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Executive Summary

In Q3 2010, the Chinese economy developed in the direction as intended by the macroeconomic
management policies and the momentum for stable and fairly rapid growth became stronger.
Consumption continued to grow rapidly and steadily, the investment structure improved, and
external trade recovered further. The contributions of consumption, investment, and exports to
economic growth were more balanced. Agricultural sector performance was stable, and sales
and production of the manufacturing industries was good. In the first nine months of 2010, the
Gross Domestic Product (GDP) registered RMB 26.9 trillion yuan, up 10.6 percent year on year,
and GDP growth in Q3 was 9.6 percent year on year. The Consumer Price Index (CPI) rose year

on year by 2.9 percent in the first nine months and by 3.5 percent in Q3.

In accordance with the overall arrangements of the State Council, the People’s Bank of China
(PBC) continued a relatively loose monetary policy, focused on making more targeted, flexible,
and effective policies, strengthened liquidity management in the banking system, raised
benchmark deposit and lending rates, and guided financial institutions to properly manage the
aggregate, pace, and structure of credit provisions. The PBC further promoted the RMB exchange
rate regime reform and improved foreign exchange administration to contribute to the stable
and healthy development of the economy. In general, the performance of the financial sector
was sound and the flexibility of the RMB exchange rate was further strengthened. At end-
September, the growth of money and credit rebounded slightly.

At the end of September 2010, broad money supply M2 recorded RMB 69.6 trillion yuan, up
19.0 percent year on year, representing an acceleration of 0.5 percentage point from the end of
June. Narrow money supply M1 stood at RMB 24.4 trillion yuan, up 20.9 percent from the same
period of the last year, a deceleration of 3.7 percentage points from the end of June. Deposits at
financial institutions expanded rapidly, with RMB and foreign currency deposits at financial
institutions increasing by 19.8 percent year on year at the end of September, representing an
acceleration of 1.2 percentage points from the end of June. Growth of lending by financial
institutions accelerated. At end-September, RMB loans were up 18.5 percent year on year, an
acceleration of 0.3 percentage point from the end of June, or an increase of RMB 6.3 trillion yuan
from the beginning of 2010, representing a deceleration of RMB 2.4 trillion yuan year on year.
Lending rates offered by financial institutions went up slightly, with the weighted average lending
rate for non-financial enterprises and other sectors standing at 5.59 percent in September, up
0.02 percentage point from June. At end-September, the central parity of the RMB against the
US dollar registered RMB 6.7011 yuan, an appreciation of 1.89 percent and 1.90 percent from
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June 19, 2010 and the end of 2009 respectively.

Going forward, the economy is expected to continue its momentum of stable and fairly rapid
growth. The worst of the financial crisis is over and the global economy will continue its tepid
recovery. In China the ongoing upgrading of consumption and urbanization provide a strong
basis for sustainable economic growth. However, it is worth noting that uncertain factors will
emerge from time to time in the world economy and as the recovery of the advanced economies
has slowed, monetary conditions will remain loose. Some fast-growing emerging economies
must address inflation and capital inflow pressures. At home, the recovery of domestic demand
is not evenly based, private investment and endogenous growth drivers need to be reinforced,
and the tasks of expanding consumption, improving income distribution, and restructuring the
economy remain daunting. Given the significant uncertainties in price movements, it is necessary

to strengthen management of inflation expectations.

The PBC will continue to follow the scientific outlook on development and implement the
relatively loose monetary policy in line with the overall arrangements of the State Council. It will
properly manage the intensity, pace, and focus of its policies and make policies better targeted
and more flexible while also maintaining policy consistency and stability. It will continue to
gradually bring monetary conditions back to a normal state in light of new developments. Efforts
will be made to strike a balance between supporting sound and relatively rapid growth,
restructuring the economy, and managing inflationary expectations. The PBC will employ a
variety of policy tools to enhance liquidity management so as to maintain proper growth of
money and credit and to optimize the credit structure, to keep general price levels stable, to
strengthen the sustainability of financial support to economic development, and to make sure
that the financial system performs in a sound manner. Moreover, the PBC will advance the
market-based interest rate reform and the reform of the RMB exchange rate regime to promote
the healthy development of the financial market. In addition, it will enhance the role of the
market in allocating resources, improve policy coordination, optimize the policy mix, make full
use of flexible market-based measures, and facilitate institutional reform and economic structural
adjustments to contribute to a shift in the growth model and to stronger endogenous forces for
economic development.
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