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Executive Summary

From the start of the third quarter of 2016, positive changes accumulated in the Chinese economy amidst stable performance. Consumption grew steadily, the moderate growth of investment gradually stabilized, the decline in the growth of imports and exports decelerated, corporate profits improved, job creation in urban areas exceeded expectations, consumer prices increased modestly, and producer prices rebounded rapidly. In the third quarter, GDP grew by 6.7 percent year on year, and the Consumer Price Index (CPI) was up 1.7 percent year on year.  
Since the beginning of the third quarter, the PBC has continued to implement a sound monetary policy amidst efforts to maintain policy flexibility and appropriateness, and it has paid due attention to stabilizing market expectations, with a view to creating favorable monetary and financial environments for growth and supply-side structural reforms. Maturities of open market operations were diversified; a “double-averaging” method was used to assess the level of the commercial banks’ reserve requirement; while making good use of the Standing Lending Facility (SLF) and the Pledged Supplementary Lending (PSL) facility, the Medium-term Lending Facility (MLF) was used monthly on a regular basis. The role of window guidance and credit policies in signaling and guiding the credit mix was strengthened to better support economic structural adjustment, transformation, and upgrading, and to reinforce support to priority areas and weak links in the economy. At the same time, a macro-prudential assessment (MPA) was conducted to guide the behavior of financial institutions in seven dimensions, such as the capital and leverage ratio. The real estate market was regulated based on the principle of tailoring policies to local circumstances and macro-prudential management of housing financing was strengthened. The market-based interest-rate and exchange-rate reforms continued to advance. The USD/RMB central parity mechanism, featuring “previous close + movements of a basket of currencies,” functioned well, and expectations regarding the RMB exchange rate were generally well anchored. Technical preparations for the RMB’s entry into the Special Drawing Rights (SDR) basket were successfully completed, and the new SDR basket including the RMB became effective on October 1, 2016. 
The sound monetary policy has produced fairly good results. Liquidity in the banking system has remained reasonable and sufficient, the growth of money, credit, and all-system financing aggregates has been steady and relatively rapid, interest rates have remained at a low level, and the RMB exchange rate has become more flexible. At the end of September 2016, outstanding M2 was up 11.5 percent year on year. The outstanding volume of RMB loans was up 13.0 percent year on year, registering an increase of RMB 10.16 trillion from the beginning of 2016 and RMB 255.8 billion more than the growth in September 2015. The stock volume of all-system financing aggregates grew by 12.5 percent year on year. In September, the weighted average interest rate on loans offered to non-financial enterprises and other sectors was 5.22 percent, a decline of 0.05 percentage point from the level in December 2015. At the end of September 2016, the CFETS RMB exchange rate index was 94.07, and the central parity of the RMB against the US dollar was 6.6778 RMB per dollar.

The global economy is currently still undergoing substantial adjustments, featuring a tepid recovery, rising trade protectionism, and growing risks of geopolitical conflicts. Domestically, with implementation of the supply-side structural reforms, ongoing efforts to streamline administration and to delegate powers to lower levels, and innovation-driven strategies, progress has been made to reduce capacity and to cut inventories, and corporate leverage has begun to stabilize, corporate efficiency has improved, and the new economy, new industries, and new business models have developed rapidly. Yet the economy still heavily relies on the real estate sector and infrastructure investments, private investments remain weak, and bottlenecks in some areas are yet to be addressed. These have constrained growth potentials, and it has become increasingly challenging to strike a balance between stabilizing growth and preventing bubbles. Measures should be taken to reasonably expand aggregate demand, while unswervingly pursuing supply-side structural reforms. Efforts will be made to earnestly carry out the five major tasks of removing excess capacity, reducing inventories, deleveraging, reducing costs, and shoring up weak spots, to promote development of the new type of urbanization, to deepen the SOE reforms, to promote development of the non-public sector, to improve the incentive mechanism for financial institutions so as to improve the efficiency of resource allocations through effective market competition.   
Going forward, the PBC will continue to follow the overall arrangements of the CPC Central Committee and the State Council, press ahead with the reform and opening up, adhere to the guideline of seeking progress while maintaining stability, and maintain policy continuity and stability. The PBC will continue to implement a sound monetary policy, maintain flexibility and suitability, and adopt fine-tunings and preemptive adjustments when necessary to make policy measures better targeted and more effective in order to manage aggregate demand that will be appropriate for the ongoing supply-side structural reforms, and to provide proper monetary and financial environments for structural reforms. While maintaining reasonable and adequate liquidity, efforts will be made to contain asset bubbles and to prevent economic and financial risks. In the meantime, there will be an increased focus on reform and innovation and more measures will be adopted to integrate the reforms and macroeconomic management, to combine monetary policy conduct with the deepening of the reforms, and to enable the market to play a decisive role in resource allocations. In view of the financial deepening and innovations, the conduct of monetary policy will be further improved by enhancing price-based adjustments and improving the transmission of monetary policy to the real economy. Efforts will be reinforced to solve prominent problems in the economy and in the financial system and to enhance the ability and efficiency of the financial system to serve the real economy. The macro-prudential policy framework will be improved to safeguard the bottom line of preventing systemic financial risks.
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Part 1 Money and Credit Analysis
In the third quarter of 2016, liquidity in the banking sector was generally sufficient, with money, credit, and all-system financing aggregates growing steadily and relatively rapidly. Interest rates were at a low level, and the RMB exchange rate became more flexible. 
Monetary aggregates grew steadily
At the end of September, outstanding M2 stood at RMB 151.6 trillion, up 11.5 percent year on year and representing a deceleration of 0.3 percentage point from end-June. Growth of M2 slowed down slightly, largely due to the base effect as M2 increased in July and August 2015 as a result of dealing with the stock market turbulence. M2 growth did not slow down when this effect was removed.

At the end of September, outstanding M1 stood at RMB 45.4 trillion, up 24.7 percent year on year and representing an acceleration of 0.1 percentage point from end-June. The relatively higher growth of M1 was due to numerous factors. First, medium-term and long-term interest rates declined, thus lowering the opportunity costs for companies to hold demand deposits. Second, buoyant asset markets (e.g., the real estate market) pushed up transaction demands for money. Third, the local government debt swap temporarily left some of the funds in the system. From the start of the third quarter, M1 growth gradually declined month by month, and by the end of the third quarter it was 0.7 percentage point below the year’s peak in July. The gap between M1 and M2 also narrowed.

Figure 1 Growth of Money Supply
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Source: PBC. 
At the end of September, M0 was growing by 6.6 percent year on year to RMB 6.5 trillion, decelerating by 0.6 percentage point from end-June. On a net basis, during the first three quarters the central bank pumped RMB 185.2 billion into the economy, an acceleration of 108.9 billion year on year. 
At end-September, outstanding base money registered RMB 29.1 trillion, up by 2.4 percent year on year and representing an acceleration of 3.7 percentage points from end-June. This was RMB 1 trillion more than that at the beginning of the year, an increase of RMB 2.7 trillion from the same period of the last year. The change in base money was related to the change in the way the central bank provided liquidity. During the first three quarters of 2015, it mainly relied on lowering the deposit reserve requirement ratio to provide liquidity, whereas during the same period in 2016, it mainly depended on open market operations (i.e., repo, the medium-term lending facility, and pledged supplementary lending) to provide liquidity. At the end of September, the money multiplier stood at 5.22, an increase of 0.06 from end-June. The excess reserve requirement ratio of financial institutions was 1.7 percent and that of rural credit cooperatives was 7.9 percent. 
Deposits in financial institutions generally grew at a steady pace 

At end-September, outstanding deposits of domestic and foreign currencies in all financial institutions posted RMB 153 trillion, up 10.9 percent year on year and representing an acceleration of 0.2 percentage point from end-June. This was an increase of RMB 13.2 trillion from the beginning of the year and RMB 234.1 billion less than the increase during the same period of the last year. Outstanding RMB deposits registered RMB 148.5 trillion, up 11.1 percent year on year and representing an acceleration of 0.2 percentage point from end-June. This was an increase of RMB 12.8 trillion from the beginning of the year and a deceleration of RMB 188.9 billion year on year. Outstanding deposits in foreign currencies registered USD 665.2 billion. This was an increase of USD 37.8 billion from the beginning of the year and a deceleration of USD 3.9 billion year on year. 
In terms of the maturities of RMB deposits, the trend toward demand deposits continued. In the first three quarters, demand deposits constituted 42.6 percent of the new deposits from the household sector and the non-financial corporate sector, up 19 percentage points from the same period of the last year. Broken down by sectors, the additional increase was evident in non-financial corporate deposits, registering an acceleration of RMB 2.3 trillion during the first three quarters as compared with the same period of the last year. Among the increase, the growth of demand deposits of non-financial enterprises accelerated by RMB 1.5 trillion year on year. There was a relatively large deceleration in the growth of deposits from non-bank financial institutions, as shown in the deceleration of RMB 4.3 trillion year on year. In particular, there was a deceleration of RMB 3.2 trillion in the growth of deposits for the purpose of securities transactions or settlements year on year, whereas growth of deposits for special purpose vehicles slowed down by RMB 1.6 trillion year on year.

Table 1 Structure of RMB Deposits, Q1-Q3, 2016
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III. Loans of financial institutions registered steady and relatively rapid growth

At end-September, outstanding loans in domestic and foreign currencies of all financial institutions posted RMB 109.5 trillion, up 12 percent year on year and representing a deceleration of 1 percentage point from end-June. This was an increase of RMB 10.1 trillion from the beginning of the year and on par with the figure in the same period of the last year. Outstanding RMB loans stood at RMB 104.1 trillion, a growth of 13 percent year on year and a deceleration of 1.3 percentage points from end-June. This was an increase of RMB 10.2 trillion from the beginning of the year and an acceleration of RMB 255.8 billion year on year. Loans in foreign currencies declined. At end-September, outstanding loans in foreign currencies of financial institutions registered USD 804.5 billion, a decline of USD 25.9 billion from the beginning of the year and a deceleration of USD 29.6 billion from the same period of the last year.

In terms of maturities, the proportion of medium- and long-term RMB loans increased further. During the first three quarters, these loans increased by RMB 7.4 trillion from the beginning of the year, an acceleration of RMB 2.2 trillion year on year. The share of new medium- and long-term RMB loans in total new loans was 73.3 percent, up 20.4 percent over the same period of the last year. There was an obvious deceleration in loans extended to certain industries suffering from overcapacity. Broken down by sectors, supported by the relatively large increase in individual home mortgage loans, loans to the household sector grew relatively rapidly. During the first three quarters, individual home mortgage loans grew by RMB 3.6 trillion, an acceleration of RMB 1.8 trillion year on year, with the growth rate reaching 34.9 percent by end-September. The rapid growth was directly driven by the continued brisk trading on the housing market since the beginning of 2016, while the asset allocation decisions of financial institutions and households also played a role. Loans to non-financial enterprises and government departments and organizations were heavily influenced by certain factors. These loans increased by RMB 5.3 trillion in the first three quarters, a deceleration of RMB 711.4 billion year on year. However, financial institutions actually provided more financial support to enterprises than the level shown by the data on bank loans to the corporate sector. On the one hand, since the beginning of 2016 there have been a large amount of local government debt swaps and more efforts have been made to write off and resolve non-performing assets. According to incomplete statistics, during the first three quarters, more than RMB 1.3 trillion of local government debt held by large and medium-sized banks was swapped into bonds underwritten by designated banks. This reduced the outstanding loans and resulted in an obvious underestimation of new loans to enterprises. On the other hand, direct financing, for example through bond and equity financing, increasingly took over the role of enterprise loans. Broken down by the type of institutions, Chinese-funded small- and medium-sized banks saw a more rapid acceleration in loans on a year-on-year basis.

	Table 2 Structure of RMB Loans, 2016 Q1-Q3


	
	
	
	
	Unit: 100 million yuan

	　
	Outstanding amount at the end of September
	Yoy growth
	Increase from the beginning of the year
	Change of increase  from the same period of the last year

	RMB loans
	1041138
	13.0%
	101594
	2558

	Loans to household
	317526
	21.4%
	47218
	17195

	Loans to non-financial corporate, organizations and groups
	710199
	10.3%
	52661
	-7114

	Loans to non-banking financial institutions
	9652
	-24.6%
	1112
	-6917

	Overseas loans
	3761
	10.9%
	603
	-606


Source: The People’s Bank of China. 
Table 3 New RMB Loans of Financial Institutions, Q1 to Q3, 2016

     Unit: 100 million

	
	New loans
	Acceleration 
	Acceleration 

	Chinese-funded large-sized 
banks ①
	42323
	-6174
	2,211

	Chinese-funded small- and
medium-sized banks(
	56912
	9614
	4,596

	Small-sized rural financial 
institutions③
	11254
	-959
	1,780

	Foreign-funded 
financial institutions 
	81
	-208
	-391


Notes: ① Chinese-funded large-sized banks refer to banks with assets (both in domestic and foreign currencies) of RMB 2 trillion or more (according to the amount of total assets in both domestic and foreign currencies at end-2008). 

② Chinese-funded small- and medium-sized banks refer to banks with total assets (both in domestic and foreign currencies) of less than RMB 2 trillion (according to the amount of total assets in both domestic and foreign currencies at end-2008). 

③ Small-sized rural financial institutions include rural commercial banks, rural cooperative banks, and rural credit cooperatives. 

Source: People’s Bank of China.
IV. All-system financing aggregates grew at a reasonable pace, with an increasing proportion of direct financing
According to preliminary statistics, at end-September stocks of all-system financing aggregates reached RMB 151.51 trillion, up 12.5 percent year on year and representing an acceleration of 0.1 percentage point from end-June. During the first three quarters, incremental all-system financing aggregates reached RMB 13.47 trillion, RMB 1.46 trillion more than that during the same period of the last year. The increase in the first three quarters reveals the following four factors. First, the proportion of bond and equity financing by enterprises increased. In the first three quarters, non-financial enterprises raised RMB 3.57 trillion through domestic bond and stock placements, RMB 1.11 trillion more than that during the same period of the last year and accounting for 26.5 percent of the incremental all-system financing aggregates, 6.1 percentage points more than that during the same period of the last year. The higher proportion of bond and equity financing improved the financing structure of enterprises, helped shorten the financing chain, lowered funding costs, and provided better support to the real economy. Second, the proportion of entrusted loans and trust loans increased. During the first three quarters, these loans registered RMB 1.99 trillion, an acceleration of RMB 927.2 billion. They constituted 14.8 percent of the all-system financing aggregates during the same period, 5.9 percentage points more than that during the same period of the last year. Third, the proportion of loans denominated in both RMB and foreign currencies to the real economy declined. Nevertheless, considering factors, such as local government debt swaps, write-offs of non-performing assets, loan collections for the issuance of new loans, and corporate direct financing, support from banks to the real economy was not weakened. Fourth, there was a relatively large decline in the proportion of undiscounted bankers’ bills of acceptance.

Table 4 Stocks of All-System Financing Aggregates, End-September 2016

	
	
	
	
	
	
	Unit: RMB 1 trillion

 % 

	
	All-system financing aggregates ①
	Of which:

	
	
	RMB loans 
	Foreign- currency denominated (RMB equivalent)
	Entrusted loans
	Trust loans 
	Undiscounted bankers’ acceptances 
	Enterprise bonds
	Financing by domestic institutions via domestic stock markets

	End-Sept. 2016 ② 
	151.51
	102.75
	2.63
	12.52
	5.93
	3.80
	17.31
	5.49

	Year-on-year change
	12.5
	13.6
	-21.0
	21.0
	9.8
	-39.8
	28.5
	27.6


Notes: ① The stock of all-system financing aggregates refer to the outstanding total volume of financing provided by the financial system to the real economy (the non-financial corporate sectors and the household sectors in the domestic market) at the end of a certain period of time.
② Data for the current period are preliminary. Stocks are based on the book value or the face value. The year-on-year change is annualized and based on comparable data. 
Sources: People’s Bank of China, National Development and Reform Commission, China Securities Regulatory Commission, China Insurance Regulatory Commission, China Government Securities Depository Trust & Clearing Co., Ltd., National Association of Financial Market Institutional Investors, and so forth.

Table 5 Increments in All-system Financing Aggregates, Q1 to Q3 of 2016
	
	
	
	
	
	
	Unit: RMB 100 million 

	
	Incremental All-system financing aggregates ①
	Of which:

	
	
	RMB loans 
	Foreign- currency

denominated (RMB equivalent)
	Entrusted loans
	Trust loans 
	Undiscounted bankers’ acceptances 
	Enterprise bonds
	Financing by domestic institutions via the domestic stock markets

	Q1-Q3, 2016 ② 
	134663
	99956
	-4606
	15124
	4795
	-20492
	26060
	9602

	Year-on-year change
	14563
	10033
	-1946
	5043
	4229
	-14620
	6916
	4219


Notes: ① An increment in the all-system financing aggregates refers to the total volume of financing provided by the financial system to the real economy (the non-financial corporate sector and the household sector in the domestic market) during a certain period of time.
② Data for the current period are preliminary. 
Sources: People’s Bank of China, National Development and Reform Commission, China Securities Regulatory Commission, China Insurance Regulatory Commission, China Government Securities Depository Trust & Clearing Co., Ltd., National Association of Financial Market Institutional Investors, and so forth. 
V. Interest rates on deposits and loans of financial institutions remained basically stable

In September, the weighted average interest-rate loan offered to non-financial companies and other sectors was 5.22 percent, down 0.04 percentage point from June. In particular, the weighted average interest rate on ordinary loans posted 5.65 percent and the weighted average bill financing rate was 3.05 percent. The weighted average interest rate on home mortgage loans posted 4.52 percent, down 0.03 percentage point from June.
The share of loans with interest rates below, at, or above the benchmark rates remained generally stable. In September, the share of loans with interest rates lower than the benchmark rate was 21.43 percent, down 2.63 percentage points from June, whereas the share of loans with interest rates offered at the benchmark rate was 18.19 percent, up 0.39 percentage point from June, and loans offered with interest rates above the benchmark rate accounted for 60.38 percent of the total, up 2.24 percentage points from June. 
Table 6 Shares of Loans with Rates At, Above, or Below the Benchmark Rate, January through September 2016

	
	
	
	
	
	
	
	
	Unit: %

	Month 
	Lower than the benchmark 
	At the benchmark 
	Higher than the benchmark 

	
	
	
	Sub-total
	(1，1.1]
	(1.1，1.3]
	(1.3，1.5]
	(1.5，2.0]
	2.0以上

	January 
	19.56 
	17.16 
	63.28 
	15.71 
	18.44 
	10.39 
	11.39 
	7.35 

	February
	21.92 
	16.92 
	61.16 
	15.06 
	17.08 
	9.55 
	11.71 
	7.76 

	March
	20.82 
	17.60 
	61.58 
	14.54 
	17.06 
	10.19 
	11.92 
	7.87 

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


Source: People’s Bank of China. 
Table 7 Average Interest Rates of Large-value Deposits and Loans Denominated in US Dollars, January through September 2016

	Unit: %

	Month
	Large-value deposits
	Loans

	
	Demand deposits 
	Within 3 months
	3–6 months (including 3 months)
	6–12 months  (including 6 months)
	1 year 
	More than 1 year
	Within  3 months 
	3–6 months (including 3 months)
	6–12 months  (including 6 months)
	1 year 
	More than 1 year

	January 
	0.24 
	0.65 
	1.20 
	1.37 
	1.64 
	1.55 
	1.50 
	2.15 
	1.94 
	2.07 
	3.30 

	February
	0.22 
	0.62 
	1.11 
	1.25 
	1.44 
	1.40 
	1.47 
	1.99 
	1.84 
	1.99 
	4.14 

	March
	0.20 
	0.68 
	1.13 
	1.27 
	1.50 
	1.60 
	1.48 
	1.85 
	3.08 
	2.28 
	3.32

	
	
	
	
	
	
	
	
	
	
	
	


Source: People’s Bank of China.
The deposit and lending rates of foreign currencies increased broadly from their June level due to the volatility in interest rates in international markets and the changes in supply and demand for foreign currencies on the domestic market. In September, the weighted average interest rate of large-value US dollar demand deposits and large-value US dollar deposits with maturities within 3 months registered 0.18 percent and 0.69 percent respectively, on par with and up 0.02 percentage point respectively from June. The weighted average interest rates of US dollar loans with maturities within 3 months and of US dollar loans with maturities between 3 and 6 months (including 3 months) posted 1.78 percent and 2.11 percent respectively, up 0.16 and 0.27 percentage point respectively from June. 
VI. RMB exchange rate flexibility strengthened in both directions 

In the third quarter, the RMB exchange rate depreciated slightly against the US dollar, experiencing marked two-way fluctuations and exhibiting improved flexibility, and exchange-rate expectations remained generally well anchored. As of end-September, the CFETS RMB exchange rate index closed at 94.07, depreciating by 1.00 percent from end-June; the RMB exchange rate index based on the Bank for International Settlements (BIS) basket and the RMB exchange rate index based on the SDR basket closed at 94.75 and 95.05 respectively, depreciating by 1.40 percent and 0.74 percent respectively from end-June. According to calculations by the BIS, during the third quarter of 2016 the NEER and REER of the RMB depreciated by 2.13 percent and 1.45 percent respectively; from the RMB exchange-rate regime reform in 2005 to September 2016, the NEER and REER of the RMB appreciated by 35.48 percent and 45.20 percent respectively. 

At end-September, the central parity of the RMB against the USD was 6.6778, a depreciation of 466 basis points, or 0.70 percent, from end-June. From the reform of the RMB exchange-rate regime in 2005 to end-September 2016, the RMB gained 23.94 percent against the USD. The central parities of the RMB against the euro and the Japanese yen were 7.4880 per euro and 6.6012 per 100 yen, depreciations of 1.51 percent and 2.30 percent from end-June respectively. From the reform of the RMB exchange-rate regime in 2005 to end-September 2016, the RMB gained 33.74 percent against the euro and 10.68 percent against the Japanese yen. 

VII. Cross-border RMB Receipt and Payment Volume fell in year-on-year terms

During the first three quarters of 2016, cross-border receipts and payments in RMB totaled RMB 7.48 trillion, a decrease of 16 percent year on year. In particular, RMB receipts and payments registered RMB 2.89 trillion and RMB 4.59 trillion respectively, resulting in a net outflow of RMB 1.7 trillion and a receipt-to-payment ratio of 1:1.59. RMB cross-border receipts and payments under the current account posted RMB 4.03 trillion, down 26.3 percent year on year. In particular, settlements of trade in goods registered RMB 3.18 trillion, whereas settlements of trade in services and other items under the current account registered RMB 849.63 billion. Cross-border RMB receipts and payments under the capital account totaled RMB 3.45 trillion, an increase of 0.2 percent year on year. 
Figure 2 Monthly RMB Payments and Receipts in Current Account
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Source: People’s Bank of China. 
Part II Monetary Policy Operations
Since the beginning of Q3, the domestic and overseas economic and financial situations remained complicated. There were positive changes in the domestic economy, with rapidly-growing housing prices in some cities and mild growth in the CPI. In accordance with the overall arrangements of the Central Committee of the Communist Party of China (CPC) and the State Council, the PBC continued its sound monetary policy, with initiatives to adapt to the new normal and to encourage growth on the basis of maintaining stability. The PBC has maintained both flexibility and appropriateness in its monetary policy in accordance with the development and changes in the economic and financial situations with an emphasis on stabilizing market expectations, and has created favorable monetary and financial environments for stabilizing growth and implementing supply-side structural reforms.

I. Flexible open market operations

Since the third quarter, the volatility of liquidity demand and supply has increased in the banking system, affected by the intensive issuances of local government bonds, fiscal revenue and tax collection, and the decrease RMB equivalent of foreign exchange purchase. Taking into account the need for adjustments and controls, the liquidity situation, and market demand, the PBC has diversified the product mix under the daily OMO mechanism. With a focus on 7-day repos, the PBC flexibly conducted 14-day and 28-day repos, and promoted stability while keeping liquidity reasonably sufficient to smooth out the short-term liquidity fluctuations caused by seasonal factors and to keep money-market rate stable. In Q3, the PBC injected a total of RMB 5.93 trillion through repos and recycled RMB 5.865 trillion upon the maturity of repos, with a net injection of RMB 65 billion.

In order to guide market expectations and release interest-rate signals, the PBC has maintained interest rates on 7-day repos at around 2.25 percent since the third quarter, while the 14-day and 28-day repos have been maintained at around 2.40 percent and 2.55 percent respectively, which is five bps lower than that during the Spring Festival period. The interest rates on 7-day repos with rate securities as pledges (DR007) for deposit-taking institutions in the inter-bank market were stable around the interest rates on 7-day repos in the open market and elasticity has been enhanced since September, reflecting the fundamentals in the economy, the trend of seasonal changes, as well as the liquidity risk premium. DR007 can lower the credit risks of counterparties and mitigate the disturbance of collateral quality on the pricing of interest rates, better reflect the situation of banking liquidity, and play a positive role in fostering market benchmark interest rates.

Box 1 OMO Products Were Diversified
Since 2016, the PBC has further improved the OMOs. Taking into account seasonal changes in liquidity and market demand, the PBC introduced 14-day and 28-day repos in late August and mid-September, while the daily OMOs still focus on 7-day repos, conducting flexible and mixed operations and achieving certain effects in maintaining appropriate liquidity in the banking system and improving the maturity structures of market demand and supply.

First, to meet the demand for a maturity match of financial institutions in liquidity and an increase in market stability: The asset and liability management of financial institutions will generate demand for liquidity of different maturities, most of which will be met through market financing. In cases of increased volatility or unbalanced demand and supply, the PBC's OMOs could play a role in bridging marginal surpluses and deficits. Since 2016, affected by factors including fiscal revenues and expenditures, the issuance of local governmental bonds and convertible bonds, as well as capital flows, changes in the liquidity in the banking system have been more complicated. Against this background, the PBC provided more choices to the market by introducing 14-day and 28-day repos, promoted financial institutions to improve their liquidity management, and adjusted the maturity structure of their assets and liabilities, therefore improving capital stability in the banking system and enhancing the elasticity of the money market against liquidity volatility.

Second, to mitigate the shocks of seasonal factors on the demand and supply of liquidity and to maintain smooth operations in the money market: There has been a clear trend of seasonal changes in the situation of liquidity demand and supply in the Chinese banking system, whereby money demands for longer maturities increase at the end of each quarter when enterprises pay taxes, or around holidays and festivals when there is a peak in cash injections and financial institutions increase their positions against potential liquidity volatility. Therefore, the interest rates move up in the run-up to the holidays, in the run-up and after the beginning of a season.  Through the operation of 14-day and 28-day repos at specific time points during the tax payment period, holidays, and during supervisory assessments, the PBC can timely bridge the gap between market supply and demand, ease pressures on the sustainability of short-term financing of  financial institutions, and properly reduce the maturity mismatch. This is helpful to stabilize market expectations and maintain the smooth operation of interest rates in the money market.

Third, to guide financial institutions’ financing activities and to improve the maturity structure of money-market trading: In 2016 the daily turnover in the money market exceeded RMB 4 trillion, which was four times the average daily turnover in 2014, and about 90 percent of this turnover consisted of overnight products. The underlying risks in the rapidly-growing turnover within such a short period of time and the trend of ultra-short terms require close attention. Appropriately extending the term of funding is helpful to guide commercial banks to improve liquidity management and to reasonably arrange the total volume of assets and liabilities as well as the maturity structure, so as to prevent a maturity mismatch and liquidity risks. Current monetary policy adjustments and controls have been moving from quantity-based to price-based adjustments. On the one hand, the PBC has paid more attention to stabilizing short-term interest rates, endeavoring to build an interest-rate corridor, stabilizing market expectations, and improving the transmission mechanism; on the other hand, the PBC also needs to maintain the elasticity of interest rates within a certain range to be consistent with economic performance and changes in financial markets and to allow them to play a role in adjusting and guiding prices.

Currently, 7-day repos are still the major instrument in the OMOs, supplemented by 14-day and 28-day repos to meet the needs of adjustment and market demands. Because the volume of OMOs are affected by liquidity conditions, seasonal factors, market expectations, and other factors, changes in the volume of OMOs will increase after the introduction of operations with a mixture of instruments. Therefore, more attention should be paid to interest rate levels when assessing liquidity conditions in the banking system rather than simply observing the volume of OMOs. In the future, the PBC will continue to closely monitor changes in liquidity conditions and the market environment, further improve the OMO mechanism, diversify the tools and maturities of market operations, enhance communications with the market, and continuously improve the forward-guidance, appropriateness, and effectiveness of the OMOs.

II. Standing Lending Facilities (SLFs) and Medium-term Lending Facilities (MLFs) were conducted

In order to strengthen liquidity management in the banking system and to facilitate smooth operations in the money market, the PBC conducted a total of RMB 2.25 billion in SLFs operation during the third quarter and provided sufficient short-term liquidity support to local financial institutions, whereby the SLFs played an effective role as the ceiling of the interest-rate corridor. Based on the overall liquidity in the money market, the PBC conducted a total of RMB 547.3 billion in SLFs operation during the first three quarters of the year. At the end of September, the outstanding balance of SLFs was RMB 400 million.

In order to maintain adequate liquidity in the banking system and to take into account the liquidity demand of commercial banks, the PBC conducted MLFs on a monthly basis to stabilize market expectations. During the first three quarters of the year, the PBC conducted a total of RMB 3288.5 billion in MLFs operation, and at the end of September the outstanding balance of MLFs was RMB 1906.3 billion. MLF operations have provided timely medium-term liquidity to the banking system and have become an important channel for the PBC to inject base money. In addition to providing MLFs, the PBC has also been making efforts to guide financial institutions to enhance their support to key areas and weak sectors, such as small/micro firms, and agriculture, rural areas, and farmers. The MLF rates have functioned as mid-term policy rates to guide financial institutions to reduce lending rates and financing costs to support the real economy.

III. The “double-averaging” method was implemented for reserve assessments
Since July 2016, the PBC has further reformed the reserve-assessment method and has changed the reserve base from the end-of-day deposit balances on the last day of a ten-day period to the arithmetic average during the entire ten-day-period. This is a further improvement of the reserve-assessment method after the reform in September 2015, when the assessment method was changed from a daily requirement to an arithmetic average requirement for the entire assessment period. As a result, both the calculation and the assessment of the reserves are conducted based on an averaging method, i.e., a “double-averaging” method. After the reform, liquidity management of financial institutions has been more flexible and convenient, and money-market operations have also been more stable.

IV. The macro-prudential policy framework was improved
The PBC has further improved the macro-prudential policy framework so that it can play a greater role in countercyclical adjustments. By upgrading the dynamic reserve adjustment mechanism to a macro-prudential assessment (MPA) system, the PBC guides the behavior of financial institutions in seven dimensions, including the capital and leverage ratio, assets and liabilities, liquidity, pricing activities, asset quality, foreign liability risks, and implementation of credit policies. Based on the results of the assessments during the first three quarters of the year, most of the banking financial institutions maintained sound operations and met the requirements for enhanced macro-prudential management. The PBC has been working to improve the MPA system, further enhance communications with financial institutions, guide them to enhance self-disciplinary management, and remain prudential in their operations. Along with others, the PBC is working to include off-balance-sheet wealth management businesses in the broad credit indicators of the MPA and to guide banks to enhance risk management of off–balance-sheet businesses.

V. Credit support to key areas and weak sectors in the economy
The PBC actively used credit policy supporting central-bank loans, central-bank discounts, and Pledged Supplementary Lending (PSL) to guide financial institutions to increase support to key areas and weak sectors in the economy, including small and micro firms, agriculture, rural areas, and farmers, and shantytown renovation programs. At the end of September, the outstanding balance of Central Bank Rural Supporting Loans (RSLs), Micro Enterprise Supporting Loans (MSLs), Poverty Alleviation Loans (PALs), and  discounts were RMB 191.6 billion, RMB 45.4 billion, RMB 75.8 billion, and RMB 113.8 billion respectively. As approved by the State Council, the PBC provided loans through the PSLs to the China Development Bank, the China Export-Import Bank, and the Agricultural Development Bank of China to support lending to shantytown renovation programs, major water conservancy projects, and RMB-denominated lending to overseas investment projects. Based on the progress, in the third quarter the PBC provided a total of RMB 252.6 billion in PSLs to the three banks, with an outstanding balance of RMB 1924.5 billion by the end of September. In general, all measures have played their intended roles and have met intended policy targets, guiding financial institutions to expand lending to small and micro firms, agriculture, rural areas, and farmers, and renovation programs for shantytowns, reducing the financing costs for micro-entities in the weaker sectors of the economy and improving access to affordable financing.

VI. Window guidance and credit policies for structural guidance

The PBC continued to enhance the role of window guidance and credit policies in signaling and guiding structural adjustments. It explored the positive role of monetary policies in supporting economic structural adjustment, industrial transformation and upgrading, and strengthened support to key areas and the main weak links in the economy. To support the five major tasks of removing excess capacity, reducing stocks, deleveraging, reducing costs, and shoring up weak spots, the PBC guided financial institutions to make better use of new loans and revitalize the stock of credit assets, to appropriately use central bank financial support, and to explore new models of organizational structures, collaterals, products, and services so as to allocate more credit resources to key areas and weak links to promote stable growth, structural adjustments, and the people’s livelihood. 

First, banking institutions were guided to provide comprehensive support to build China into a manufacturing power; to continue providing proper financial services for strategic industrial adjustments, infrastructure building, and reform and development in key areas (such as shantytown renovations, underground utility tunnels, ship-building, railways, logistics, and energy); to step up financial support related to retirement services, healthcare, and other service sectors; and to promote innovation in consumption-oriented credit products to meet people’s needs in the six major consumption areas.

Second, financial services for agricultural-related areas and small- and medium-sized enterprises (SMEs) have been enhanced in a concrete way. Focusing on new types of agricultural businesses, the PBC promoted innovation in financial products and services, prudently pushed forward with the pilot program of loans collateralized with contracted land and property operational rights for rural housing, encouraged SMEs to issue non-financial enterprise debt-financing instruments to raise funds, and supported eligible financial institutions to issue financial bonds to extend loans to SMEs.

Third, the PBC urged banking institutions to implement various policies to provide financial support to address overcapacity issues. It also improved the system of green finance supporting policies and develop green financing. 

Fourth, to improve financial services for coordinated regional development, the PBC continued to enhance financial support for the coordinated development of the Beijing-Tianjin-Hebei area as well as the Yangtze River Delta Economic Belt.

Fifth, the PBC continued to improve financial services related to people’s livelihood, such as poverty reduction, employment, education, minority ethnic groups, migrant workers, college graduates who have become rural officials, and so forth. It boosted financial support for mass entrepreneurship and innovation, and actively promoted IT-related financial pilot programs. The PBC made great efforts to promote the development of inclusive financing, and supported sustainable and sound economic development in poverty-stricken areas. 

Sixth, the differentiated principle was followed in rolling out city-specific policies for real estate market adjustment and step up mortgage finance macro-prudential regulation. Moreover, a mechanism to assess the effectiveness of credit policy and a credit-asset securitization program were promoted so as to encourage financial institutions to make better use of existing credit resources and to explore the securitization of non-performing assets. This will pave the way for revitalizing the stock of credit assets and for optimizing the allocation of financial resources.

VII. The market-based RMB exchange-rate regime was improved

The market-based RMB exchange-rate regime was further improved in a self-initiated, controllable, and gradual manner. Efforts were made to allow the market play a better role in the formation of the RMB exchange rate, and the double-direction elasticity of the RMB was also improved. As a result, the RMB exchange rate remained basically stable at an adaptive and equilibrium level. In the third quarter of the year, the highest and lowest central parities of the RMB against the US dollar were RMB 6.6056 and RMB 6.6971 respectively. During the 64 trading days, the RMB appreciated on 36 days and depreciated on 28 days. In the third quarter of the year, the biggest daily appreciation and the biggest daily depreciation were 0.42 percent (275 bps) and 0.66 percent (441 bps) respectively.

The market-based and basket-reference mechanism for the RMB exchange rate continued to work smoothly. During the third quarter, especially in September, the international foreign exchange market became more volatile and the US Dollar Index went up sharply as a result of improved data in the US, stronger expectation of Federal Reserve rate hike, and worries about the prospect of hard Brexit scenario, and the depreciation of Egyptian currency. Based on the CNY/USD central parity formation mechanism of “closing rate + exchange rate movements of a basket of currencies,” to some extent the RMB depreciated against the US dollar. This was a natural outcome of the change in the international exchange market. The size of RMB depreciation was moderate compared with the currencies of the emerging economies and other developed economies. The RMB remained basically stable against the currency basket. In the future, the exchange rate of the RMB will continue to function in accordance with the current mechanism. China’s fundamentals remained unchanged in areas such as the middle to high growth rate, the stable current account surplus, and the abundant foreign exchange reserves. When the RMB is officially included into the SDR basket, RMB assets held by overseas investors will play a greater role in balancing cross-border capital flows. In addition, as the trend of the US dollar exchange rate is uncertain, it is possible that the RMB exchange rate will remain stable at an adaptive and equilibrium level.

In order to facilitate bilateral trade and investment, the PBC continued to take measures to develop the direct RMB transaction market. In the third quarter of 2016, it introduced direct transactions of the RMB against the UAE dirham and against the Saudi riyal in the inter-bank foreign exchange market. Direct RMB transactions were buoyant, with an evident increase in market liquidity, which lowered the currency conversion costs for market participants. 

Table 8 The Trading Volume of the RMB against Foreign Currencies in the Inter-bank Foreign-Exchange Spot Market during the Third Quarter of 2016

Unit: RMB 100 million

	Currency
	USD
	EUR
	JPY
	HKD
	GBP
	AUD
	NZD
	SGD
	CHF
	CAD
	MYR
	RUB
	ZAR
	KRW
	AED
	SAR
	THB

	Trading volume
	96,078
	1,165
	848
	505
	172
	187
	26.9
	169
	65.4
	49.6
	9.6
	16.4
	1.8
	178
	0.25
	0.14
	0.24


Source: China Foreign Exchange Trade System.

During the third quarter of the year, under the bilateral currency swap agreements between the PBC and foreign monetary authorities, the latter utilized a total of RMB 16.589 billion and the former used foreign currencies equivalent to USD 2.385 billion. By the end of September, the outstanding RMB funds utilized by foreign monetary authorities stood at RMB 21.099 billion and the outstanding foreign currencies utilized by the PBC were equivalent to USD 1.036 billion. These swap agreements have played a positive role in promoting bilateral trade.

VIII. Deepening the reform of financial institutions

Since the establishment of the Deposit Insurance Scheme on May 1, 2015, deposits in financial institutions have maintained stable growth and the structure of deposits in large, medium, and small banks has remained unchanged. The 500,000 claim covers 99.6 percent of all depositors in financial institutions. As of end-September 2016, 3,793 banks across the country have completed the insurance procedure and paid premiums on a regular basis. Risk-based differential premiums will gradually be imposed according to the scale of deposits, the capital adequacy, the asset quality, liquidity, risk management, and the corporate governance of the financial institutions. This will be an important step to enable deposit insurance in terms of risk constraints and corrections, contributing to fair competition and to the establishment of a mechanism to reward the good and to punish the bad. 

Policy financial-institution reforms accelerated, and the recapitalizations of the China Development Bank and the Export-Import Bank of China were completed. Efforts were made in a series of reforms by the three policy banks.  These included revising their articles of incorporation, establishing and improving the arrangement of their board of directors, further strengthening their governance structures, and defining their business boundaries. These reforms further improved the capital strength and resilience of the three banks. They helped these policy development financial institutions boost their support for weak links and key areas in the economy.

Important progress was made in the pilot reform programs of the rural credit cooperatives (RCCs). Their financial strength continued to improve, agriculture-related loans consistently expanded, and ownership reforms proceeded smoothly. At end-September, the capital adequacy ratio for RCCs across the country was 11.5 percent. As reported under the five-tier classifications at end-June, the nationwide outstanding NPL ratio stood at 4.2 percent, flat compared to the end of the last year. By end-September, the deposit balance and outstanding loans of RCCs registered RMB 21 trillion and RMB 13 trillion, up 13 percent and 9 percent respectively compared to the end of the last year. The outstanding agricultural-related loans and loans to farmers were RMB 8 trillion and RMB 4 trillion respectively, up by 4 percent and 7 percent from the end of the last year; 1,138 county/municipal level RCCs with legal-person status, 1,014 rural commercial banks, and 50 rural cooperative banks were established.

IX. Deepening reform of foreign-exchange administration

Progress was made in actively streamlining the procedures for foreign-exchange administration. First, the procedures of public services for foreign-exchange administration were streamlined, innovated, and optimized, with improved quality and efficiency of foreign-exchange administration services. Second, relevant rules and regulations continued to be cleared up. The reform in terms of “deregulation, management, service” was strengthened, and the Existing Catalogue of Laws and Regulations on Foreign-Exchange Administration was updated to facilitate market participants’ understanding and use of the foreign-exchange laws and regulations.

The PBC made efforts to facilitate trade and investment. First, development of cross-border e-commerce pilot zones was encouraged. The scope of cross-border e-commerce pilot zones was expanded to twelve cities including Tianjin, which further facilitated cross-border e-commerce. Second, the review of electronic documents for foreign-exchange payments for trade in goods was better standardized. Banks were allowed to review the electronic documents of qualified enterprises to facilitate foreign-exchange payments for trade in goods. 

Efforts were made to improve capital account convertibility. First, reform measures were implemented for foreign currency management for QFIIs. The issuance of the PBC-SAFE Notice on Investments in Domestic Securities by RQFIIs improved the consistency of foreign exchange management for RQFIIs and QFIIs. Second, the opening-up of the inter-bank bond market was encouraged. A registration-based system was put in place for foreign institutional investors in the inter-bank bond market, and now over thirty overseas institutions or products have been registered with the Shanghai Head Office of the PBC.

The monitoring system for cross-border payments was further developed. First, statistical work on debts and transactions of overseas financial assets was optimized, and the Statistical Mechanism of Debts and Transactions of Overseas Financial Assets was revised. Second, tough measures were taken to punish violations of foreign-exchange laws and regulations. Special examinations in various forms were carried out to deal with illegal cross-border capital flows and foreign-exchange related crimes, especially major cases such as underground banks, in order to safeguard order in the foreign-exchange market. 

Part 3 Financial Market Analysis

In Q3 of 2016, the overall performance of financial markets was stable. The money market traded briskly and market interest rates remained basically stable. Bond issuances grew rapidly, and the yield curve of government bonds declined amidst flattening. Stock market financing expanded, and the Shanghai and Shenzhen stock indices remained basically stable. Assets in the insurance industry grew rapidly, and foreign exchange swap transactions registered rapid growth.

I. Financial market analysis

1. The money market traded briskly and market interest rates remained basically stable

Repo transactions on the inter-bank market grew rapidly, and inter-bank funding rose significantly. In the first three quarters, the cumulative turnover of bond repos reached RMB 462.3 trillion on the inter-bank market, representing an average daily turnover of RMB 2.5 trillion, an increase of 53 percent year on year and a deceleration of 39.3 percentage points from the same period of the previous year. The cumulative turnover of inter-bank borrowing reached RMB 74.5 trillion, with an average daily turnover of RMB 396.1 billion, an increase of 75.6 percent year on year, and an acceleration of 21.4 percentage points from the same period of the previous year. In terms of the maturity structure, transactions were concentrated in overnight products, as overnight repos and overnight borrowing accounted for 86.2 percent and 87.8 percent respectively of the turnovers in bond repos and inter-bank borrowing transactions, representing an acceleration of 2.7 percentage points and 5.2 percentage points from the same period of the previous year. The turnover of bond repos on the stock exchanges rose 87.2 percent year on year to reach RMB 168.6 trillion. 

In terms of financing among the financial institutions, the flow of funds displayed the following characteristics. First, Chinese-funded large banks remained net fund providers and the amount of their net lending expanded strongly. In the first three quarters, net lending by Chinese-funded large banks through repos and inter-bank lending increased by 30.3 percent year on year to RMB 179.4 trillion. Second, net borrowing by securities firms and other financial institutions increased rapidly. In the first three quarters, net borrowing by securities institutions increased by 64.6 percent year on year to RMB 53.5 trillion, and net borrowing by other financial institutions surged 92.2 percent to RMB 91.8 trillion. Third, demand for financing by Chinese-funded small- and medium-sized banks declined significantly, and insurers turned from net borrowers to net lenders. In the first three quarters of 2016, net borrowing by Chinese-funded small- and medium-sized banks decreased by 33.7 percent year on year to RMB 28.1 trillion.   

	Table 9 Fund Flows among Financial Institutions in Q1Q3 of 2016
Unit: RMB 100 million 

	　
	Repos
	Inter-bank borrowing

	
	Q1-Q3 2016
	Q1-Q3 2015
	Q1-Q3 2016
	Q1-Q3 2015

	Chinese-funded large banks①
	-1,606,002
	-1,259,771
	-188,225
	-117,287

	Chinese-funded small- and medium-sized banks②
	277,172
	458,211
	3,925
	-34,003

	Securities institutions③
	392,168
	248,820
	142,909
	76,203

	Insurance institutions④
	-5,383
	56,246
	44
	38

	Foreign-funded banks
	62,728
	72,531
	3,037
	21,471

	Other financial institutions and vehicles⑤
	879,316
	423,962
	38,310
	53,578


Notes：① Chinese-funded large banks include the Industrial and Commercial Bank of China, the Agricultural Bank of China, the Bank of China, the China Construction Bank, the China Development Bank, the Bank of Communications, and the Postal Savings Bank of China. 

② Chinese-funded small- and medium-sized banks include the China Merchants Bank and sixteen other medium-sized banks, small-sized city commercial banks, rural commercial banks, rural cooperative banks, and village and township banks. 
③ Securities institutions include securities firms and fund-management companies. 

④ Insurance institutions include insurance firms and corporate annuities. 

⑤ Other financial institutions and vehicles include urban credit cooperatives, rural credit cooperatives, finance companies, trust and investment companies, financial leasing companies, asset-management companies, social-security funds, funds, wealth management products, trust plans, and other investment vehicles. Some of these financial institutions and vehicles do not participate in the inter-bank borrowing market. 

⑥ A negative sign indicates net lending and a positive sign indicates net borrowing. 

Source: China Foreign Exchange Trade System. 

The trading volume of interest-rate swaps rose rapidly. In Q3, 19,387 deals were reached on the RMB interest-rate swap market, an increase of 18.5 percent year on year. The notional principal volume totaled RMB 2577.8 billion, an increase of 15.2 percent year on year. In terms of the maturity structure, contracts with maturities of up to one year traded most briskly and the volume of their aggregate notional principal posted RMB 2142.3 billion, accounting for 83.1 percent of the total. RMB interest- rate swaps with the 7-day fixing repo rate and the Shibor as the benchmark rates of the floating leg accounted for 86 percent and 13.9 percent of the total respectively, making the 7-day fixing repo rate and the Shibor the two major reference rates for RMB interest-rate swap transactions.

Table 10 Transactions of Interest-Rate Derivatives, Q3 2016

	
	Interest-rate swaps
	Standard interest-rate derivatives 
	Standard bond forwards

	
	Transactions (lots)
	Amount of notional principal

(RMB 100 million)
	Transactions (lots)
	Amount of notional principal

(RMB 100 million)
	Transactions (lots)
	Amount 

(RMB 100 million)

	Q3 2016
	19387
	25778.12
	0
	0
	2
	0.2

	Q3 2015
	16364
	22380.48
	235
	1688
	0
	0


Source: China Foreign Exchange Trade System. 

The certificates of deposits (CDs) market developed rapidly. By end-September, 381 financial institutions disclosed plans for inter-bank CD issuances in 2016, among which 347 institutions had completed their issuances on the inter-bank market. In the first three quarters, a total of 11,827 inter-bank CDs were issued on the inter-bank market, raising RMB 9.67 trillion. Trading volume on the secondary market totaled RMB 48.56 trillion. Issuances and trading were both priced based on the Shibor, and the correlation between the issuance interest rates and the medium- and long-end Shibor was improved. In September, the average weighted interest rate for the issuance of 3-month inter-bank CDs was 2.84 percent, which was 5 basis points higher than the 3-month Shibor. Meanwhile, the CD business made further progress. In Q1‒Q3, 12,246 CDs were issued by financial institutions, with a total volume of RMB 4.06 trillion, and the number and volume of CDs were both approximately two times as much as those in 2015. At the same time, the PBC is working actively to facilitate the transfer of CDs on the secondary market. Development of the CD market further expanded the scope of market-priced liability products, helped to build the independent pricing capability of financial institutions, and improved the market interest-rate formation and transmission mechanism.

Money-market interest rates remained generally stable and edged up in September. In September, the weighted average interest rate of inter-bank borrowing and pledged repos posted 2.25 percent and 2.28 percent respectively, representing an increase of 11 basis points and 18 basis points respectively from June. The short-end Shibor fluctuated slightly and the medium- and long-end Shibor declined. At end-September, the overnight and 7-day Shibor posted 2.33 percent and 2.48 percent respectively, an increase of 29 basis points and 9 basis points respectively from end-June. The 3-month and 1-year Shibor posted 2.8 percent and 3.03 percent, a decline of 16 basis points and 2 basis points respectively from end-June.

2. Spot bond trading was brisk and bond issuances expanded significantly, whereas coupon rates edged down

In Q1Q3, the volume of spot bond trading on the inter-bank market posted RMB 93.5 trillion, representing an average daily turnover of RMB 497.6 billion and an increase of 61 percent year on year. In terms of trading entities, Chinese-funded small- and medium-sized banks and securities institutions were primarily net bond sellers, with total net spot bond sales of RMB 3.7 trillion in Q3; other financial institutions were primarily net bond buyers, with total net spot bond purchases of RMB 3.4 trillion. In terms of trading products, in Q1Q3 a total of RMB 10.5 trillion of spot government securities was traded, accounting for 11.3 percent of the total spot bond transactions on the inter-bank market; the turnover of spot financial bonds and corporate debenture bonds was RMB 55.7 trillion and RMB 27.1 trillion respectively, accounting for 59.5 percent and 28.9 percent respectively of the total spot bond transactions on the inter-bank market. The volume of spot bond trading on the stock exchanges totaled RMB 3.7 trillion, an increase of 43.8 percent year on year.

Bond indices on the inter-bank markets climbed slightly. The China Bond Composite Index (net price) rose from 104.17 points by end-June to 104.92 points by end-September, representing an increase of 0.72 percent. The China Bond Composite Index (full price) increased by 0.91 percent from 119.04 points at end-June to 120.13 points at end-September. The Government Securities Index on the stock exchanges increased by 1.31 percent from 157.67 points at end-June to 159.73 points at end-September. 

The yield curve of government bonds declined amidst flattening, with a larger decline at the super-long end. In July and August, amidst weaker-than-expected macroeconomic data and heightened pressures on asset allocations, the yield of government bonds fell ahead of other asset categories, and in mid-August the yield of 10-year government bonds dropped to a 14-year trough of 2.64 percent. With the stabilization of macroeconomic data, the yield rebounded somewhat but generally declined in Q3, with a more notable fall of the yield at the super-long end. By end-September, the yield of 1-year government bonds lost 23 basis points compared with end-June, and the yields of 3-year, 5-year, 7-year, 10-year, and 30-year government bonds declined by 14 basis points, 14 basis points, 11 basis points, 12 basis points, and 34 basis points respectively compared with end-June. The spread between 10-year and 1-year government bonds widened by 12 basis points to reach 57 basis points from end-June.

Figure 3 Yield Curves of Government Securities on the Inter-bank Market
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Source: China Central Depository & Clearing Co., Ltd.
The volume of bond issuances expanded significantly. In the first three quarters, a total of RMB 27.6 trillion of bonds was issued, an increase of 75.3 percent year on year, among which issuances of local government bonds, corporate bonds, and inter-bank CDs grew rapidly. At end-September, outstanding bonds of all kinds posted RMB 58.4 trillion, an increase of 30.4 percent year on year.

Table 11 Bond Issuances in Q1Q3 of 2016
	Type of bonds
	Issuances (RMB 100 million)
	Year-on-year growth (RMB 100 million)

	Government securities
	24,089
	-15,581

	Local government bonds
	50,839
	50,839

	Central-bank bills 
	0 
	0

	Financial bonds①
	136,301
	64,548

	   Of which: Financial bonds issued by the China Development Bank and policy financial bonds 

            Inter-bank certificates of deposits
	27,598

96,310
	6,842

63,584

	Corporate debenture bonds②
	64,715
	18,599

	   Of which: Debt-financing instruments of non-financial enterprises 
	40,353
	1,304

	          Enterprise bonds
	5,249
	1,782

	Corporate bonds
	18,927
	15,453

	Bonds issued by international institutions
	236
	236

	Total 
	276,181
	118,642


Notes: ① Including financial bonds issued by the China Development Bank, policy financial bonds, ordinary bonds issued by commercial banks, subordinated bonds issued by commercial banks, hybrid bonds issued by commercial banks, bonds issued by securities firms, inter-bank certificates of deposits, and so forth. 

② Including debt-financing instruments issued by non-financial enterprises, enterprise bonds, corporate bonds, convertible bonds, bonds with detachable warrants, privately placed SME bonds, and so forth. 

Sources: People’s Bank of China, National Development and Reform Commission, China Securities Regulatory Commission, and China Central Depository & Clearing Co., Ltd.
SDR-denominated bonds were issued successfully. On August 31, the World Bank (International Bank for Reconstruction and Development) successfully issued its first tranche of SDR-denominated bonds on China’s inter-bank bond market. The first issuance amounted to 500 million SDR with a term of 3 years. The bonds will be payable in RMB. The launch of SDR-denominated bonds will diversify products on the bond market, promote the opening-up and development of the bond market, and prove to be a landmark event in broadening the use of SDRs, which will enhance the stability and resilience of the international monetary system. Continued support will be provided for various overseas entities to issue bonds onshore and to facilitate the opening-up of the bond market. In Q3, five overseas institutions, including the New Development Bank and the Republic of Poland, issued RMB-denominated bonds of RMB 12.5 billion on the inter-bank bond market, and at end-September overseas institutions cumulatively had issued RMB-denominated bonds of RMB 45.6 billion on the inter-bank bond market.

The coupon rates of bonds declined slightly. The coupon rate of 10-year government bonds issued in September was 2.74 percent, a decline of 16 basis points from the rate of those of the same maturity issued in June 2016. The coupon rate of 10-year financial bonds issued by the China Development Bank was 3.02 percent, a decline of 13 basis points from those of the same maturity issued in June 2016. The average coupon rate of 1-year short-term financing bills (rated A-1) issued by AAA-rated enterprises was 3 percent, a decline of 5 basis points from June 2016. The average coupon rate of 5-year medium-term notes was 3.82 percent, a decline of 38 basis points from June 2016. The Shibor continued to play an important role in bond pricing. In Q1‒Q3, a total of 13 floating-rate bonds were issued based on the Shibor, with a gross issuance volume of RMB 55 billion; 407 fixed-rate enterprise bonds were issued, with a gross issuance volume of RMB 484.87 billion, all based on the Shibor; and a total of RMB 413.905 billion of fixed-rate short-term financing bills was issued based on the Shibor, accounting for 84.04 percent of all fixed-rate short-term financing bills. 

3. The outstanding volume of bill financing continued to increase and interest rates remained stable
The bill acceptance business fell slightly. In Q1‒Q3, commercial bills issued by enterprises totaled RMB 13.6 trillion, a decline of 18.1 percent year on year; outstanding commercial bills posted RMB 9.5 trillion at end-September, a fall of 10.7 percent year on year. The balance of bill acceptances decreased by RMB 926.5 billion from the beginning of 2016. In terms of the industries of the issuing enterprises, outstanding bankers’ acceptances were mainly issued by enterprises in the manufacturing, wholesale, and retail industries, with small- and medium-sized enterprises issuing about two-thirds of the total.

Bill financing continued to grow and interest rates on the bill market trended down. In Q1‒Q3, commercial bills discounted by financial institutions totaled RMB 70.2 trillion, a decline of 6.7 percent year on year; the outstanding balance of bill discounts stood at RMB 5.7 trillion, an increase of 32.5 percent year on year. At end-September, the outstanding amount of bill financing had increased by RMB 1138.9 billion from the beginning of 2016, registering month-on-month growth; the share of outstanding bill financing among the total outstanding loans was 5.5 percent, an increase of 0.8 percentage point year on year. With abundant liquidity in the banking sector and basically balanced supply and demand on the bill market, interest rates on the bill market edged down.

The value of transactions on the stock market declined year on year and equity financing grew
The stock indices were generally stable. At end-September, the Shanghai Stock Exchange Composite Index closed at 3,005 points, an increase of 2.6 percent from end-June; the Shenzhen Stock Exchange Component Index closed at 10,568 points, edging up by 0.7 percent from end-June; the Growth Enterprise Board (GEM Board) Index (Chinext Price Index) closed at 2,150 points, a decline of 3.5 percent from end-June. The weighted average P/E ratio of the A-share market on the Shanghai Stock Exchange increased from 14.4 times at end-June to 15.1 times at end-September, while during the same period that of the Shenzhen Stock Exchange rose from 40.7 times to 41.7 times.

Turnover on the stock markets declined notably. In the first three quarters, the combined turnover of the Shanghai and Shenzhen Stock Exchanges totaled RMB 96.2 trillion, with the daily turnover averaging RMB 522.7 billion, a decline of 52 percent year on year; turnover on the GEM Board totaled RMB 16.9 trillion, a fall of 14.5 percent year on year. At end-September, the combined market capitalization of the Shanghai and Shenzhen Exchanges posted RMB 37.8 trillion, an increase of 11.4 percent year on year; the market capitalization of the GEM Board posted RMB 3 trillion, an increase of 33 percent year on year.

The amount of equity financing grew. In the first three quarters, a total of RMB 921.8 billion was raised by enterprises and financial institutions by way of IPOs, additional offerings, rights issuances, and warrant exercises on domestic and overseas stock markets, an increase of 16 percent year on year. Among this total, RMB 884.8 billion was raised on the A-share market, an increase of 41.2 percent year on year. 

5. Insurance-industry assets maintained rapid growth 

In the first three quarters, total premium income in the insurance industry amounted to RMB 2.5 trillion, representing year-on-year growth of 32.2 percent and an acceleration of 12.7 percent from the same period of the previous year; total claim and benefit payments amounted to RMB 775.1 billion, representing year-on-year growth of 23.8 percent. Specifically, total claim and benefit payments in the property-insurance sector increased by 14.9 percent year on year, while those in the life-insurance sector increased by 26 percent. 

Insurance assets grew rapidly. At end-September, total assets in the insurance industry posted RMB 14.6 trillion, representing year-on-year growth of 26.4 percent and an increase of 5.9 percentage points from the same period of the previous year. Among this total, bank deposits decreased by 9.7 percent year on year, whereas investment-linked assets increased by 34.2 percent. 

Table 12 Use of Insurance Funds, End-September 2016

	
	Outstanding balance (RMB 100 million)
	As a share of total assets (%)

	
	End-September 2016
	End- September 2015
	End- September 2016
	End- September 2015

	Total assets 
	146,319
	115,780
	100
	100

	Of which: Bank deposits
	22,961
	25,425
	15.7
	22.0

	        Investments 
	105,325
	78,510
	72.0
	67.8


Source: China Insurance Regulatory Commission. 

6. Swap transactions on the foreign-exchange market increased rapidly 

In the first three quarters, the turnover of spot RMB/foreign-exchange transactions totaled USD 4 trillion, an increase of 10.7 percent year on year. The turnover of RMB/foreign-exchange swap transactions totaled an equivalent of USD 7 trillion, an increase of 26.9 percent year on year, among which overnight RMB/USD swap transactions posted USD 4.2 trillion, accounting for 60.6 percent of the total turnover of swap transactions. Turnover on the RMB/foreign-exchange forward market totaled USD 87.5 billion, an increase of 213.2 percent year on year. In the first three quarters, the turnover of foreign-currency pair transactions amounted to an equivalent of USD 96.2 billion, an increase of 17.6 percent year on year. In particular, EUR/USD pairs were traded the most, accounting for 34.4 percent of the total. 

The number of participants on the foreign-exchange market increased further. At end-September, there were 561 members on the foreign-exchange spot market, 142 members on the foreign-exchange forward market, 142 members on the foreign-exchange swap market, 117 members on the currency-swap market, and 78 members on the foreign-exchange options market. In addition, there were 30 market-makers on the spot market and 26 market-makers on the forward and swap markets. 

7. The price of gold fluctuated amidst corrections, and the size of trading was generally stable
After the rebound of gold prices to an interim high, a choppy correction unfolded and the domestic-foreign price gap widened. The price of gold on the London market peaked at USD 1,366.25 per ounce and reached a trough of USD 1,308.35 per ounce, closing at USD 1,322.5 per ounce at end-September, representing an increase of USD 1.75 per ounce, or 0.13 percent, from end-June. The peak price of gold (AU9999) on the Shanghai Gold Exchange was RMB 300.00 per gram and the lowest price was RMB 280.86 per gram. At end-September, the price of gold closed at RMB 284.95 per gram, an increase of RMB 3.45 per gram, or 1.23 percent, from end-June. The average of the domestic-foreign gold price gap registered RMB 0.84 per gram, widening by RMB 0.28 per gram compared with the second quarter.

In general, the volume of trading on the Shanghai Gold Exchange was stable. In the first three quarters, the trading volume of gold was 36,600 tons, an increase of 43.77 percent year on year, and the turnover posted RMB 9.76 trillion, an increase of 61.3 percent year on year. The trading volume of silver was 77.74 trillion tons, a rise of 22.02 percent year on year, and the turnover posted RMB 3.03 trillion, a decline of 37.24 percent year on year. The trading volume of platinum was 39.79 tons, a fall of 13.33 percent year on year, and the turnover posted RMB 8.83 billion, a decline of 17.28 percent year on year. 

II. The development of institutional arrangements in the financial markets

Development of the inter-bank bond market was actively promoted
The revised Rules on Pilot Businesses of Credit Risk Mitigation Tools on the Inter-bank Market were released on September 23, 2016. The credit risk mitigation agreement (CRMA) and a credit risk mitigation warrant (CRMW) launched in 2010 were further improved, and new products, such as credit default swaps (CDS) and credit linked notes (CLN), were introduced, which further diversified credit risk management tools on the bond market, facilitated improvements in the credit risk sharing mechanism and the pricing mechanism of credit risks.

2. A self-regulatory mechanism was established on the foreign-exchange market 

In order to maintain fair and equitable market competition and promote orderly operations and healthy development of the foreign exchange market, members of the inter-bank foreign-exchange market in June 2016 set up a national foreign-exchange market self-regulatory mechanism in Shanghai, conducting self-regulatory management over quotations of the RMB central parity, transactions on the inter-bank foreign-exchange market, foreign-exchange settlements over the counter and cross-border RMB businesses in line with exchange-raterelated policies and foreign-exchange regulations. A secretariat of the self-regulatory mechanism was set up at the China Foreign Exchange Trading System (CFETS). Members of the self-regulatory mechanism consist of 3 tiers, namely core members, basic members, and observers, with differentiated rights and obligations. In order to urge the banks to honor the self-regulatory requirements, 36 provincial-level self-regulatory mechanisms were established to be in charge of self-regulation and coordination of their respective local markets.

3. Fundamental institutional arrangements improved on the securities market

First, the Administrative Measures on Equity Incentives for Listed Companies were amended. On the one hand, the revision has improved provisions on the eligibility, operational procedures, and flow of decision making concerning equity incentives, allowing firms greater space for autonomy and flexible decision-making. On the other hand, ex-post regulation has been enhanced by strengthening internal accountability, supervision, and punishments.

Second, the amended Provisional Rules on Private Equity Businesses of Securities and Futures Firms were released, further clarifying the entities under regulation and the scope of regulation, and strengthening prohibitions against eight types of behavior, including irregular promotions and sales, illegal securities and futures businesses, engagement in “cash pool” businesses, and adoption of excessive incentives.

Third, the revised Administrative Measures on Major Asset Restructuring of Listed Companies and supporting rules were published. The Measures clarified the standards to identify asset restructuring followed by listing and the timeframe for asset measurement, and raised the threshold for financing in support of the restructuring and listing activities.
Fourth, further progress has been made concerning the institutional arrangements on the stock market connect between the mainland and Hong Kong. The Rules on the MainlandHong Kong Stock Connect Mechanism were published, and the stock connect program was expanded from the ShanghaiHong Kong connect and the ShenzhenHong Kong connect on the basis of the Rules on the ShanghaiHong Kong Stock Connect Mechanism.
4. Fundamental institutional arrangements in the insurance market were improved
First, the pilot program of market-oriented reforms of auto insurance premiums and clauses was applied nationwide. Based on the pilot program in 18 provinces and municipalities, the market-oriented reforms of auto insurance were expanded nationwide. Since July 1, insurance companies adopted the approved new clauses and premiums for commercial auto insurance.
Second, information disclosures of insurance companies were strengthened. In July, the CIRC published the Notice on Further Strengthening Information Disclosures on Related Party Transactions, and the Notice on Further Strengthening Disclosures of Equity Information of Insurance Companies, requiring insurance companies to disclose the source of stockholders’ capital injections and the relationship among the shareholders, expanding the scope of information disclosures on related party transactions, specifying the elements of those transactions subject to disclosures, and strengthening the legal responsibilities of persons in charge of information disclosures in order to prevent insurance companies from transferring interests to stakeholders via related party transactions.
Third, the Outline for the Thirteenth Five-year Plan on the Development of the Insurance Sector in China was released. It proposed putting in place by 2020 a modern insurance service sector with comprehensive coverage and complete functions, which will be safe, sound, honest, and well-regulated, in order to establish insurance as the basic means of risk management and wealth management for the government and the corporate and household sectors.
Fourth, the Poverty Alleviation Fund of the Insurance Industry was established. On August 24, the Poverty Alleviation Fund of the Insurance Industry was set up, which is a contractual fund, with the China Insurance Investment Co., Ltd. as the fund manager. A total of 39 insurance firms subscribed to the first issue of RMB 1 billion. Tapping the advantage of long-term investments by insurance funds, the Fund will promote economic development and poverty alleviation via industrialization in the poverty-stricken areas.
Fifth, regulation of life insurance products was further improved. On September 2, the CIRC issued the Notice on Strengthening Regulation of Life Insurance Products, and the Notice on Further Improving the Actuarial System of Life Insurance, clarifying ex-post registration and the random inspection mechanism of life insurance products, and establishing a mechanism for exit, accountability, backtracking, and information disclosures, in order to enhance the protection provided by life insurance products, to guide insurance firms to adjust the business structure, and to gradually lower the share of medium- and low-duration businesses.
Part 4 Macroeconomic Analysis
I. Global economic and financial developments
The current global economic recovery has been slow and uneven, growth of global aggregate demand remains weak, trade, investment, and productivity gains have further slowed down, and geopolitical uncertainties have been heightened. Recent positive developments in economic recovery have rendered the United States a major centerpiece among the advanced economies. Economic recovery in the euro area has strengthened slightly, but the refugee crisis and the risks in the banking sector have persisted. The Japanese economy remained anemic amid little policy space. Uncertainties still surrounded the Brexit. Some emerging market economies faced economic restructuring and transformation pressures despite their stabilizing economies.
Developments in the Major Economies 
The pace of economic recovery in the major economies continued to diverge. The United States witnessed positive developments, as the preliminary annualized quarter-on-quarter GDP growth posted 2.9 percent in the third quarter, the highest quarterly growth within two years. Consumption expenditures increased steadily, inflation rose markedly, and labor market conditions remained stable. Nevertheless, business investment remained soft, some short-term data, including new non-farm jobs, did not reach their expectations, and the rate of labor participation stayed at low levels. Driven by the rally in domestic demand and exports, the euro area saw a slight pick-up in its economic recovery. Deflationary pressures eased, as the harmonized index of consumer prices (HICP) reversed the previous falling trend and the unemployment rate dropped slowly. However, the refugee crisis and the risks in the banking sector still cast a shadow on a sustainable economic recovery. Data on inflation, consumption, and first-time jobless claims released by the UK in the third quarter exceeded market expectations, but uncertainties surrounding the Brexit and its implications for the economy must continue to be watched. The Japanese economy remained sluggish despite a number of accommodative measures recently announced by the Japanese government and the Bank of Japan (BOJ). Deflationary pressures persisted, as by September the year-on-year price growth had remained in negative territory for six successive months. Although labor market conditions were relatively stable, household consumption continued to contract. In addition, the sharp appreciation of the Japanese yen hurt exports and industrial production, and investment remained weak.  
Table 13 Macroeconomic and Financial Indicators in the Major Advanced Economies
	Economy
	Indicator 
	2015Q3
	2015Q4
	2016Q1
	2016Q2
	2016Q3

	
	
	Jul.
	Aug.
	Sep.
	Oct.
	Nov.
	Dec.
	Jan.
	Feb.
	Mar.
	Apr.
	May
	Jun.
	Jul.
	Aug.
	 Sep.

	United States
	Real GDP Growth Rate (annualized quarterly rate, %)
	2.0
	0.9
	0.8
	1.4
	2.9(preliminary)

	
	Unemployment Rate (%)
	5.3
	5.1
	5.1
	5.0
	5.0
	5.0
	4.9
	4.9
	5.0
	5.0
	4.7
	4.9
	4.9
	4.9
	5.0

	
	CPI (YOY, %)
	0.2
	0.2
	0
	0.2
	0.5
	0.7
	1.4
	1.0
	0.9
	1.1
	1.0
	1.0
	0.9
	1.1
	1.5

	
	DJ Industrial Average (end of period)
	17689
	16528
	16285
	17664
	17720
	17425
	16466
	16516
	17685
	17774
	17787
	17930
	18432
	18401
	18308

	Euro Area
	Real GDP Growth Rate (annualized quarterly rate, %)
	2.0
	2.0
	1.7
	1.6
	1.6(preliminary)

	
	Unemployment Rate (%)
	10.8
	10.7
	10.6
	10.6
	10.5
	10.5
	10.4
	10.3
	10.2
	10.1
	10.1
	10.1
	10.0
	10.0
	10.0

	
	HICP (YOY, %)
	0.2
	0.1
	-0.1
	0.1
	0.1
	0.2
	0.3
	-0.2
	0.0
	-0.2
	-0.1
	0.1
	0.2
	0.2
	0.4

	
	EURO STOXX 50 (end of period)
	3432
	3110
	2976
	3216
	3288
	3100
	2902
	2798
	2790
	2856
	2907
	2813
	2878
	2827
	2843

	Japan
	Real GDP Growth Rate (annualized quarterly rate, %)
	2.1
	-1.7
	2.1
	0.7
	…

	
	Unemployment Rate (%)
	3.3
	3.4
	3.4
	3.2
	3.3
	3.3
	3.2
	3.3
	3.2
	3.2
	3.2
	3.1
	3.0
	3.1
	3.0

	
	CPI (YOY, %)
	0.2
	0.2
	0
	0.3
	0.3
	0.2
	-0.1
	0.2
	0
	-0.3
	-0.5
	-0.4
	-0.4
	-0.5
	-0.5

	
	NIKKEI 225 (end of period)
	20585
	18890
	17388
	19083
	19747
	19033
	17518
	16086
	16759
	16666
	17235
	15576
	16569
	16887
	16450


Sources: Statistical Bureaus and Central Banks of the Relevant Economies.
Despite a pick-up in economic conditions, some of the emerging market economies still faced economic structural adjustment and transformation pressures. The Indian economy continued to grow rapidly, as GDP was up 7.3 percent year-on-year during the second quarter. Nevertheless, issues such as a high non-performing loan ratio, sluggish private investment, and low capacity utilization are yet to be addressed. Economic growth stabilized gradually in Russia and Brazil. The year-on-year contraction in GDP posted 0.6 percent and 3.8 percent respectively in the second quarter, less than that in the previous quarters. In addition, inflation was contained. Many emerging market economies still faced economic restructuring and transformation pressures, as potential risks such as weak external demand and volatile cross-border capital flows persisted amid sluggish aggregate global demand. 

2. Developments in global financial markets

The performance of global financial markets remained basically stable. The euro and the Japanese yen strengthened against the US dollar, whereas the British pound continued to weaken. Movement of the exchange rates in the emerging market economies was mixed. As of September 30, the US dollar index closed at 95.44, edging down 0.55 percent compared with that at the end of June. The exchange rates of the euro and the Japanese yen against the US dollar were 1.12 dollar per euro and 101.33 yen per dollar respectively, appreciating 1.21 percent and 1.89 percent respectively compared to the end of June. Uncertainty about the Brexit caused the British pound to fluctuate at low levels, with its exchange rate versus the US dollar closing at 1.30 dollar per pound, depreciating 2.49 percent compared with that at the end of June. Among the emerging market economies, the Indian rupee, the Russian ruble, and the South African rand appreciated 1.42 percent, 1.40 percent, and 7.1 percent respectively against the US dollar compared with that at the end of June, whereas the Brazilian real depreciated 1.42 percent against the US dollar. Developments in the U.S. presidential election sent the Mexican peso down 5.71 percent versus the US dollar compared with end-June. The US dollar index has seen sizable gains since October, with the currencies in the major economies weakening against the greenback amid rising concerns about a hard Brexit scenario and a weaker Egyptian pound and stronger expectations of a rate hike by the U.S. Federal Reserve (the Fed). 

Money-market interest rates continued to diverge. The US dollar Libor went up on the back of upbeat economic data, stronger expectations of a Fed rate hike, and regulatory changes to U.S. money-market funds. As of September 30, the 1-year dollar Libor was 1.5518 percent, an increase of 32 basis points (bps) from the end of June. Due to uncertainties surrounding the Brexit, the Euribor continued to decline. As of September 30, the 1-year Euribor registered 0.064 percent, a decrease of 1.3 bps from the end of June.
The yields of government bonds in the advanced economies diverged somewhat, while those in the major emerging market economies dropped. As of September 30, the yield of 10-year U.S. Treasuries closed at 1.606 percent, up 11.4 bps from end-June. The yields of 10-year Japanese and German government bonds closed at 0.078 percent and 0.117 percent respectively, rising 14.7 bps and 1 bp respectively from end-June, whereas those of 10-year French and UK government bonds fell 8.3 bps and 12.5 bps respectively compared with end-June. Among the emerging market economies, the yields of 10-year Indian, Russian, and Brazilian government bonds retreated 48.8 bps, 15 bps, and 56 bps respectively from the end of June.

There was a broad stock market rally in the major economies. As of September 30, the Dow Jones Industrial Average, the Nikkei 225, the STOXX 50, the German DAX, and the UK FTSE 100 gained 2.1 percent, 5.6 percent, 4.8 percent, 8.6 percent, and 6.1 percent respectively compared with end-June. Among the emerging market economies, the stock markets in India, Indonesia, Brazil, and Russia jumped 3.2 percent, 6.9 percent, 13.3 percent, and 6.5 percent respectively from end-June. The Turkish stock market plunged after the coup, but it later stabilized. As of September 30, it had almost rebounded to the June 30 level.

Box 2 The Decision to Include the RMB in the SDR Basket Enters into Force

On November 30, 2015, the Executive Board of the International Monetary Fund (IMF）decided to include the RMB in the basket of currencies which make up the IMF’s Special Drawing Rights (SDR). As this is the first time in history that a new currency has been added to the basket, the new SDR basket was set to take effect on October 1, 2016 so as to allow SDR users sufficient time to prepare for accounting and trading activities after the inclusion of the RMB. 

On October 1, 2016, the IMF issued a statement announcing that the new SDR basket had become effective. The currency composition and weighting changed accordingly, with the basket expanded to five currencies, namely, the US dollar, the euro, the RMB, the yen, and the British pound. The respective weights of these five currencies are 41.73 percent, 30.93 percent, 10.92 percent, 8.33 percent, and 8.09 percent, with the corresponding amounts of each currency at 0.58252, 0.38671, 1.0174, 11.900, and 0.085946. Meanwhile, the SDR valuation was changed accordingly by adding the RMB exchange rate and the three-month benchmark yield of Chinese government bonds respectively to the SDR exchange rate and the interest-rate calculations.

As the new SDR basket became effective, RMB-denominated assets held by the central banks are now recognized by the IMF as foreign-exchange reserves. The IMF also made corresponding changes to the survey of the currency composition of official foreign-exchange reserves (COFER) by separately identifying the RMB in its COFER database. In addition, the RMB is also used by the IMF in its financial operations, such as quota payments to the IMF, borrowing from and loan repayments to the IMF by member countries, and interest payments by the IMF to its members. 

The RMB’s inclusion in the SDR basket is a move in line with development of the international monetary system. After the outbreak of the global financial crisis in 2008, major international settlement currencies, such as the US dollar, experienced high volatility, causing liquidity strains in China’s neighboring countries and regions. The demand for RMB by domestic and overseas enterprises rose sharply in cross-border trade settlements as well as in investment and financing activities. As a result of the rising market demand, the amount of international use of the RMB grew year by year. In the meantime, China’s reform and opening up over the years has established a solid foundation for the RMB to meet the export “gateway” criterion and to become freely usable, two main criteria for a currency to be included in the SDR basket. In its 2015 review of the composition of the SDR basket, which is conducted every five years, the IMF decided in November 2015 to include the RMB in the SDR basket, effective October 1, 2016. Thereafter, the PBC addressed technical issues facing the new basket by working closely with the relevant departments in line with the arrangements of the Central Committee of the Communist Party of China (CPC) and the State Council. This preparatory work was aimed at making it easier for overseas institutions including central banks to hold RMB-denominated assets and to hedge against risks, making the exchange-rate policy more rule-based, more transparent, and more market-driven, and also improving data transparency. In addition, efforts were made to promote broader use of the SDR. All this ensured a smooth launch of the new SDR basket.  

The RMB’s inclusion in the SDR basket is significant in the evolution of the international monetary system. The new SDR basket will help diversify the international monetary system by changing the reserve currency landscape, which previously had been dominated by the advanced economy currencies, into a new composition that can better represent the major currencies in international transactions. It will make the SDR more representative, more attractive, and more stable, and it will help diversify and more effectively manage global risks, which in turn will strengthen the stability and resilience of the international monetary system. 

The RMB’s inclusion in the SDR basket has positive implications for the Chinese economy. The launch of the new basket provided more incentives for use of the RMB by enterprises and individuals in cross-border trade and investment. It boosted market confidence in the RMB, reduced barriers for overseas RMB users, and will increase acceptance of the RMB by overseas enterprises and individuals. As the RMB is increasingly used as an invoicing and settlement currency, cross-border transactions will become more convenient for domestic enterprises and residents in terms of lower transaction costs in settlements, foreign-exchange purchases, and hedging. The inclusion of the RMB will further promote monetary cooperation between the PBC and other central banks and monetary authorities. The key role of the RMB in swap agreements will be expanded from promoting bilateral trade and investment facilitation to providing liquidity support and addressing balance-of-payments difficulties.

The launch of the new basket will also improve foreign-exchange market supply and demand and promote a stable RMB exchange rate. After inclusion of the RMB, global demand for holding more RMB-denominated assets will rise somewhat. First, international financial organizations and other institutions that allocate assets based on the composition of the SDR basket will increase RMB-denominated assets accordingly by adjusting their asset allocations based on the currency weights in the new basket. This will add up to roughly tens of billions of U.S. dollars. Second, overseas central banks and other official sector institutions will become increasingly willing to scale up holdings of RMB as official reserve assets. The IMF survey shows that the RMB now only accounts for about 1 percent of global foreign-exchange reserves. The market expects that the share of the RMB may triple or increase by over USD 200 billion within the next five years after the new basket takes effect, which will match the share of the British pound (3.2 percent) and the Japanese yen (3.1 percent). Third, demand for commercial allocations is also expected to rise. China’s bond yield is relatively higher in a low-yield world. Furthermore, its sovereign credit rating is higher than that in other emerging market economies, thus it is better positioned to attract more capital. That said, the demand of overseas institutions to allocate RMB assets will grow. Fourth, there is plenty of room for overseas investors to increase holdings of RMB-denominated bonds. At present, overseas investors hold less than 2 percent of the RMB 60.9 trillion in bonds under custody in China, not only far below the average of more than 20 percent in the advanced economies but also lower than the average of over 10 percent in the major emerging market economies. In addition, as China further opens up its financial markets, its bond and stock markets are expected to be included in the world’s major bond and stock indices, which will give rise to a large demand for RMB assets. A rising demand for RMB assets triggered by the above-mentioned factors will bring about sustained and steady capital inflows to China’s foreign-exchange market and improve market supply and demand. This, together with China’s favorable economic fundamentals, will provide strong support for maintaining a basically stable RMB exchange rate.      

On balance, the launch of the new SDR basket is a major milestone in RMB internationalization and represents recognition of China’s achievements in economic development and financial-sector reform and opening up. It makes the SDR more representative, more stable, and more attractive, which will help further reform of the international monetary system. Looking ahead, China will adhere to the managed floating exchange-rate regime based on market supply and demand with reference to a basket of currencies to keep the RMB exchange rate basically stable at an adaptive and equilibrium level. In the meantime, China will continue to firmly advance strategic arrangements for deepening the reforms, further promote financial reforms and opening up, and actively contribute to promoting global economic growth by  safeguarding global financial stability and improving global economic and financial governance.  
3. Monetary policies in the major economies

Monetary policies in the major advanced economies continued to diverge amid mounting uncertainties. At its regular meetings in July, September, and November, the U.S. Fed’s Federal Open Market Committee (FOMC) maintained the target range for the federal funds rate at 0.25 to 0.5 percent. In its statement issued after the September and November meetings, the FOMC noted that near-term risks to the U.S. economic outlook appeared roughly balanced, and the case for a rate rise had strengthened. However, the FOMC decided to wait for further evidence. It would continue to closely monitor inflation indicators as well as global economic and financial developments, and would determine future adjustments to the federal funds rate by assessing actual and expected progress toward employment and inflation goals. The FOMC expects that economic conditions will evolve in a manner that will warrant only gradual increases in the federal funds rate, which for some time is likely to remain below levels that are expected to prevail for the longer run.      
At its regular meetings in July, September, and October, the European Central Bank (ECB) decided to maintain its accommodative monetary policy by keeping interest rates on the main refinancing operations (MROs), the marginal lending facility, and the deposit facility unchanged at 0 percent, 0.25 percent, and ‒0.40 percent. In addition, it will continue the monthly asset purchase program of EUR 80 billion until March 2017. Mario Draghi, president of the ECB, noted after the October meeting that extension of the asset purchase program had not been discussed at the meeting, but it would be extended when necessary. 

The Bank of Japan (BOJ) enhanced its monetary easing. At its July meeting, the BOJ decided to increase purchases of exchange-traded funds (ETF) so that their outstanding amount would increase at an annual pace of about JPY 6 trillion, which is almost double the previous pace of about JPY 3.3 trillion. Meanwhile, it decided to continue the existing negative interest-rate policy and maintain the pace of increases in the monetary base and holdings of Japanese government bonds (JGBs). At its September meeting, the BOJ decided to introduce “Quantitative and Qualitative Monetary Easing (QQE) with Yield Curve Controls.” The new policy framework consists of two major components: the first is a “yield curve control” in which the BOJ will control short-term and long-term interest rates by applying a negative interest rate to the Policy-Rate Balances in the current accounts held by financial institutions at the BOJ and by purchasing JGBs; and the second is an “inflation-overshooting commitment” in which the BOJ will commit to expanding the monetary base until inflation remains above the 2 percent target in a stable manner. 

The UK’s Brexit vote weakened the British pound and its economic outlook. At its Monetary Policy Committee’s regular meeting in August, the Bank of England (BOE) announced a stimulus package to boost economic growth and gradually meet the inflation target. The package includes cutting its benchmark rate by 25 bps to 0.25 percent, the first rate cut by the BOE since March 2009, launching a new Term Funding Scheme to reinforce the pass-through of the rate cut to the real economy, purchasing up to GBP 10 billion of UK corporate bonds, and expanding the asset purchase scheme for UK government bonds by GBP 60 billion during the next six months, which will bring the total stock of these asset purchases to GBP 435 billion.

Monetary policies in the emerging market economies continued to diverge, as they sought to strike a balance among addressing the economic downturn, easing inflationary pressures, and stemming the local currency depreciation. On August 19, the Bank Indonesia adjusted its interest-rate framework by introducing a 7-Day Reverse Repo Rate to improve the effectiveness of monetary policy transmission. As inflationary pressures receded, the Bank Indonesia cut its policy rate on two occasions, in September and October, each by 25 bps, to 4.75 percent; the Central Bank of Brazil lowered its benchmark rate by 25 bps to 14 percent on October 19; the Reserve Bank of India cut its benchmark rate by 25 bps to 6.25 percent on October 5; and the Central Bank of Russia announced a rate cut of 50 bps to 10 percent on September 16. Given the growing economic uncertainties, despite rising inflation the Central Bank of Turkey lowered the overnight borrowing rate three times during the third quarter, each by 25 bps to 8.25 percent, whereas the Central Bank of Colombia raised its benchmark rate from 7.5 percent to 7.75 percent on August 1 to curb inflationary pressures, and the Central Bank of Mexico announced it would increase the rate by 50 bps to 4.75 percent on September 30 to address the depreciation of the peso and pressures of capital outflows  

4. The global economic outlook and key risks

In its World Economic Outlook (WEO) released in October 2016, the IMF kept unchanged its July forecast for global economic growth, according to which the global economy is projected to grow 3.1 percent in 2016 and 3.4 percent in 2017. It revised upward its projections for growth of the emerging market and developing economies. Looking ahead, the global economy may face the following risks.

Signs of rising de-globalization and international trade and investment protectionism have gradually evolved into one of the major risks facing a global economic recovery. Populism has gradually grown throughout the world, as after the Brexit vote, the approval ratings for right-wing parties have risen in a number of European countries. Political uncertainties remain elevated in Europe and European integration is facing pressures, as many European countries will hold government elections in the next two years. In addition, populism has also become an important force that will determine the direction of the U.S. presidential election. Populism is typically intertwined with nationalism, isolationism, de-globalization, and trade protectionism, which may have material implications for international policy coordination, trade liberalization, as well as capital and labor flows. It may in turn weigh on global economic growth and amplify financial market turmoil. 

Uncertainties remain regarding the risks in the European banking sector. The non-performing loans (NPLs) of Italian banks have yet to be addressed, while there is still a long way to go before regaining long-term business viability and investor confidence. On September 16, the U.S. Department of Justice demanded that the Deutsche Bank pay a USD14 billion fine for the Bank’s misconduct from 2004 to 2007 in selling mortgage-backed securities. This caused a plunge in the shares of the Deutsche Bank.   

Geopolitical tensions emerged in several locations and risk factors accumulated at a rapid pace. The game among the big powers has increasingly complicated the geopolitical situation in the Middle East, where geopolitical tensions were  heightened by the Turkish military coup. In addition, other risks may also cast a shadow on a global economic recovery, including the terrorist threats, the European refugee crisis, the conflict between Russia and Ukraine, and tensions surrounding the Korean Peninsula. 

II. Macro-economic developments in China

Performance of the Chinese economy was generally stable, with positive progress in structural adjustments. Consumption grew steadily, while investments growth stabilized at a moderate level. The decline in exports and imports narrowed. Efficiency of industrial enterprises improved. Consumer prices registered moderate growth and employment was basically stable. GDP registered RMB 53 trillion in the first three quarters, growing by 6.7 percent year on year. The year-on-year quarterly GDP growth in the first three quarters all stood at 6.7 percent. In the third quarter, GDP expanded by 1.8 percent from the second quarter, which was 0.1 percentage point lower than the previous quarter. The CPI increased by 2.0 percent year on year in the first three quarters, and trade surplus registered RMB 2.6 trillion.

1. Consumption grew steadily, investment growth was stable and moderate,and the decline in exports and imports narrowed
As urban and rural income continued to grow, consumption has become a larger contributor to economic growth, with particularly strong growth in consumer spending on services. In the first three quarters, the per capita disposable income of urban residents registered RMB 25,337, up 7.8 percent year on year in nominal terms and 5.7 percent in real terms; the per capita disposable income of rural residents reached RMB 8,998, up 8.4 percent year on year in nominal terms and 6.5 percent in real terms. According to the Urban Depositors’ Survey conducted by the People’s Bank of China in the third quarter, the current income sentiment index improved 0.9 percentage points from the second quarter to 46.1 percent, while consumer sentiment remained stable, with 21.1 percent of the surveyed residents willing to consume more, a decrease of 0.1 percentage points from the previous quarter. In the first three quarters, consumption contributed to 71 percent of economic growth. Total retail sales reached RMB 23.8 trillion, up 10.4 percent in nominal terms (an acceleration of 0.1 percentage points from the growth in the first half of 2016) or 9.8 percent in real terms year on year. Consumption in new services industries grew rapidly, with demand for recreational services continuing to expand. In the first three quarters, online retail sales of key enterprises monitored by the Ministry of Commerce increased 25.3 percent year-on-year, while the tourism industry witnessed strong demand. 
Growth of fixed assets investment stabilized with moderated growth, with manufacturing investment growth picking up from low levels. In the first three quarters, fixed-asset investments (excluding those by rural households) reached RMB 42.7 trillion, increasing by 8.2 percent year on year in nominal terms and 9.5 percent year on year in real terms. The nominal growth is 0.8 percentage points lower than the first two quarters and 2.1 percentage points lower than the same period of last year. However, monthly investment growth had been accelerating for two months, posting 3.9 percent, 8.2 percent, and 9.0 percent in July, August and September respectively. Manufacturing investment expanded by 3.1 percent in the first three quarters, with monthly growth rising for three consecutive months since July. Infrastructure investment in central and western regions expanded rapidly, by 23.6 percent and 32.7 percent respectively. Planned gross investment for construction projects amounted to RMB 97.4 trillion in the first three quarters, a year-on-year growth of 9.1percent. Planned investment for newly-started projects amounted to RMB 36.8 trillion, a year-on-year growth of 22.6 percent.
The decline in both exports and imports narrowed as trade structure improved. In the first three quarters, total exports and imports reached RMB 17.5 trillion, down 1.7 percent year on year, which was 1.7 percentage points lower than the decline in the first half of 2016. In USD terms, aggregate exports and imports was USD 2.7 trilllion, a decrease of 7.8 percent year-on-year, which was 1.2 percentage points lower than the decrease in the first two quarters. Among this total, exports fell by 1.6 percent year on year to RMB 10.1 trillion, which represented a moderation of 1.1 percentage points from the first two quarters. Imports declined by 2.3 percent to RMB 7.5 trillion, which was a deceleration of 2.4 percentage points from the first two quarters. The balance was a surplus of RMB 2585.2 billion (or USD 396.36 billion), registering a 5.4 percent decrease year on year. The trade structure further improved. In the first three quarters, general trade accounted for 56 percent of the total imports and exports, which was 1.1 percentage points higher year on year. Mechanical and electronic products accounted for the largest share in exports at 57 percent; with a year-on-year growth of 2.3 percent, exports by private enterprises continued to make up the largest share, accounting for 46.5 percent of total exports. Broken down by destination, exports to the countries along the “one-belt-one-road” route maintained positive growth. In the first three quarters, exports to Pakistan, Russia, Poland, Bangladesh, and India expanded by 14.9 percent, 14 percent, 11.7 percent, 9.6 percent and 7.8 percent respectively.
Both foreign direct investment (FDI) and outbound direct investment by domestic investors continued to grow. In the first three quarters, a total of 21,292 foreign-invested enterprises were established, an increase of 12.2 percent year on year. Utilized foreign investment rose 4.2 percent year on year to RMB 609 billion (or USD 95.09 billion). Outbound direct investment by domestic investors to non-financial enterprises overseas reached RMB 882.78 billion (or USD 134.22 billion), which was a year-on-year increase of 53.7 percent.
2. Agricultural production was strong, and profits for industrial enterprises increased
The tertiary industry accounted for an increasingly larger share in value added. In the first three quarters, the value-added of the primary, secondary, and tertiary industries were RMB 4.1 trillion, 20.9 trillion, and 28 trillion respectively, up 3.5 percent, 6.1 percent, and 7.6 percent year on year and accounting for 7.7 percent, 39.5 percent, and 52.8 percent as share of GDP respectively, with the share of the tertiary industry gained 1.6 percentage points year on year. Their contribution to GDP growth was 4.1 percent, 37.6 percent and 58.3 percent respectively. In October, China’s non-manufacturing business activity index stood at 54 percent, the highest level in 2016. This reflected an accelerating expansion in the non-manufacturing sector.

Agricultural output remained stable. Total output of summer grain crops fell by 1.2 percent or 1.62 million tons year on year to 139.26 million tons, which is the second highest in history. Total output of early season rice fell by 2.7 percent or 910,000 tons year on year to 32.78 million tons. Autumn grain output is expected to be promising. In the first three quarters, the combined output of pork, beef, mutton and poultry declined by 1.1 percent year on year to 58.33 million tons. 
Industrial production remained steady as corporate profitability improved while expenditures dropped substantially. In the first three quarters, the value-added of statistically large enterprises grew by 6.0 percent year on year, which was the same as the growth during the first half of 2016. Broken down by sectors, the value-added in the mining industry dropped 0.4 percent year on year, value-added in the manufacturing industry increased by 6.9 percent and value-added in electricity, heating, gas and water production and supply industries grew by 4.3 percent. Profits of statistically large enterprises posted RMB 4.638 trillion, up 8.4 percent year on year, an acceleration of 2.2 percentage points from the first half of the year. Due to the multiple interest rate cuts, the financial expenses and interest payments of enterprises declined further (Figure 4) , contributing cost reduction of the corporate sector. The Entrepreneurs’ Survey conducted by the PBC on 5,000 enterprises in the third quarter pointed to improved corporate sentiment. The corporate performance index rose 2 percentage points from the second quarter to 50.3 percent, exceeding 50 percent for the first time since the same period of last year. The corporate profitability index reaped the gains for two quarters in a row and recorded 54.7 percent, an increase of 2 percentage points quarter on quarter. The raw material inventory sentiment index and the export order index stood at 50 percent and 46.9 percent respectively, gaining 0.2 and 0.4 percentage points from the second quarter. In October, the manufacturing PMI picked up by a notable margin to 51.2 percent, a record high since August 2014. It had stayed above 50 percent for 3 consecutive months.
Figure 4 Enterprise Expense Growth
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3. Price increases were moderate
The rise in consumer prices was relatively steady. In the third quarter, the CPI grew 1.7 percent year on year, and monthly growth from July through September registered 1.8 percent, 1.3 percent and 1.9 percent respectively. Specifically, the growth of food prices slowed down, while the prices of non-food items increased moderately. Food prices were up 2.6 percent year on year, which was 3.4 percentage points lower than the second quarter. The price of non-food items grew 1.5 percent year on year, an acceleration of 0.4 percentage points from the second quarter. Growth in the price of consumer goods slowed down, while the rise in service prices continued to accelerate. In the third quarter, consumer goods prices rose 1.3 percent year on year, a deceleration of 0.8 percentage point from the second quarter, while the price of services was up 2.3 percent year on year, which was 0.2 percentage point higher than that in the second quarter. From July to September, housing-related prices rose 1.6 percent, 1.5 percent and 1.5 percent year-on-year respectively. 
The producer prices declined at a slower pace before shifting to positive growth. The PPI decreased by 1.7 percent and 0.8 percent year on year in July and August respectively, and increased by 0.1 percent year on year in September. The average decline in the third quarter registered 0.8 percent, which was 2.1 percentage points lower than the second quarter. In particular, the prices of capital goods fell by 1.1 percent year on year, a deceleration of 2.8 percentage points from the second quarter; prices of consumer goods remained unchanged from the same period of 2015, which was 0.2 percentage points lower than the second quarter. In the third quarter, the Purchase Price Index for Industrial Products dropped by 1.6 percent year on year, 2.3 percentage points lower than the second quarter, With monthly declines at 2.6 percent, 1.7 percent, 0.6 percent respectively. The CGPI compiled by the People’s Bank of China increased by 0.2 percent year on year, which was the first positive growth since April 2012. In the third quarter, the prices of agricultural products gained 0.4 percent and prices of agricultural capital goods dropped by 0.1 percent, which were 7.3 and 0.4 percentage points lower than the second quarter respectively. 

Affected by the global rebound of commodity prices, the decline in imports and exports prices continued to narrow. In the third quarter, the average price of ICE Brent oil futures dropped by 8.4 percent year on year, down 17.5 percentage point from the second quarter. In London Metal Exchange, the average price of Copper spot dropped by 9.4 percent year on year, which was 12.3 percentage points lower than the second quarter; the average price of Aluminum spot rose by 1.6 percent, compared with the 11 percent drop in the second quarter. In the third quarter, import prices on average declined by 0.9 percent year on year (monthly growth were -2.9 percent, 1.0 percent and -0.8 percent respectively), which was down 3.1 percentage points from the second quarter; average export prices dropped by 2.0 percent year on year (with monthly decline at 1.9 percent, 0.9 percent and 3.1 percent respectively), which was 0.7 percent percentage points less than the previous quarter.

The GDP deflator registered a year on year increase. In the third quarter, the GDP deflator (as the ratio of nominal GDP to real GDP) was up 1.1 percent year on year, which was 1.7 percentage points higher than the same period of 2015, and 0.5 percentage points higher than the second quarter.

The price reforms made further progress. On August 26, the National Development and Reform Commission (NDRC) issued the Notice on Improving Regulation on the Transportation and Distribution Prices of Natural Gas at Local Levels to Reduce the Natural Gas Cost of Enterprises, which reviewed the prices of natural gas at each stage throughout the process, lowered the excessively high transportation and distribution prices at local levels, streamlined the processes and improved fee charging, supported by a long-term regulation mechanism. 
4. Fiscal revenue grew at a slow pace
In the first three quarters, fiscal revenue rose 5.9 percent to RMB 12.1 trillion, a year-on-year acceleration of 0.5 percentage points. Fiscal expenditures reached RMB 13.6 trillion, up 12.5 percent year on year, a deceleration of 2.6 percentage points from the same period of last year. Fiscal deficit registered RMB 1.4556 trillion, which represented an increase of RMB 830.6 billion from the same period of 2015. 

In terms of the revenue structure , tax revenue went up 6.6 percent year on year to RMB 10.1 trillion while non-tax revenue went up 2.1 percent year on year to a total of RMB 2.8 trillion. Broken down by tax categories, domestic value-added tax and consumption tax went up by 23.8 percent and 0.4 percent respectively, business tax dropped by 20.4 percent year on year as it was being replaced by value-added tax, corporate and individual income tax rose by 8.3 percent and 17.0 percent respectively, while Security Exchange Stamp Tax and Vehicle Purchase Tax dropped by 49.7 percent and 10.8 percent respectively.  In terms of expenditure structure, a number of items experienced rapid growth. Debt servicing, urban and rural community expenditures, public security expenditures, and welfare housing expenditure reached RMB 364.9 billion, 1565.7 billion, 461.4 billion and 1016.4 billion respectively, expanding by 41.1 percent, 34.1 percent, 22.7 percent, and 21.1 percent year on year respectively.
5. Employment remained stable

At the end of the third quarter, the registered urban unemployment rate stood at 4.04 percent. In the first three quarters, the year on year increase of newly created urban employment was 10,000 more than that in the corresponding period last year, employment increased by 10.67 million, fulfilling the annual target of 10 million ahead of schedule. Statistical analyses by the China Human Resources Market Information Monitoring Center on information provided by public employment services in 97 cities indicated that, in the third quarter, labor supply and demand declined on a quarter-on-quarter basis. Labor supply was slightly short of demand and the ratio of job vacancies to job seekers was 1.10, an increase of 0.05 quarter on quarter. Broken down by industry, demand for labor declined from the previous quarter in industries such as manufacturing, accommodation and catering, wholesale and retail sales, resident services and other services, and construction. Demand for labor with technical and professional skills exceeded supply. Compared with the second quarter, demand for senior technicians and highly skilled workers went up, whereas demand for technicians at other skill levels declined.

6. Balance of payments remained balanced
Balance of payments continued to register an overall balance, with a deficit in the capital account and a surplus in the current account. In the third quarter, the current account surplus registered USD 71.2 billion, or 2.5 percent of GDP, which was within the internationally accepted reasonable range. The capital and financial account deficit stood at USD 85.6 billion. At end-September, total reserve assets stood at USD 3.17 trillion.

The outstanding external debt increased slightly, and risks to debt repayment were manageable. At end-June, total outstanding external debt posted USD 1.3893 trillion, which was 1.8 percent more compared with that at end-March. Among this total, the outstanding short-term external debt registered USD 867.3 billion, an increase of 2.1 percent compared with that at end-March and accounting for 62 percent of total external debt.

7. Sectoral analysis

(1) The real-estate sector

In the first three quarters of 2016, the turnover of real estate grew rapidly. Among the 70 large- and medium-sized cities, more cities reported a rise in home prices, mostly at a faster pace. The growth of investment in real-estate development stabilized around a moderate pace. Real-estate loans expanded steadily.
More cities reported a rise in real-estate prices, mostly at a faster pace. In September 2016, the price of newly-built commercial residential housing increased month on month in 63 out of 70 large- and medium-sized cities, 8 more cities than that in June 2016, with 52 cities reporting larger price increases than those in June; the price of newly-built residential homes rose year on year in 64 cities, up from 57 in June, including 62 cities that reported faster price increases than those in June. The price of pre-owned residential housing increased month on month in 60 cities, 12 more than in June, of which 56 cities reported stronger price increases than those in June; the price of pre-owned residential housing rose year on year in 57 cities, 3 more than June, with 55 of them reporting larger price hike compared with those in June.
The growth of commercial residential homes turnover decelerated slightly, but remained at a brisk pace. By end-September, the nationwide floor area of sold units posted 1052 million square meters, up 26.9 percent year on year, which was 1 percentage point lower than that in the first half of 2016. The nationwide sales reached RMB 8.02 trillion, up 41.3 percent year on year, which was 0.8 percentage point lower than that in the first half of 2016. Among this total, the sold floor area and the sales of residential housing accounted for 88.5 percent and 85.5 percent of total sold floor area and total sales in real estate respectively.
The growth of investment in real estate development stabilized around a moderate pace. In the first three quarters of 2016, the nationwide investments in real-estate development reached RMB 7.5 trillion, up 5.8 percent year on year, which was a deceleration of 0.3 percentage point compared with that in the first half of 2016, indicating the growth was stabilizing around a moderate pace. In particular, investments in residential housing posted RMB 5 trillion, up 5.1 percent year on year and a deceleration of 0.5 percentage point from that in the first half of 2016, accounting for 66.9 percent of total investments in real-estate development. The floor area of newly started real-estate projects gained 6.8 percent year on year to reach 1230 million square meters, which was 8.1 percentage points lower than the growth in the first half of 2016. The floor area of real-estate projects under construction grew 3.2 percent year on year to reach 7.16 billion square meters, representing a deceleration of 1.8 percentage points compared with that in the first half of 2016. The floor area of completed real-estate projects posted 570 million square meters, representing a year-on-year increase of 12.1 percent and a deceleration of 7.9 percentage points compared with that in the first half of 2016. 
Real-estate loans grew steadily. At end-September, outstanding real-estate loans by major financial institutions (including foreign-funded financial institutions) stood at RMB 25.3 trillion, up 25.2 percent year on year, which was 1.2 percentage points higher than that at end-March. Outstanding real-estate loans accounted for 24.3 percent of total outstanding loans, which was 0.7 percentage point higher than that at end-June. In particular, outstanding housing mortgage loans rose 34.9 percent year on year to reach RMB 16.8 trillion, an acceleration of 2.7 percentage points from end-June; outstanding housing development loans gained 9.6 percent year on year to reach RMB 4.2 trillion, a deceleration of 2.1 percentage points from end-June; outstanding land-development loans rose 0.9 percent year on year to reach RMB 1.6 trillion, a deceleration of 6.6 percentage points from end-June. During the first three quarters of 2016, new real-estate loans added RMB 1.5 trillion to reach RMB 4.3 trillion, accounting for 42.5 percent of total new loans.
Credit support for welfare housing remained large. At end-September 2016, outstanding loans for the development of welfare housing stood at RMB 2.3 trillion, up 36 percent year on year, which was 6.2 percentage points lower than that at end-June; among this total, new welfare-housing development loans reached RMB 476.058 billion in the first three quarters, accounting for 110.5 percent
 of new real-estate development loans during the same period, which was 13.4 percentage points higher than that in the first half of 2016. In addition, the pilot program of using housing provident fund loans to support the construction of affordable housing proceeded steadily. At end-September, 372 welfare-housing projects in 85 cities were granted loan approvals, receiving RMB 85.38 billion in loan disbursements based on their construction progress, of which RMB 66.23 billion was repaid.
(2) The agricultural sector
The agricultural sector is the foundation for building a moderately prosperous society and realizing modernization. In recent years, the Communist Party of China (CPC) Central Committee and the State Council have placed great emphasis on agriculture, rural areas and rural households, dedicating each year’s No.1 CPC Central Committee Document to this topic for 13 consecutive years, with a focus on improving the quality and efficiency of agricultural development. Thanks to these efforts, the overall production capacity of the agricultural sector has reached a new level. In 2015, total grain output reached 621.45 billion kilograms, marking an increase for 12 consecutive years. Significant progress was made in raising rural residents’ income, as their per capita disposable income in real terms has been growing faster than that of urban residents and the GDP growth for six consecutive years. In 2015, the ratio of per capita disposable income of urban residents to that of rural residents narrowed to 2.73:1 from 3.33:1 in 2009. The application of advanced technologies and equipment in the agricultural sector has reached a new level. In 2015, the contribution of science and technology to the agricultural sector growth exceeded 56 percent. Almost all the farmland for major crops was sown with superior varieties. The use of agricultural equipment in plowing, sowing and reaping reached 63 percent. The effective irrigation area of farmlands exceeded 52 percent. Financial support to agriculture, rural areas, and rural residents continued to increase, underpinned by deeper reforms as well as innovation in financial products and services at financial institutions in rural areas to meet the evolving needs a modernizing agriculture sector. By the end of 2015, 95 percent of administrative villages, or 563,000 villages have been covered by basic financial services. At the end of September 2016, outstanding loans in local and foreign currencies to rural areas (up to the county level) registered RMB 22.59 trillion, up 7.1 percent year on year; outstanding loans to rural residents registered RMB 6.93 trillion, up 15.1 percent year on year; outstanding agricultural loans registered RMB 3.7 trillion, up 4.4 percent year on year.
Despite the good momentum in agricultural sector and rural economy, it is important to note that China is at the crucial stage of moving from traditional agriculture to modern agriculture, and agricultural modernization still lags behind compared with the progress in new industrialization, IT application and urbanization. Agricultural modernization faces multiple challenges. First, improving the quality and efficiency of the agricultural sector is constrained by  the cost ‘floor’ of agricultural production and the price ‘ceiling’ of international agricultural products. On one hand, intense development of the limited agricultural resources has caused a reduction in farmlands and fresh water shortage. As agricultural production cost keeps rising, and resources and environment become an increasingly hard constraint, there is less room for input-driven development. On the other hand, as the domestic prices of main agricultural products are higher than international prices, agricultural subsidies are approaching the ceiling set by the World Trade Organization (WTO), and the room for further increases is limited. Second, shocks from the international markets of agricultural products are increasingly stronger. China has reported deficits in agricultural product trade for 12 consecutive years since 2004. Due to price differences between home and abroad, imports of agricultural products continued to grow. This limits the price hike at home and consequently affects the profit margin, technology input and sustainable development of related industries, making it difficult to address import shocks through structural adjustments. Third, maintaining sustainable and stable development of the agricultural sector and in rural areas is faced with heightening pressures. Challenges include an agricultural sector that is large but not strong, agricultural products that are rich in variety but lack prime products, coexistence of structural shortage of agricultural products and excessive supply, as well as high inventory and strong imports. There is an urgent need to improve the quality and performance of agricultural development and enhance the competitiveness of the agricultural sector. Meanwhile, rural residents are aging while rural areas are hollowed by labor outflows. Factors of production are exchanged unequally between urban and rural areas. Public services in urban and rural areas are not balanced. As urbanization accelerates, it remains challenging to remove the bottlenecks in rural development, enhance agricultural competitiveness, promote the sustainable income increases for rural residents and achieve common prosperity for both urban and rural areas.
Agricultural modernization is the foundation and pillar of modernization. Recently, the executive meeting of the State Council has approved the National Plan for Agricultural Modernization. With an aim to accelerate agricultural modernization, the Plan makes arrangements such as encouraging institutional innovation; developing appropriately agricultural operations of scales in various types; improving the sector distribution; boosting the integration of the primary, secondary and tertiary industries in rural areas; launching large green rural development projects; strengthening policy support; and promoting the integrated development of agricultural modernization and new urbanization. The PBC and other relevant ministries will work faster to build a multi-layered, broad and sustainable rural financial service system; develop inclusive finance in rural areas; and innovate in the formulation and implementation of monetary and credit policies. Efforts will be made to enhance the effective coordination between financial and fiscal policies; promote the reform and development of financial institutions that serve agriculture, rural residents and rural areas; encourage innovation of financial products and services in rural areas; create more financing channels for agriculture, rural residents and rural areas; improve the prevention and resolution of rural financial risks; and reinforce rural financial infrastructure. The objective is to build a modern market-based rural financial system that is capable of meeting the needs of agricultural transformation and rural industrial restructuring, and providing needed financial support as China builds a modern agriculture, improves the quality and performance of the agricultural sector and implements supply-side structural reforms in agriculture.
Part V Monetary Policy Stance to be Adopted during the Next Stage

I. Outlook for the Chinese economy

The global economy has undergone profound adjustments since the global financial crisis, and the rebalancing, which mainly focuses on structural adjustments, will continue for quite some time. As a big developing country, China still has huge economic-growth potential, featuring much room for development in terms of new urbanization, services, high-end manufacturing, and upgrading of consumption. The economy remains resilient with a great potential and fairly large room for policy maneuver. Against the background of deep adjustments in the global economy, at the same time the Chinese economy has encountered cyclical and structural problems, but the main problems are related to structural mismatches and the growth model, necessitating structural adjustments and reform measures to release the growth potential and foster new growth drivers. With advances in supply-side structural reforms, efforts to streamline administrative procedures and to delegate powers to lower-level governments, and the innovation-driven development strategy, new growth drivers are gaining momentum and transformation and upgrading of the old growth engines are accelerating. Progress has been made in removing excess capacity and inventories, and the corporate leveraging ratio has been stabilized. The new economy, new industry, and new business models are growing rapidly, with increasing registrations of new enterprises and accelerating development of high-end manufacturing and services. Consumption has been growing steadily, contributing more than 70 percent to economic growth during the first three quarters, up 13.3 percentage points year on year. It is worth noting that with richer experience in macroeconomic management, a series of macroeconomic management measures have played an important role in moderately expanding aggregate demand, liquidity is generally adequate, market interest rates remain low, and the growth of money, credit, and all-system financing aggregates is relatively fast, all of which are conducive to stable growth. Since 2016, Chinese economic growth has been generally stable, with improved enterprise profits and stable employment. During the first three quarters, the all-year target for new urban employment has been realized. The economic recovery has been accelerating, especially since the third quarter, with a further decline in the unemployment rate and a moderate pick-up in the growth of private investment. The PBC’s Survey of Entrepreneurs and Bankers during the third quarter showed that macroeconomic indicators, confidence indicators, orders indicators, and profit indicators all gained further, and the Survey of Urban Depositors showed that household confidence in future income and employment expectations have been improving for two consecutive quarters.
Nevertheless, the domestic and international situations will still be complicated during the next period of time, with numerous challenges facing economic growth and structural adjustments. Since the global financial crisis, the global economy still remains mired in substantial adjustments. Benefiting from the growth of commodity prices, some emerging economies are improving, but recovery of the major economies has been inconsistent. In general, the global economy is still weak amidst intensifying uncertainties, including the future monetary policy path of the major economies, whereas populism, de-globalization, and trade protectionism have been on the rise and have become increasingly significant risks that will affect the global economy. In brief, there are still many uncertain and destabilizing factors, including increasing geopolitical and social instabilities as well as accumulating potential risks in the financial sector. On the domestic scene, the economy still heavily relies on real estate and infrastructure investment, whereas private investment has been insufficient and the endogenous drivers of economic growth have yet to be strengthened. There have been greater challenges in striking a balance among stabilizing economic growth, preventing asset bubbles, and facilitating green development. Bottlenecks in some sectors are yet to be broken, and access barriers and price controls still exist, which limit the growth potential. With the ongoing buildup of the leveraging and the growing regional disparities, exposure to economic and financial risks is on the rise. These problems are structural in nature and should be resolved by adapting to the changes in the potential growth rates and development stages through supply-side reforms, stronger aggregate demand, nurturing new growth drivers and upgrading traditional comparative advantages. Priority reforms, such as streamlining administrative procedures, delegation of powers, strengthening regulations to improve services, and fiscal and tax reforms, should be deepened on a continuous basis, and the five major tasks of removing excess capacity, reducing inventories, deleveraging, reducing costs, and shoring up weak spots should be implemented in earnest. Efforts should also be made to deepen state-owned enterprise reforms, promote the new type of urbanization, increase labor-market flexibility, contain the buildup of asset bubbles, and reduce macro tax burdens. Markets will play a decisive role in resource allocations to further boost market confidence and to stabilize market expectations. Top-down designs and grass-root innovations will be combined. New institutional arrangements will be adopted to encourage local initiatives in promoting economic development, to promote the sound development of the non-public-owned economy, to make breakthroughs in weak links while expanding consumption and developing the services sector, to improve the quality and efficiency of growth, to improve the incentives and disciplinary mechanisms of financial institutions, to maintain sustainable financing, and to expand the scope and space for the effective allocation of financial resources.
Price developments will generally remain relatively stable, with slight upward pressures during the short term. The world economy is still weak despite recoveries in some economies, and the domestic economy has been stable due to a recent recovery momentum. The previous round of a rapid rise in housing prices is still likely to be gradually transmitted. Against such a background, consumer prices are expected to remain stable with some upward pressures. Since the second half of 2015, the decline in industrial prices has been narrowed and they became positive in September, marking an end to the consecutive negative growth that lasted for 54 successive months. This change has not only been promoted by the recovery of international commodity prices and the removal of excess domestic capacity and reductions of inventories on the supply side, but it has also been related to changes on the demand side, such as the recovery in real estate and infrastructure. In the short term, the PPI may still increase. According to the Urban Depositors’ Survey conducted by the PBC in Q3 of 2016, the future price expectation index was up by 2 percentage points from the previous quarter, an increase during two consecutive quarters, and the number of respondents who deemed housing prices to be “high and difficult to accept” rose by 0.3 percentage point from the previous quarter. The trend of price movement will be decided by the relative changes in demand and supply. Uncertainties still remain and they warrant close monitoring. 
Box 3 Economic Performance, Monetary Policy, and Structural Adjustments

At the current juncture, the global economy is still undergoing substantial adjustments. The Chinese economy has entered a new normal, the essence of which is structural adjustment and a shift in the development model. During the structural adjustments,  and given prominent structural problems, overall monetary policy should remain sound, supporting the effective demand of the real economy for financing in order to prevent aggregate demand from a precipitous decline in the short run, while refraining from injecting excessive liquidity that would push up debt and leverage levels and make structural distortions more entrenched. The priority of monetary policy should be to provide a neutral and appropriate monetary and financial environment for structural reforms, transformation, and upgrading, and to win time and space for structural reforms. In recent years, in accordance with the overall arrangements of the Party Central Committee and the State Council, the PBC has made innovations in monetary conduct, stabilized macroeconomic policy by strengthening preemptive adjustment and fine-tuning while refraining from launching a substantial stimulus, and has made monetary policy better targeted by exploring how to solve the structural problems in a targeted manner. At the same time, the PBC has advanced market-based financial reforms, improved monetary policy management and the macro-prudential policy framework, improved the transmission channels, and enhanced the financial system’s capacity to serve the real economy. There were heightened downward economic pressures and stock market fluctuations in 2015. Through its monetary policy, the PBC strengthened countercyclical adjustments by cutting the reserve requirement ratio and the benchmark lending and deposit rates on several occasions, and it guided the repo rate of open market operations to decline to ensure reasonable and adequate liquidity and to create a proper monetary environment in terms of interest rates and the volume of liquidity. From the beginning of 2016, positive changes occurred in the economy, as evidenced by the stable economic growth and price levels. In light of the changing conditions, attention was paid to proceed at an appropriate pace and intensity when implementing the sound monetary policy. To deal with the liquidity shortage stemming from the decline in the RMB equivalent of foreign exchange purchases, accounting for the constraints faced by adjusting the reserve requirement ratios, such as the potential balance-sheet effect and the strong signaling effect, the PBC has used open market operations and the Medium-term Lending Facility (MLF) to keep liquidity reasonably adequate and interest rates stable. In general, monetary aggregates and the interest-rate level are broadly in line with the current economic fundamentals, and monetary policy has strengthened preemptive adjustment and fine-tuning in light of the changing situations, both of which have helped to maintain neutral and appropriate monetary and financial environments. 
China’s economic and financial systems have integrated into the world. For an open economy, monetary policy faces constratins in terms of the asset price differentials and exchange rate. With the continued rapid economic growth, household wealth, and  real estate assets in particular, have grown rapidly. It is estimated that the financial assets of the household sector in China have grown at an annual rate of over 20 percent, whereas real estate assets have been twice the size of financial assets. International experience has shown that rapid accumulation of wealth would have important implications for the economy, and there could be a closer link between the economy and the real estate sector. For example, the correlation between monetary indicators and economic growth has weakened noticeably in the United States since the 1990s, but there has been a closer relationship between household assets and GDP growth. Market players could finance via mortgages rather conveniently, and as a result real estate and other assets have become more liquid, thus linking the real estate market cycle with the economic cycle and making the real estate sector an important factor influencing income distribution. Recently for some time, housing prices in some cities grew rather quickly, and the RMB exchange rate—affected by the strength of the U.S. dollar index—depreciated slightly, therefore the real estate market and the RMB exchange rate received lots of attention. Some analysts even talked about whether to “abandon the exchange rate to stabilize housing prices” or to “sacrifice housing prices in exchange for RMB stability.” The first approach argues for a monetary tightening to squeeze asset bubbles and using high interest rates to stabilize the exchange rate. However, this would lead to crisis-like passive deleveraging, which would involve an expensive and painful process, whereas the exchange rate would hardly be anchored. The second approach argues for a loose monetary policy to support housing prices in an attempt to stoke inflation and housing prices with a low interest rate. Similarly, this would intensify structural distortions and a debt overhang, therefore lengthening the adjustments and incurring heavier costs. Going forward, China is well positioned to maintain stable and relatively rapid growth. The above approaches exaggerate the risks in the respective areas and do not offer optimal solutions. As far as monetary policy is concerned, the key is to maintain a sound, neutral, and appropriate monetary environment, while putting into play the role of macro-prudential policies to safeguard financial stability. More importantly, structural adjustments and reforms should be promoted to further strengthen market confidence and resilience in the economy, to promote sustained, healthy, and stable development of the economy, and to expand room for the effective allocation of financial resources. 

In recent years, China’s structural adjustment and reforms have gradually deepened and made new inroads, posting more equitable growth and improved economic quality and efficiency. Going forward, proactive actions can be taken to adjust the economic structure, deleverage and prevent the accumulation of bubbles. The key to proactive restructuring is to improve the social security system, advance the innovation-driven strategy, develop the service sector, combine expansion of consumption with efforts to shore up weak spots, eliminate institutional bottlenecks in the service sector, liberalize market access and ease price controls, inject vitality into growth, supplement effective supplies to weak industries, and tap the consumption potentials of the household sector. Proactive deleveraging requires systematic designs and initiatives to gradually stabilize and reduce the overall debt level and to prevent systemic risks in the economic and financial systems. One of the important avenues for proactive deleveraging is debt equity swaps, which, leveraging the important role of banks in the financial system, should be carried out in tandem with promoting integrated operations of the financial sector, building a multi-layered capital market, and the SOE reforms, thus contributing to accelerated structural adjustments and reforms. Asset prices have had a larger impact on the economy as the economy has grown and household wealth has accumulated. Efforts should be made to improve the overarching design of property market regulation, reform land policies from the supply side in the process of urbanization, improve the fiscal and taxation systems, and address institutional bottlenecks that constrain the development of the new type of urbanization so as to maintain sustained and healthy development of the property market. 

II. Monetary policy during the next stage

The PBC will earnestly follow the strategic arrangements of the Central Committee of the Communist Party of China (CPC) and the State Council. It will continue the reform and opening-up, adhere to the guideline of seeking progress while maintaining stability and to the overall principle of maintaining stable macroeconomic policies and adopting flexible micro policies. Efforts will be made to adapt to the new normal in economic development, maintain policy consistency and stability, continue to implement a sound monetary policy, and keep operations flexible and appropriate. Fine-tunings and preemptive adjustments will be adopted as necessary, while policy measures will be better targeted and more effective in order to manage aggregate demand for the ongoing supply-side structural reforms and to create neutral and proper monetary and financial environments for structural adjustments. The focus will be placed on curbing asset bubbles and preventing economic and financial risks, while liquidity is kept at an adequate level so as to promote sound and sustainable economic development. There will be an increased focus on reforms and innovations as well as more measures to integrate reforms with macro adjustments, to combine monetary policy management with the deepening of reforms, and to enable the market to play a decisive role in resource allocations. In view of the financial deepening and innovations, the monetary policy framework will be improved to strengthen the price-based tools and the transmission mechanism, to clear the transmission channel for monetary policy to the real economy, to resolve outstanding issues in economic performance and the functioning of the financial sector, and to improve the efficiency of the financial system and its capacity to provide services to the real sector. The macro-prudential policy framework will be strengthened to firmly secure the bottom line in terms of preventing any systemic financial risks.  
First, a combination of monetary policy instruments will be employed, and the policy mix will be optimized to maintain adequate liquidity and to keep the growth of money, credit, and all-system financing aggregates at reasonable levels. Based on domestic and global economic and financial developments, a combination of monetary policy instruments will be adopted in a flexible manner to promote money-market stability, improve the central bank collateral management framework, and properly adjust liquidity as well as market interest rates. Macro-prudential management will be enhanced and improved to properly conduct macro-prudential assessments. All these efforts are aimed at maintaining a sound, neutral, and proper monetary environment from the perspective of price and quantity. Continued efforts will be made to guide the commercial banks to enhance liquidity and balance-sheet management by properly managing the size and maturity structure of assets and liabilities and to improve liquidity risk management. 
Second, the stock of assets will be mobilized and new assets will be made good use of to support the economic restructuring, transformation, and upgrading. The direction and structure of liquidity provision will be optimized. Credit policy will be properly designed to support central bank lending, central bank discounts, and pledged supplementary lending. This will play a greater role in advancing supply-side structural reforms and will guide financial institutions to optimize the credit structure. A case-by-case approach will be followed by propping up some sectors while restraining others, and by seeking orderly market access and exit. Financial institutions will actively provide financial services designed to support growth stabilization, restructuring, and efficiency-enhancing efforts in the industrial sector, to reduce excess capacity, to develop green credit, and to promote the transformation and upgrading of the manufacturing sector. More financial services will continue to target major national infrastructure and strategic projects, including railway construction in Central and Western China and the coordinated development of Beijing, Tianjin, and Hebei. Financial services will be improved continuously for new types of consumption and a modern services sector, including old-age care, housekeeping, and health care, so as to promote  strategic adjustments in the industrial structure. The shift from old to new drivers for economic growth will be expedited to improve the quality and efficiency of growth as well as to promote economic transformation and upgrading. The information system for financial services designed to target poverty alleviation will be improved, along with the information integration and sharing mechanism. Efforts will be made to oversee and guide financial institutions to expedite the supply of credit earmarked for poverty alleviation via relocations so as to promote smooth progress in this initiative. Quality financial services will be readily available for new types of business entities in the agricultural sector, the pilot program on loans pledged with contracted farmland operational rights and rural home property rights will be prudently advanced in line with the laws, and financial institutions in the banking sector will be guided to ramp up support for key fields, including water conservancy projects, agricultural infrastructure, integration of the primary, secondary, and tertiary industries, international cooperation in agriculture, a modern seed industry, the new type of urbanization, and so forth. Evaluations of the effects of credit policy targeting rural areas, farmers, and agriculture, as well as small and micro businesses, will be improved and research will be conducted to establish a mechanism for evaluating the effects of financial services designed to target poverty alleviation. Financial institutions will be urged and guided to step up credit support for poverty-stricken areas and weak links. Collateralized lending for entrepreneurship and pilot programs on connecting finance with science and technology will be further developed. Efforts will be made to actively explore a market-based long-term mechanism for providing financial services to bolster entrepreneurship and innovations and to step up financial support for key sectors in the national economy, including science and technology, the cultural industry, consumption, and the emerging strategic industries.       
Third, the market-based interest-rate reforms and the RMB exchange-rate regime reforms will be furthered to improve the efficiency of financial resource allocations and the monetary policy framework. More efforts will be made to urge financial institutions to strengthen internal controls, improve their capabilities for independent and rational interest-rate pricing and risk management, further develop market-based benchmark rates and yield curves, and continuously improve the market-based interest-rate mechanism. The PBC will explore an interest-rate corridor mechanism, enhance its interest-rate adjustment capability, and straighten out the mechanism for the transmission of central bank policy rates to financial markets and the real economy. Oversight of the irrational pricing behavior of financial institutions will be intensified. The important role of the self-regulatory mechanism for market interest-rate pricing will be tapped, effective incentives for and constraints on interest-rate pricing will be adopted, and industrial self-discipline and risk prevention will be reinforced to maintain fair pricing. The market-based RMB exchange-rate regime will be further improved to allow market forces to play a greater role, to enhance two-way flexibility of the RMB exchange rate, and to keep the RMB exchange rate basically stable at an adaptive and equilibrium level. Development of the foreign-exchange market will be accelerated based on the principle of serving the real economy to provide exchange-rate risk management services to exporters and importers based on their actual needs. Measures will be taken to support the use of RMB in cross-border trade transactions and investment activities, and more channels will be made available for the outflow and inflow of RMB funds. Direct trading of the RMB against other currencies will be promoted to provide better services for cross-border use of the RMB. The impact of international developments on capital flows will be carefully watched and macro-prudential management of cross-border capital flows will be improved.

Fourth, the system of financial markets will be improved to support the role of financial markets in stabilizing economic growth, facilitating economic restructuring, transformation, and upgrading, deepening reform and opening-up, and preventing financial risks. Efforts will be made to continue the market-based reform and development, combine innovation with regulation, promote the development of a multi-tiered capital market, and improve the capabilities for and the efficiency of providing financial services to the real economy. Product innovations in the bond market will be actively advanced, with better institutions and an optimized bond and derivatives trading mechanism. The opening-up of the bond market will be promoted steadily to make it more hassle-free for overseas institutions to issue and trade bonds on the domestic bond market. The development and coordinated management of financial-market infrastructures will be strengthened to ensure the safe and efficient functioning, and the overall stability, of the market. Expedited efforts will be made to establish and improve the credit risk resolution mechanism and to put in place a macro-prudential management framework for the bond market. Coordination of bond market management and inter-departmental regulatory cooperation will be enhanced to allow the bond market to play a role in increasing the share of direct financing, preventing and mitigating financial risks, and optimizing resource allocations.          
Fifth, reform of financial institutions will be deepened to improve financial services by increasing supply and enhancing competition. The reform of large commercial banks and other large financial corporations will be deepened by improving corporate governance, establishing effective mechanisms for decision-making, execution, and checks-and-balances, and implementing corporate governance requirements in day-to-day business operations and risk controls. Further reforms to the management and operational mechanisms of the Agricultural and Rural Financial Service Division of the Agricultural Bank of China will be promoted, and the effects of the reforms will be closely monitored and evaluated to continuously improve capacity to provide services at the county levels. Continued efforts will be made to advance the program of further reforming the Bank of Communications to sharpen its market competitiveness. Implementation of reform programs for policy and development financial institutions will be expedited. In line with the requirements and the division of labor established in the reform programs, the PBC will work with the relevant departments to swiftly complete the follow-up tasks of revising charters, improving governance structures, specifying the scope of businesses, and strengthening the risk compensation mechanism. Expedited efforts will be made through the deepening of reforms to build sustainable policy and development financial institutions and a policy environment tailored to Chinese circumstances so as to provide better services for economic growth. The market-based transformation of asset management companies will be furthered.
Sixth, the macro-prudential policy framework will be improved to effectively prevent and mitigate systemic financial risks and to preserve stability in the financial system. Financial risk monitoring, assessments, and early warning systems will be improved in an effort to fully identify potential risks in key sectors, with a focus on risks stemming from the real economy, in particular from industries with excess capacity, the property market, and local government debt. Enhanced efforts will be made to monitor and analyze risks arising from corporate debt, the banks’ asset quality and changes in liquidity, abnormal stock market fluctuations, the use of insurance funds, asset management activities, Internet financing, and so forth. Stress tests will be conducted continuously for financial institutions and financial markets, and risk warnings will be issued in a timely manner. Contingency plans will be improved to address potential risks and a number of measures and tools will be adopted to timely mitigate and properly resolve such risks. Macro-prudential management will be enhanced to strengthen analysis and assessment of pro-cyclical, cross-sectoral, cross-market risks, and risk contagion. The institutional reform of the capital market will be deepened to build a sound and stable market. The deposit insurance scheme will be made fully functional and the role of core mechanisms, such as the risk-based premium, will be tapped. The monitoring of high-risk financial institutions will be intensified and the market-based exit mechanism will be improved. Financing through informal channels will be better regulated by stepping up the crackdown on illegal fund-raising activities. Effective measures will be introduced in a timely manner to safeguard the bottom line in terms of preventing systemic financial risks.
� In the first three quarters of 2016, new real-estate development loans posted RMB 430.78 billion. Among the total, new loans for the development of welfare housing was RMB 476.058 billion whereas new loans for the development of commercial real estate (including residential housing and commercial business buildings) declined by RMB 45.278 billion. As a result, new loans for the development of welfare housing accounted for 110.5 percent out of total new real-estate development loans.
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