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Executive Summary

ince Q3 2015 the performance of the Chinese economy was stable, with positive progress
Sin structural adjustments and new emerging industries, new business models, and new
growth drivers. The employment situation was stable. Consumption was making a greater
contribution to economic growth. The share of tertiary industry continued to increase. Export
growth declined whereas consumer prices picked up moderately. In general, the imbalances in
the economic structure remained serious as endogenous drivers need to be strengthened. In Q3,
GDP growth was up 6.9 percent year on year and the consumer price index was up 1.7 percent

year on year.

Since Q3, in accordance with the decisions and overall arrangements of the Party Central
Committee and the State Council, the PBC has continued its sound monetary policy, furthered
market-based reforms of the financial market, made efforts to clear up the monetary-policy
transmission mechanism, and improved the efficiency of allocations of financial resources.
First, a variety of instruments, including open-market operations, medium-term facilities, and
a general reduction in the deposit reserve requirement ratio, were used to adjust the liquidity
in the banking system. In general, liquidity in the system remained adequate. Second, the
benchmark interest rate of RMB deposits and lending as well as the interest rate of open market
repo operations were reduced to guide the downward movement of market interest rates
and to maintain the real interest rate at a stable level. The monetary environment remained
sound and neutral due to the use of quantitative and pricing instruments. Third, management
of desirability lending was improved, targeted deposit reserve requirement ratio reduction
was applied, and the pilot program of central bank lending with credit assets as collateral
was expanded. The credit policy supporting central bank lending, central bank discounts,
and pledged supplementary lending was used.to guide financial institutions to provide more
support to small and micro enterprises, agricultural-related sectors, the reconstruction of
shantytowns, and other key areas and weak links in the economy. The financial-market reform
was furthered to support economic development and to enable the market to play a decisive
role in resource allocations and to further improve the monetary-policy framework. The upper
limit of the floating band of deposit rates was removed and the quote mechanism for the central
parity rate of the RMB against the US dollar was improved. The time-point assessment of the

reserve requirement ratio was replaced by a review of the average level during the assessment
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period. Measures were taken to enable policy banks and development financial institutions
to raise more capital. Capital account convertibility made step-by-step progress and in line
with this progress the macro-prudential regulatory framework was improved. The China
International Payment System (Phase I), that is, the RMB's cross-border payment system, began
operations to provide clearing and settlement services for the cross-border and offshore RMB

business of financial institutions at home and abroad.

The effects of the sound rﬁonetary policy continued to unfold. Liquidity in the banking system
was adequate and the growth of money and credit was stable and fairly rapid. Interest rates
declined notably. The RMB exchange rate was more flexible. At the end of September 2015,
outstanding M2 was up 13.1 percent year on year, an acceleration of 1.3 percentage points from
the end of June. Outstanding RMB loans were up 15.4 percent year on year, an acceleration of
2.0 percentage points from the end of June, registering an increase of RMB9.9 trillion yuan from
the beginning of 2015, RMB2.3 trillion yuan more than the increase during the corresponding
period of the last year. The stock volume of all-system financing aggregates grew by 12.5 percent
year on year, an acceleration of 0.6 percentage point from the end of June. In September, the
weighted average loan interest rate offered to non-financial enterprises and other sectors was
5.7 percent, a decline of 0.35 percentage point from June and a decline of 1.08 percentage points
from December of last year. At the end of September, the central parity of the RMB against the
US dollar was RMB6.3613 yuan per dollar.

In general, the performance of the global economy was still weak and there was a trend of
differentiation, with numerous uncertainties, tepid growth of trade, and more turbulence in
the financial markets. Against the background of a global readjustment, the Chinese economy
has entered a state of a new normal, facing both structural and cyclical problems. The major
challenge is to address the structural problems and to transform the growth model. In the short
run, there will be downward pressures. Yet structural adjustments and reforms will inject new
vitality for growth in the medium and long run and the economy is expected to be on a path of
higher quality and more sustainable growth. It is desirable to achieve breakthroughs in terms of
structural adjustments, transformation of the growth model and reform, and a combination of
the top-level institutional design with grassroots innovations, nurturing and strengthening of

new growth points and expanding the space for the effective allocation of financial resources.

Going forward, the PBC will follow the strategic arrangements of the CPC Central Committee

and the State Council, continue to seek progress while maintaining stability, take initiatives to
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adapt to the new normal, continue its sound monetary policy, and maintain the stability and
continuity of a policy stance that is neither too tight nor too loose. When necessary, there will
be preemptive adjustments and fine-tuning measures to prevent a decline in aggregate demand
for structural adjustments and to avoid an excessive liquidity supply that might prevent market
clearing, so that a neutral and appropriate monetary and financial environment will be created
for structural adjustments and transformations and for the upgrading of the economy. A variety
of quantitative and price-based monetary instruments will be used, macro-prudential regulation
will be enhanced and improved, and the policy mix will be optimized to keep liquidity at
adequate levels and to achieve the proper growth of money, credit, and all-system financing
aggregates. The fundamental principle of having the financial sector serve the real economy will
be followed to activate the stock of credit assets and to optimize the increment for the purpose
of improving the financing and credit structure. Numerous measures will be adopted to address
the symptoms and root causes and to reduce the financing costs of the real economy. Moreover,
there will be an increased focus on reform and innovation. Reform measures will be combined
with adjustments and the conduct of monetary policy will be integrated with measures to
deepen the reform so as to enable the market to play a decisive role in resource allocations. In
view of the financial deepening and innovations, the approach to monetary-policy conduct will
be improved, including measures to guide expectations, to step up price-based adjustments and
the transmission mechanism, and to smooth out the channels for monetary-policy transmission
in order to improve the efficiency of the financial system and services to the real sector. A variety
of measures will be adopted to maintain financial stability and to hold on to the bottom line so

that neither systemic nor regional financial risks will be allowed to emerge.
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