lhfFExd,
EMFAR L 25 098 {Loe, EMIEEK
Rt 2% 7 1471058, 9 AR, MBEHFHR
WA 2.1 HLoT, RHHEK 44%, g
m1m{eot, %3 527 L.

=. SRR ERERKRR

9 AR, &My AEIT RS
®iA 27.4 HLoE, RIELHK 17.3%, HE
bt BRI 2.7 A E o A, ELEMME M
3.6 LT, [FEE£H7 656 (L, Hep, A
R &%HHAH25.9 5L, FE#EE



vh Ll B MBCHRART P - 2007 55 L REE

17.1%, b FA & 1.9 A2 5,
FEbE N 3.36 AiLiL, Fib%H 6 073
Lt SMLTE sk & %A 2 057 {L%7T, [
FEHEK 27.3% , L BAEHIEAS 19.6 4
By e, EEEMEM370 103, Fkg
252 {LEIC, LR, KAERILE
IR TH BE sk i £

N BT HR R B ok o S ) e Al e e
ool e = b ARG Ak, AH e By b
W RN RERE AT L R HE BE AR S LA T
e Al A, EEEMILE (BHEE
AR T, BORMERAT. M6 Hil L8R
RN T ROk BRAT ) 45 1) e i RN 4T
(Ri@isk, BB, B, BTk

R 2007FM=NFERESNMARDERBER

A LT
20074 R =4 2006451 =N F
B FR
BORMERT 3354 2171
A B AT 12 657 11 209
it oy o] 7 L R4 T 6 671 5879
W ART 2749 2362
Rt AR LAY 5682 4468
Hhit G RHLA 1114 604

E. RN EBNWMCAERNAHERT., REWLRA
BERE. FRARRT.

AR T Rk #ITFMRE, BR
L BB i1} s N S L PARET D & R )
MR SE AR A BT TP, 2 R A
s B #7. BRIKATI SRS SN &
TR, EREKFREGRAREG, FE
R LUE B 0 2k 4 1 9 ob 4 3T 9 0 B K
W%, 9 AR, BR;EHKFELEK
30.4%, HEEEL FAEREE 11.8 A4 A,
EeEm#im 1.1 51T, Rtk£35 164 1L
Teo Hrr, JEER P Bk e A 0 3
6 873 1LiC, EERPKINHRM TR
HERIEMS 837 1L7T. AEG Rt F R H
BRI T BE KA LL 3G 14.4% , St 4
[FIHMK 0.2 T 5y i, ELAEREAN 2.3 51T
JC, R 909 1L, Hrh, ZEiFahT
TRERH, ELERE 1 4801L5Ts ik
MIE R IR %, LRI 1.4 LT,

. REBERA,

KB A P FEE B, kAR FRBEFNA ik
WeEE) . b=l RNk 9 N R
PREAGE I 1.1 BT, EHFA
R AR P G RILLE S 54.3%,
(B b, $im ib =k Fn 6 k& B & kERE
frle (e, AELERE. BHM. -h. A
ML R RE, (L) BART A 6Y
it Bk 15% F111%, b k4R E 5y
BITRES.2 AF5.7 AN E D M

M. INRRESFNEEEEHY
WajE, EAHEETHERIEK, BEAE

9 AK, HEHIHAE AL 8.8 LT,
FIELHEK 33%, LLEm¥im 1 micoe, [H
bb 2448 437 L5, HmitrmisEiss, *



52006 4E FEAELLK £ R $E @ A7k i
BaERAR, W hEBERANLGL N,
W EAR KM At ASERE SR T, il rp R
fTEE AT AR ST, 4nk 2006 ELK
T 7 Ak o £ 4 3 L AT IR ES I AE 8
PEo & AT SR AT SRR AT AT ob, B4
14 [ Al T T (9 ORI T 10% . Skl
W, tehRs e FREER. 9 AR, It
P (5 LMLy B M/ SRt T) A
4.46, Lkt FAERIIMC0.55, AxRidLA A
WAF RS R A 2.8%, Lo FAEE
0.28 N Ti4y s, fHEL6 HARAK 0.2 AN E 40 s
Horr [ A p ol B AT 1 B A7k ol A A
H$1.97%, WelyhlpalbEirt 4.10%, Rk
(R4 5.14%,

T, SRR EERF RUETR
LT

E—8a HHEEER

(%). 3~54F (&) 5 HLL LamLIY
(1 N B 1 6 K b2 R 3255 5104 7.50%
7.80%. 7.43%. 7.16%, Lt EAZEEES B
I T 0414, 0.62 4, 0.42 /4, 0.28 4
By s m AT 1A 6RO ACT #
2Hh7.15%, kb E4EE EFH0.4 40 H
Mo AL KB AR Bk, TR
KOG EAERE B 1.74 4T 0,
FEHER RO L EA TR TR 2.48 4
Ty, BIFRIERER SR EAFE B
TH0.74 A~ E 7 Ko

G ML N B[R]k A7 2R R 4k 25 |
Fto Horb, S RHLRS RIS AR EE
92.83%, HIACEHFIZS 1.45%, Lk B4
RS 0.04 A il AR EE A
717%, IRCE¥ERIEA 3.14%, tb BEANZE
JEFE®E 0.56 N E 4T R,

WUEAHIAE 3 000 Hoclh I AR
ik FIRR H BT, 3=, 614

E=Fg, 14 (&) AN, 1~3 4 H AP A R B A 2RI 264 5.28 % ,
(%)
8.00
7.50 |
7.00
6.50
6.00 |
—O— VELAN(E E) BEk
—8— |- 3ME(H3E)E
550 [ —@— 3~ SHE(ESHE)EK
=O— S4ELL LT
500 1 1 1 1 1 1 N | |
20064 20064F 20074 20074
g W= B B

BERR. FEHARRAT.

Bl 20064 sk & R B B PR R ST R R EL E



