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Executive Summary 

 

In Q1 of 2016, the Chinese economy made steady progress. There were positive 

changes in performance as the structural adjustments continued, the tertiary industry 

gained more weight in the economy, in March the growth of exports returned to 

positive territory, and, after a period of moderation, the growth of industrial output 

stabilized.  In Q1, GDP grew 6.7 percent year on year while the CPI was up 2.1 

percent year on year.  

 

The PBC, following the overall arrangements of the CPC Central Committee and the 

State Council, continued to implement its sound monetary policy, strengthened 

preemptive fine-tuning and made more targeted and effective adjustments. First, a 

number of instruments, including open market operations,  the medium-term lending 

facility, and a universal reduction in the deposit reserve ratio, were used to adjust 

liquidity in the banking system and to maintain an adequate overall level of liquidity. 

Second, a mechanism for daily open market operations was established to step up 

guidance and adjustments of money-market interest rates, focusing on maintaining 

stable short-term interest rates, guiding the downward movement of the interest rates 

of the medium-term lending facility, and tapping the role of the interest rates of the 

standing lending facility as the upper limit of the interest-rate corridor. Prices were 

used as a lever to maintain stable market expectations and to guide a decline in 

financing costs. Third, the pilot program of central bank lending with credit assets as 

pledges and the central bank’s internal rating practices were expanded. The 

macro-prudential assessment was organized to play a counter-cyclical role and to 

guide the structural adjustments. Central bank lending for poverty alleviation was 

established. The range of recipients of pledged supplementary lending was expanded. 

Window guidance and credit policy were used to guide structural adjustments, 

encouraging financial institutions to allocate more credit assets to key fields and weak 

links, including small and micro enterprises, the agricultural sector, rural areas, and 

farmers, and shantytown renovation projects. The macro-prudential policy framework 

was further improved and the reform of the financial sector was deepened.   

 

Overall, the sound monetary policy has produced fairly positive results. Liquidity has 

remained reasonable and sufficient and real interest rates were kept at a stable level. 

At the end of March 2016, outstanding M2 was up 13.4 percent year on year, an 

acceleration of 0.1 percentage point from the end of the last year. The outstanding 

volume of RMB loans was up 14.7 percent year on year, an acceleration of 0.4 
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percentage point from the end of the last year, registering an increase of 4.6 trillion 

yuan from the beginning of 2015 and 930.1 billion yuan more than the growth in 

March 2015. The stock volume of all-system financing aggregates grew by 13.4 

percent year on year. In March, the weighted average loan interest rate offered to 

non-financial enterprises and other sectors was 5.30 percent, about the same as that in 

December 2015, a decline of 1.26 percentage points year on Year. At the end of 

March of 2016, the central parity of the RMB against the US dollar was 6.4612 yuan 

per dollar and the CFETS RMB exchange-rate index was 98.14. 

 

Recovery of the global economy remained rather tepid, with some economies losing 

growth momentum amidst numerous uncertain and unstable factors. Supported by a 

series of policy measures, the Chinese economy has undergone positive changes, 

investment growth has accelerated, and corporate profits have improved. Yet 

structural imbalances are still prominent and endogenous growth drivers have yet to 

be strengthened. Although measures are being taken to reasonably expand aggregate 

demand, it is necessary to focus on promoting supply-side structural reforms, to 

nurture new growth drivers, to upgrade and transform our traditional comparative 

advantages, to earnestly carry out the five major tasks of removing excess capacity, 

reducing inventories, deleveraging, reducing costs, and shoring up weak spots, 

deepening the SOE reform, promoting development of the non-public sector, 

improving the quality and efficiency of growth, and maintaining sustainable financing 

and expanding the space for the effective allocation of financial resources.    

 

Going forward, the PBC will continue to follow the strategic arrangements of the 

Party Central Committee and the State Council, press ahead with the reform and 

opening, and adhere to the guideline of seeking progress while maintaining stability. 

Efforts will be made to adapt to the new normal in the economy, to maintain policy 

consistency and stability, to continue to implement a sound monetary policy, and to 

maintain flexibility and suitability, and fine-tunings and preemptive adjustments will 

be adopted when necessary with proper strength and policy measures will be more 

targeted and effective in order to manage aggregate demand t that is appropriate for 

the ongoing supply-side structural reforms. A variety of quantitative and price 

monetary instruments will be used and the policy mix will be optimized. 

Macro-prudential regulations will be enhanced to provide proper monetary and 

financial environments, both in terms of price and volume, for the structural 

adjustments and the transformation. The stock of credit assets will be revitalized and 

new loans will be put to good use to optimize the financing and credit structures and 

to nurture the new drivers of economic growth. In the meantime, there will be an 

increased focus on reform and innovation and more measures will be adopted to 
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integrate reform and macro-economic management, to combine monetary-policy 

conduct with the deepening reform, and to enable the market to play a decisive role in 

resource allocations. In view of the financial deepening and innovation, the conduct of 

monetary policy will be further improved by enhancing the price-based adjustment 

and transmission mechanism, improving expectation guidance, and promoting the 

transmission of monetary policy to the real economy in order to improve the 

efficiency of the financial system and its capacity to render services to the real sector. 

The macro-prudential policy framework will be improved and comprehensive 

measures will be adopted to prevent and diffuse financial risks, to preserve stability in 

the financial system, and to safeguard the bottom line to prevent systemic and 

regional financial risks. 
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  Part 1  Money and Credit Analysis  

In the first quarter of 2016, liquidity in the banking sector was generally sufficient, 

with money, credit, and aggregate social financing growing relatively rapidly. The 

structure of loans continued to improve, interest rates were stabilized at a low level, 

and the RMB exchange rate became more flexible.  

 

I. Monetary aggregates grew rapidly 

At the end of March, outstanding M2 stood at 144.6 trillion yuan, up 13.4 percent 

year on year, representing an acceleration of 0.1 percentage point from end-2015. 

Outstanding M1 stood at 41.2 trillion yuan, up 22.1 percent year on year, representing 

an acceleration of 6.9 percentage points from end-2015. M0 grew by 4.4 percent year 

on year to 6.5 trillion yuan. On a net basis, during the first quarter the central bank 

pumped 143.5 billion yuan into the economy, a decrease of 25.5 billion yuan year on 

year.  

 

M2 growth was above 13 percent in every month of the first quarter, exceeding GDP 

growth by a large margin. It is worth noting that M1 growth accelerated from March 

2015 by a cumulative 19 percentage points. M1 includes cash in circulation and 

demand deposits of enterprises and social entities. The increase in M1 growth 

revealed that, in the context of generally adequate liquidity and low interest rates, 

activities such as production, investments, and trading increased, which was in line 

with the major economic indicators during the first quarter.  

 

At end-March, outstanding base money registered 28.3 trillion yuan, an increase of 

290.6 billion yuan from the beginning of the year and representing an acceleration of 

256.6 billion yuan year on year. The money multiplier stood at 5.10, an increase of 

0.07 from end-2015. The excess reserve ratio of financial institutions was 2.0 percent 

and that of rural credit cooperatives was 6.1 percent.  

 

II. Deposits in financial institutions grew at a steady and 

relatively rapid pace 

At the end of March, outstanding deposits of domestic and foreign currencies in all 

financial institutions posted 145.4 trillion yuan, up 12.6 percent year on year and 

representing an acceleration of 0.2 percentage point from end-2015. This was an 

increase of 5.6 trillion yuan from the beginning of the year. Outstanding RMB 

deposits registered 141.1 trillion yuan, up 13.0 percent year on year and an 

acceleration of 0.6 percentage point from end-2015. This was an increase of 5.4 

trillion yuan from the beginning of the year and an acceleration of 1.3 trillion yuan 

year on year. Outstanding deposits in foreign currencies registered USD 666 billion. 

This was an increase of USD 38.6 billion from the beginning of the year and a 

deceleration of USD 44.9 billion year on year.  
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Broken down by sectors, growth of household deposits slowed down, whereas 

deposits in non-financial corporate sectors gradually accelerated. At end-March, 

outstanding household deposits posted 58.1 trillion yuan, up 7.9 percent year on year, 

representing a deceleration of 0.8 percentage point from the end of 2015. This was an 

increase of 3.5 trillion yuan from the beginning of the year and a deceleration of 164.9 

billion yuan year on year. Outstanding deposits in the non-financial corporate sectors 

registered 44.5 trillion yuan, up 19.2 percent year on year and representing an 

acceleration of 5.5 percentage points from end-2015. This was an increase of 1.6 

trillion yuan from the beginning of the year, representing an acceleration of 2 trillion 

yuan year on year. Outstanding fiscal deposits registered 3.6 trillion yuan, an increase 

of 169 billion yuan from the beginning of the year and representing an acceleration of 

270 billion yuan year on year. Outstanding deposits of non-deposit-taking financial 

institutions registered 12.0 trillion yuan, representing a decrease of 953.6 billion yuan 

from the beginning of the year and an increase of 14.9 percent year on year. In 

particular, deposits of securities and transaction settlements and deposits of special 

purpose vehicles (including off-balance-sheet wealth management and securities 

investment funds, and so forth) fell by 320.9 billion yuan and 706.6 billion yuan 

respectively from the beginning of the year.  

 

III. Loans of financial institutions registered relatively rapid 

growth 

At end-March, outstanding loans in domestic and foreign currencies of all financial 

institutions posted 103.8 trillion yuan, up 13.4 percent year on year and on par with 

the figure at end-2015. This was an increase of 4.4 trillion yuan from the beginning of 

the year and an acceleration of 534.3 billion yuan year on year. Outstanding RMB 

loans stood at 98.6 trillion yuan at end-March, representing growth of 14.7 percent 

year on year and an acceleration of 0.4 percentage point from end-2015. This was an 

increase of 4.6 trillion yuan from the beginning of the year and an acceleration of 

930.1 billion yuan year on year. This rapid increase was fueled by a demand for loans 

after the economic recovery and the continued fast growth of real estate loans, in 

particular mortgage loans, after the housing market turned around.  

 

RMB loans to the household sector accelerated further. Broken down by sectors, 

growth of RMB loans to the household sector grew rapidly by 17.6 percent year on 

year to 28.3 trillion yuan at end-March, representing an acceleration of 0.8 percentage 

point from end-2015. This was an increase of 1.2 trillion yuan from the beginning of 

the year and an acceleration of 355.5 billion yuan year on year. Among this total, 

home mortgage loans grew by 960.1 billion yuan from the beginning of the year, an 

acceleration of 424.8 billion yuan year on year. In March, they grew by 26.6 percent, 

accelerating for the tenth successive month. Outstanding loans to non-financial 

businesses and other sectors posted 69.2 trillion yuan, up 13.2 percent year on year 

and representing an acceleration of 0.5 percentage point from end-2015. This was an 

increase of 3.4 trillion yuan from the beginning of the year and an acceleration of 

705.3 billion yuan year on year. In terms of the maturity brackets of RMB loans, new 
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medium- and long-term RMB loans increased by 3.1 trillion yuan from the beginning 

of the year, an acceleration of 975.4 billion yuan year on year. The share of new 

medium- and long-term RMB loans in total new loans was 68.1 percent, an increase 

of 9.3 percent over the same period of the last year. Among this total, medium- and 

long-term fixed-asset investment loans grew by 1.5 trillion yuan from the beginning 

of the year, an acceleration of 342.5 billion yuan. Outstanding short-term loans 

(including bill financing) increased by 1.3 trillion yuan from the beginning of the year, 

a slight deceleration of 41.1 billion yuan year on year. Broken down by institutions, 

the loan growth of Chinese-funded large-sized banks and small- and medium-sized 

banks registered a larger year-on-year acceleration.  

Table 1 RMB Loans of Financial Institutions in Q1 of 2016 

     Unit: 100 million 

 New loans Acceleration  

Chinese-funded large-sized  

banks ① 
18363 1439 

Chinese-funded small- and 

medium-sized banks
 

25055 6879 

Small-sized rural financial  

institutions③ 5331 -112 

Foreign-funded  

financial institutions  319 83 

Notes: ①Chinese-funded large-sized banks refer to banks with assets (both in domestic and 

foreign currencies) of 2 trillion yuan or more (according to the amount of total assets in both 

domestic and foreign currencies at end-2008).  

②Chinese-funded small- and medium-sized banks refer to banks with total assets (both in 

domestic and foreign currencies) of less than 2 trillion yuan (according to the amount of total 

assets in both domestic and foreign currencies at end-2008).  

③Small-sized rural financial institutions include rural commercial banks, rural cooperative banks, 

and rural credit cooperatives.  

Source: People’s Bank of China. 

 

Foreign-currency–denominated loans declined. At end-March, driven by changes in 

RMB exchange-rate expectations, outstanding foreign-currency loans of financial 

institutions fell by USD 21.6 billion from the beginning of the year to total USD 

808.8 billion. This decrease represented a year-on-year acceleration of USD 55.6 

billion. In terms of the loan structure, outward loans increased by USD 13.4 billion 

from the beginning of the year and short-term loans to non-financial businesses and 

other sectors decreased by USD 34.9 billion. 
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IV. During the same period, all-system financing aggregates 

recorded a historical high  

According to preliminary statistics, flows of all-system financing aggregates in the 

first quarter were 6.59 trillion yuan, an acceleration of 1.93 trillion yuan year on year. 

At end-March, stocks of all-system financing aggregates reached 144.75 trillion yuan, 

up 13.4 percent year on year and representing an acceleration of 0.9 percentage point 

and 0.3 percentage point from end-2015 and from the same period of the last year 

respectively.  

 

With regard to the composition of the flow, the structure of the all-system financing 

aggregates further improved. Direct financing developed relatively rapidly, more 

financing channels became available, and the financial system’s support for the real 

economy increased. First, RMB-denominated loans grew by a large margin. In the 

first quarter, RMB-denominated loans grew by 4.67 trillion yuan, hitting a historical 

high on a quarterly basis. In terms of stock, by end-March outstanding 

RMB-denominated loans increased by 14.5 percent year on year, representing an 

acceleration of 0.6 and 0.5 percentage point respectively from the end of 2015 and the 

same period of the last year respectively. Second, as exchange-rate movements 

stabilized, the declining trend in foreign-currency–denominated loans was reversed. 

In March, foreign-currency‒denominated loans increased by 600 million yuan, 

putting an end to the eight-month-long declining trend. Third, direct financing grew 

substantially. Growth in the stock of direct financing gathered notable pace, to which 

corporate bond financing made a large contribution. Due to reduced financing costs, 

starting from 2015 corporate bond financing increased quarter by quarter and posted a 

record high of 1.24 trillion yuan in the first quarter of 2016. Equity financing by 

non-financial enterprises also accelerated, growing by 284 billion yuan in the first 

quarter and accelerating of 113.2 billion yuan year on year. In terms of stock, 

outstanding direct financing grew by 28.5 percent year on year at end-March, 

representing an acceleration of 4.6 percentage points and 5.7 percentage points from 

the end of the last year and the same period of 2015 respectively, hitting a new high 

since 2014. Fourth, the growth of off-balance-sheet financing rebounded, driven by 

the relatively high growth of entrusted loans and trust loans. During the first quarter, 

entrusted loans and trust loans grew by 224.3 billion yuan and 158 billion yuan year 

on year respectively. Affected by the strengthened regulation over bankers’ acceptance 

bills, the growth of undiscounted bankers’ acceptance bills decelerated by 264.9 

billion yuan year on year. In terms of stock, off-balance-sheet financing, although 

decelerating due to the continued decline in undiscounted bankers’ acceptance bills, 

was growing at over 3 percent from the beginning of 2015.  
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Table 2 Increments in All-system Financing Aggregates during Q1 of 2016 

      Unit: 100 million yuan  

 

All-system 

financing 

aggregates
 

①
 

Of which: 

RMB 

loans  

Foreign- 

currency 

denominated 

(RMB 

equivalent) 

Entrusted 

loans 

Trust 

loans  

Undiscounte

d bankers’ 

acceptances  

Enterprise 

bonds 

Financing 

by 

domestic 

institution

s via the 

domestic 

stock 

markets 

Q1 2016
②

  65859 46651 -2290 5485 1593 -2205 12355 2840 

Year-on- 

year change 
19300 10586 -2351 2243 1580 -2649 8427 1132 

Notes: ① An increment in 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 sectors 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.  

 

      Unit: 100 million yuan  

 

All-system 

financing 

aggregates
 

①
 

Of which: 

RMB 

loans  

Foreign- 

currency 

denominated 

(RMB 

equivalent) 

Entrusted 

loans 

Trust 

loans  

Undiscount

ed bankers’ 

acceptances  

Enterpr

ise 

bonds 

Financing 

by 

domestic 

institution

s via 

domestic 

stock 

markets 

End-March, 

2016
②

  

144.75 97.42 2.78 11.56 5.61 5.63 15.89 4.81 

Year-on-ye

ar change 

13.4 14.5 -20.2 19.6 4.9 -19.0 30.6 22.2 

Notes: ① All-system financing aggregates refer to the 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) during a certain period of time. 

② Data for the current period are preliminary.   
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 Stocks are based on the value as shown in the accounts or their 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. 

V. Interest rates on deposits and loans of financial institutions 

remained basically stable 

In March, the weighted average interest-rate loan offered to non-financial companies 

and other sectors was 5.30 percent, up 0.03 percentage point from December 2015 

and down by 1.26 percentage points year on year. In particular, the weighted average 

interest rate on ordinary loans posted 5.67 percent, up 0.03 percentage point from 

December 2015; the weighted average bill financing rate was 3.62 percent, up 0.29 

percentage point from December 2015. The interest rate on home mortgage loans 

continually fell, with the weighted average rate posting 4.63 percent in March, down 

0.07 percentage point from December 2015. 

 

The share of loans with interest rates below, at, or above the benchmark rates 

remained generally stable. In March, the share of loans with interest rates lower than 

the benchmark rate was 20.82 percent, down 0.63 percentage point from December 

2015, whereas the share of loans with interest rates offered at the benchmark rate was 

17.60 percent, down 1.00 percentage point from December 2015, and loans offered 

with interest rates above the benchmark rate accounted for 61.58 percent of the total, 

up 1.63 percentage points from December 2015.  

Table 4 Shares of Loans with Rates At, Above, or Below the Benchmark Rate, January 

through March 2016 

        Unit: % 

Month  

Lower 

than the 

benchmar

k  

At the 

benchm

ark  

Higher than the benchmark  

Sub-tot

al (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.  

 

The deposit and lending rates of foreign currencies fluctuated slightly due to the 

interest-rate volatility in international markets and changes in supply and demand for 

foreign currencies on the domestic market. In March, the weighted average interest 

rate of large-value US dollar demand deposits and large-value US dollar deposits with 

maturities within 3 months registered 0.20 percent and 0.68 percent respectively, up 
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0.04 percentage point and 0.12 percentage point respectively from December 2015. 

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 1.48 percent and 1.85 percent respectively, down 0.17 percentage 

point and up 0.05 percentage point respectively from December 2015.  

Table 5  Average Interest Rates of Large-value Deposits and Loans Denominated in US 

Dollars, January through March 2016 

Unit: % 

Month 

Large-value deposits Loans 

Dema

nd 

depos

its  

Within 

3 

months 

3–6 

months 

(includin

g 3 

months) 

6–12 

months  

(includin

g 6 

months) 

1 year  

More 

than 1 

year 

Within  

3 

months  

3–6 

months 

(includin

g 3 

months) 

6–12 

months  

(includin

g 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  

Februar

y 

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.  

VI. RMB exchange-rate flexibility strengthened in both 

directions  

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 stable. As of end-March, the CFETS RMB 

exchange-rate index closed at 98.14, depreciating by 2.78 percent from the end of 

2015; 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 

99.08 and 97.61 respectively, losing 2.59 percent and 1.24 percent respectively from 

the end of 2015. According to calculations by the BIS, in the first quarter of 2016 the 

NEER and the REER of the RMB depreciated by 2.34 and 1.32 percent respectively; 

from the RMB exchange-rate regime reform in 2005 to March 2016, the NEER and 

the REER of the RMB exchange rate appreciated by 42.47 percent and 53.89 percent 

respectively. At end-March 2016, the central parity of the RMB against the USD was 

6.4612, an appreciation of 324 basis points, or 0.50 percent, from end-2015. From the 

RMB exchange-rate regime reform in 2005 to end-March 2016, the RMB gained 

28.10 percent against the USD. 

 

VII. Cross-border RMB businesses fell in year-on-year terms 

During the first quarter of 2016, cross-border receipts and payments in RMB totaled 

2.39 trillion yuan, a decrease of 9 percent year on year. In particular, RMB receipts 

and payments registered 935.31 billion yuan and 1.45 trillion yuan respectively, 
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resulting in a net outflow of 516.3 billion yuan and a receipt-to-payment ratio of 

1:1.55. RMB cross-border receipts and payments under the current account posted 

1.34 trillion yuan, down 19 percent year on year. In particular, settlements of trade in 

goods registered 1.34 trillion yuan, whereas settlements of trade in services and other 

items under the current account registered 207.51 billion yuan. Cross-border RMB 

receipts and payments under the capital account totaled 1.04 trillion yuan, an increase 

of 8 percent year on year.  

Figure 1  Monthly RMB Settlements of Cross-border Trade 

 

 
Source: People’s Bank of China.  
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Part II. Monetary Policy Operations 

In 2016 the domestic and overseas economic and financial situations remained 

complicated. Although there have been positive changes in the domestic economy, the 

foundation is not solid, with a rising CPI and soaring housing prices in some cities. In 

accordance with the overall arrangements of the Party Central Committee 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. 

Through various monetary-policy instruments, the PBC has strengthened preemptive 

adjustments and fine-tuning measures to maintain reasonably sufficient liquidity, to 

reduce financing costs, and to create a favorable monetary and financial environment 

so as to promote supply-side structural reforms. 

 

I. Flexible open market operations  

The PBC closely monitors macro-economic and financial operations and liquidity 

changes and conducts flexible OMOs, mainly with repos guiding market expectations 

with relatively stable OMO rates, to facilitate smooth operations in banking liquidity 

and money-market rates. 

 

Before the Spring Festival, there was a liquidity gap in the banking system due to 

huge cash injections, a decline in FX-related RMB issuances, as well as fluctuations 

in fiscal revenue. Thus the PBC extended open market repo maturities from 7 days to 

14 and 28 days respectively and began to increase the frequency of operations from 

twice per week to daily, together with short-term liquidity operations (SLO), to ensure 

a sufficient liquidity supply and to promote a balanced money-market demand and 

supply. After the Spring Festival, pressures on liquidity demand and supply were 

eased due to huge cash withdrawals from circulation, and the supply of money in the 

market was even more sufficient after the reserve requirement was cut in early March. 

Based on the relevant OMO maturity dates, the PBC has conducted appropriate 7-day 

repos to maintain sufficient banking liquidity and to promote smooth money-market 

operations. Meanwhile, based on previous successful experiences, daily OMOs have 

been adopted. During the first quarter, repo operations reached RMB 4,795 billion, 

and SLOs injected RMB 205 billion into the market. Taking into account various 

factors, including the macro-economy, price fluctuations, and cross-border capital 

flows, 7-day repo rates have been stable at about 2.25 percent since the beginning of 

2016. Through continued OMOs, the PBC signaled central bank rates and stabilized 

market expectations. As a result, 7-day repo rates remained stable around the OMO 

rates and the price-based adjustments were further enhanced. 

 

Central treasury cash management operations in the form of CDs were conducted in a 

timely manner. In the first quarter, treasury deposits of RMB 80 billion were 

deposited in commercial banks in 9-month CDs. 
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Box 1  A Mechanism for Daily Open Market Operations Was Adopted 

OMOs have been a key instrument for central banks to implement their monetary 

policies. At present, the US Fed and the Bank of Japan conduct open market 

operations on a daily basis; the ECB conducts weekly refinancing operations and 

ad-hoc fine-tuning operations in the open market; the central banks in Australia and 

Sweden conduct multiple open market operations every day. Throughout the world, it 

is a common practice for the monetary authorities to adjust the frequency of open 

market operations based on the economic situation and policy demand. 

 

Previously, the PBC had regular OMOs on Tuesdays and Thursdays. For a long time, 

OMOs were mainly used to recycle liquidity so as to maintain adequate banking 

liquidity and reasonable credit growth, with overall abundant liquidity due to the 

foreign-exchange inflows over the years. As the BOP has recently become more 

balanced, banking liquidity is changing from an over-supply to a general equilibrium, 

and even sometimes a liquidity gap. Therefore, the PBC in certain cases has had to 

provide liquidity to meet the growing liquidity demand due to the expansion of 

banking credits. Meanwhile, it has been necessary to add appropriate market 

benchmark rates as the market-oriented interest-rate reform has accelerated and 

monetary policies have been more focused on price-based instruments. Rapid 

financial-market development has complicated the liquidity demand in the banking 

system and market-rate movements. All of these have added to even higher 

requirements that require that the PBC further improve its forward-looking and 

effective liquidity management so as to release timely policy signals to guide market 

expectations so as to achieve its monetary-policy targets. 

 

Thus, in recent years the PBC has been working to improve its OMO mechanism. In 

early 2013, “Short-term Liquidity Operations” were introduced to mainly be 

conducted interim periods of regular operations when the market witnessed 

fluctuations, and at the same time research was stepped up to increase the frequency 

of OMOs. Before the 2016 Spring Festival, due to massive cash injections and 

occasional FX outflows, money-market rates faced certain upward pressures. The 

PBC started to launch daily OMOs and succeeded in easing market pressures. On that 

basis, the PBC adopted daily OMOs beginning from February 18, 2016 so that OMOs 

would be conducted daily. Since then, OMOs have stabilized the market and rate 

fluctuations have been further reduced, including a 50 percent cut in the fluctuations 

of weighted average overnight rates and 7-day pledged repos for deposit-taking 

financial institutions. 

 

In general, adoption of daily OMOs has been a realistic choice to further improve the 

monetary-policy mechanism. On the one hand, it helps to improve the precision of the 

PBC’s liquidity management and it provides an institutional guarantee so that the PBC 

can, in a timely manner, address liquidity shocks caused by numerous factors, 

maintain overall liquidity at adequate levels, and facilitate smooth operations of the 
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money market. On the other hand, it also helps to enhance the PBC rate signals and to 

further improve policy-transmission efficiency. Central bank interest-rate signals are 

similar to throwing stones into a lake. Waves caused by the stones on a volatile 

surface may be easily neglected, thus the signals might be scattered; however, ripples 

can be seen clearly on a still surface, therefore making the signals easier to be 

observed. In addition, daily OMOs had a positive effect on completing and improving 

the effectiveness of the PBC’s policy-rate system. 

 

It is worth noting that the launch of daily OMOs has not only provided a better market 

environment for financial institutions’ liquidity management, but they have also raised 

higher standards for financial institutions to enhance their liquidity management. As 

required by the on-going market-oriented financial reform and the rapidly emerging 

financial innovations, major financial institutions, such as primary OMO dealers, 

should further enhance their liquidity management. Both long-term arrangements and 

short-term factors need to be considered to transmit monetary-policy signals and to 

stabilize the money market. 

 

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

Lending Facilities (MLFs) were conducted in a timely manner to 

facilitate operations 

 

In order to enhance liquidity management in the banking system before and after the 

Spring Festival and to maintain sufficient liquidity, the PBC conducted SLFs in a 

timely manner during the first quarter and provided sufficient short-term liquidity 

support. As a result, the SLFs played an effective role as a rate corridor. The 

maturities of the SLF ranged from overnight, 7-day, and to 1-month, with interest 

rates at 2.75 percent, 3.25 percent, and 3.60 percent respectively. By the end of March, 

the outstanding balance of the SLFs was RMB 16.6 billion. 

 

In the first quarter, the PBC injected RMB 665.5 billion as mid-term base money to 

financial institutions through MLF operations. By the end of March, the outstanding 

balance of MLFs was RMB 1331.3 billion. The PBC has taken measures to enrich the 

MLF maturity structures by adding 3-month and 1-year to the existing 6-month 

maturity to complete the maturity range, and it has gradually reduced their rates to 

2.75 percent, 3.0 percent, and 2.85 percent respectively. In addition to providing 

MLFs, the PBC has also been making efforts to guide financial institutions to enhance 

their support to key areas, such as small/micro firms, agriculture, and rural areas and 

farmers. The MLF rates work as mid-term policy rates to reduce financing costs and 

to support the real economy. 
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III. Assessment and adjustment of the targeted reserve 

requirement cut  

 

In February 2016, in accordance with the relevant mechanism and the arrangements 

for targeted RRR cuts, the PBC assessed financial-institution performance from the 

targeted RRR cuts in 2015. The assessment shows: 1) Most banks have a good record 

in terms of credit support to the rural economy and small firms, meet the criteria of 

the targeted RRR cuts, and can continue to maintain their reduced ratios; 2) Some 

banks without favorable RRR ratios have attained the criteria by optimizing their 

credit portfolios, thus they may be rewarded with a favorable ratio in the new year. 

Very few banks can no longer meet the criteria so they can no longer retain the 

favorable ratios. Different assessment results will help establish a positive incentive 

mechanism to guide commercial banks to improve their credit structures and to 

enhance their support to agriculture, rural areas, and farmers and small and micro 

firms. In March 2016, the PBC cut the RRR by 0.5 percent for all financial 

institutions to keep banking liquidity at a reasonably sufficient level. 

 

IV. Improving the macro-prudential policy framework 

 

The PBC has been making efforts to further improve the macro-prudential policy 

framework so that it can play a greater role in counter-cyclical adjustments. First, the 

PBC has officially upgraded the dynamic reserve adjustment mechanism to a 

macro-prudential assessment (MPA) system. While focusing on macro-prudential 

capital-adequacy concerns, the PBC has expanded from one indicator to more than ten 

indicators in seven fields, covering both quantity and price, direct and indirect 

financing, and changing from prior guidance to monthly real-time monitoring and 

seasonal ex-post assessments. This is aimed at producing a more comprehensive and 

flexible MPA system so as to guide financial institutions to enhance their 

self-discipline and control to produce stable growth of broad credit and to prevent 

systemic financial risks. Second, the PBC has added FX liquidity and cross-border 

capital flows into the MPA criteria and has levied risk reserves for FX forward sales. 

Since January 25, 2016, the PBC has imposed normal RRRs on foreign financial 

institutions’ deposits in domestic financial institutions so as to prevent macro financial 

risks and to promote stable and sound operations of financial institutions. Starting on 

May 3, 2016, the PBC expanded the MPA pilot program on universal 

macro-prudential requirements for local- and FX-dominated cross-border funding in 

both local and foreign currencies to all financial institutions and firms in China. 

 

V. Credit support to key areas and weak sectors in the economy 
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The PBC actively employed credit policy-supporting central-bank loans, 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 renovation programs for shantytowns. 

By the end of March, the outstanding balance of Rural Supporting Loans (RSLs), 

Micro Supporting Loans (MSLs), and rediscounts were RMB 167.4 billion, RMB 

62.2 billion, and RMB 123 billion respectively. As approved by the State Council, the 

PBC provided loans through PSL to the China Development Bank, the Agricultural 

Development Bank of China, and the China Export-Import Bank to support bank 

lending to shantytown renovation programs, major water conservancy projects, and 

provided RMB-denominated lending to overseas investment projects. Based on their 

progress, in the first quarter the PBC provided a total of RMB 313.6 billion to the 

three above banks in PSL, with an outstanding balance of RMB 1394.8 billion by the 

end of March. In general, all measures have played precise roles and have realized 

their intended policy targets, which include guiding financial institutions to expand 

lending to small and micro firms, agriculture, rural areas, and farmers, and renovation 

programs for shantytowns, and reducing the financing costs of micro entities in the 

weaker sectors of the economy. 

 

In order to fully implement the Decisions of the CPC Central Committee and the State 

Council to Win the Fight against Poverty (CPC Central Committee Document [2015] 

No. 34), the PBC established the Poverty Relief Loan (PRL), which is specifically 

used to support local legal financial institutions in poverty areas to increase credit 

lending to agriculture. The PRL is an important policy measure to support and 

improve financial services for poverty reduction, and the PBC requires that all 

branches enhance strong financial support through the PRL to win the fight against 

poverty. 

 

The PBC continued the pilot projects for the Loan Pledged Program (LPP). Since 

September 2015 when the pilot area was expanded to 11 provinces (municipalities), 

including Shanghai, Tianjin, Liaoning, Jiangsu, Hubei, Sichuan, Shaanxi, Shandong, 

Guangzhou, Beijing, and Chongqing, PBC branches in those areas have conducted 

Internal Credit Ratings (ICRs) of local borrowing firms, have included qualified credit 

assets in the scope of eligible collateral, and have provided refinancing to local 

financial institutions through the LPP. 

VI. Window guidance and credit policies for structural guidance 

The PBC has continued to use window guidance to support steady growth, structural 

adjustments, and improved livelihood.  

 

First, window guidance will be used to enhance and improve financial services and to 

actively support stable growth, structural adjustments, and improvements in 

performance in the industrial sector. With a focus on the steel and coal industries, 

financial services will be used to resolve overcapacity and to assist in industrial 
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upgrading.  

 

Second, window guidance will support effective investments, promote innovative 

development of external trade, and accelerate the transformation and upgrading of 

traditional economic drivers. Support will be intensified to infrastructure, including 

major national projects, underground utility tunnels, sponge cities, and so forth, as 

well as the railway and energy industries. Credit support will also be expanded to 

export and import enterprises and to comprehensive service companies in external 

trade.  

 

Third, financial support was enhanced for new consumption and other service sectors 

to accelerate the fostering of new economic drivers. Financial institutions were 

encouraged to expand financing for consumption, such as for services, information, a 

green environment, fashions, high quality, agriculture, and other new consumption 

areas. Credit support also went to various service industries so as to promote 

retirement services.  

 

Fourth, agricultural financial services were enhanced based on the pilot program of 

loans collateralized with contracted land and property operational rights for rural 

housing. The pilot program made orderly progress. The “key bank” system was 

promoted with a focus on innovative financial products and services.  

 

Fifth, financial support was provided for targeted poverty alleviation. Based on the 

strategy of "targeted poverty alleviation and reduction," financial institutions were 

encouraged to play a major role in providing financial services in the fight against 

poverty, including efficient and effective credit funds for poverty alleviation through 

relocations.  

 

Sixth, financial services were improved for innovative entrepreneurship and financial 

inclusion. Financial efforts were made to actively develop web-financing and to 

enhance support to strategic emerging industries, including integrated circuits, culture, 

intellectual property rights, and "internet +." Financial support was enhanced for 

small and micro enterprises, while medium and small enterprises were encouraged to 

issue debt instruments. Meanwhile, qualified financial institutions were encouraged to 

issue financial bonds dedicated to small and micro firm lending. Full attention was 

paid to enhancing financial services to weak sectors and to those who are vulnerable, 

including students, graduates-turned-to-rural officials, ethnic regions, and so forth.  

 

Seventh, differentiated adjustments in the real estate market were further enhanced, 

with reduced minimum mortgage down-payment ratios for some cities that did not 

impose restrictions on housing purchases. Measures were also taken to ban illegal 

down-payment financing for mortgage borrowers. In addition, a mechanism to assess 

the effectiveness of credit policy and a credit-asset securitization program are being 

promoted so as to channel outstanding resources into reform priorities, such as 
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shantytown renovation programs, water conservancy projects, and railway 

construction in central and western China. 

Box 2 Green Finance 

Green Finance refers to financing activities that support environmental improvements 

and that mitigate climate change. The building of a green finance system involves a 

series of policy and institutional arrangements that mobilize private funds for the 

development of green industries, which include environmental protection, energy 

savings, clean energy, clean transportation, and sustainable buildings, through 

financial products and services such as lending, private equity investments, bond and 

stock issuances, insurance, and carbon finance. A green financial system is established 

mainly to improve the returns on green projects and the accessibility of funds and to 

reduce investments in polluting projects. Green finance instruments generally include 

green lending, green securities, green industrial funds, green insurance, and so forth. 

 

In the developed world, systematic arrangements and product innovations in green 

financing have existed for decades. In China, green finance initially began to develop 

during the last decade as policies on green lending, green insurance, and green 

securities were released. For example, in July 2007 the Ministry of Environmental 

Protection, the PBC, and the China Banking Regulatory Commission (CBRC) jointly 

released the Opinions on Implementing Environmental Protection Policies and Laws to 

Avoid Credit Risks (Ministry of Environmental Protection Document [2007] No.108), 

which marked the formal establishment of China's green credit system. In February 

2012, the CBRC released the Guidelines on Green Credit, and specified requirements 

for financial banking institutions to provide green credits and to promote energy 

savings, emission reductions, and environmental protection. 

 

In recent years, China's green financing has developed rapidly. In September 2015, 

the CPC Central Committee and the State Council released the Integrated Reform 

Plan for Promoting Ecological Progress, which for the first time specified a top-level 

design to construct China's green financial system. In March 2016, the Outline for the 

Thirteenth "Five-Year Plan" passed by the national "Two Sessions" (the NPC and the 

CPPCC) explicitly mandated to "establish a green financial system, develop green 

credit, green bonds, and to launch green development funds." The green financial 

system has been designated as a national strategy. In December 2015, as initiated by 

China, the G20 Green Finance Study Group was launched to explore options on how 

to mobilize more resources through green financing to promote the green 

transformation of the global economy and to enhance international collaboration on 

green financing. 

 

As relevant policy arrangements have increasingly improved, there has been rapid 

growth of green credit and green securities. On December 22, 2015, the PBC released 

Public Statement No. 39, launching green bonds in the inter-bank bond market to 

create a new channel through the bond market for financial institutions to support 

green projects. On the same day, the Green Finance Committee of the China Finance 
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Society released the Green Bond Endorsed Project Catalog, providing green bond 

issuers with definitions and standards for green projects. In March 2016, the Shanghai 

Stock Exchange (SSE) released the Notice on the Pilot Program of Green Corporate 

Bonds, establishing a green channel for the issuance of green corporate bonds. On 

October 8, 2015, the SSE and the China Securities Index (CSI) Company jointly 

released the SSE 180 Index which is the first Chinese index involving carbon 

efficiency. The index classifies firms in terms of their carbon intensity. By the end of 

2015, the outstanding volume of green credit in China reached RMB 7.01 trillion, an 

increase of 16.4 percent over the end of 2014. In the first quarter of 2016, the issuance 

of green bonds was about RMB 50 billion, which was close to 50 percent of global 

issuances during the same period. By October 2015, there were 16 indices for green 

and environmental protection designed by the CSI, accounting for 2 percent of the 

total CSI indices (around 800 indices) for the A-share market. 

 

Meanwhile, some investment firms and local governments are also taking measures to 

support the development of green financing by establishing green industrial funds. On 

March 8, 2015, the Green Silk Road Equity Investment Fund was launched in Beijing, 

with initial capital of RMB 30 billion. On January 13, 2016, the government of the 

Inner Mongolian Autonomous Region set up the Inner Mongolian Environmental 

Protection Fund, which is expected to reach RMB 20 billion in investments. In 

addition, local governments in Zhejiang and Guangdong provinces have also launched 

green funds for mergers and acquisitions. By October 2015, there were 32 green funds 

established by fund-management institutions, including 15 index funds and 17 

actively managed funds. 

 

The green concept has become increasingly popular. Green insurance in China is 

mainly insurance for environmental pollution liabilities. The Environmental 

Protection Law of the People’s Republic of China, amended in 2015, explicitly 

encourages insurance for environmental-pollution liabilities. From 2007 to the third 

quarter of 2015, there were more than 45,000 firms/transactions for environmental- 

pollution liability insurance in China, and insurance risk funds provided by insurance 

companies totaled over RMB 100 billion. 

 

In the coming years, green finance will embrace a period of new opportunities. Key 

measures, such as interest discounts and guarantees, will be taken to scale-up green 

credit, establish green industrial funds, further develop the green bond market, and 

create a green stock index and relevant investment products, to promote a compulsory 

environmental liability insurance system in sectors where there are high 

environmental risks and to encourage future products for carbon-emissions rights and 

various carbon financial products. Eligible regions are encouraged to set up pilot 

programs for green finance.  International collaboration in green finance is also 

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

improved 

 

The market-based RMB exchange-rate regime has been further improved in a 

self-initiated, controllable, and gradual manner. The market has played a role in the 

formation of the RMB exchange rate and has enhanced the elasticity of movements in 

two directions. As a result, the RMB exchange rate has remained basically stable at an 

adaptive and equilibrium level. 

 

In the first quarter, the highest and lowest central parity of the RMB against the US 

dollar were RMB 6.4612 and RMB 6.5646 respectively. During those 59 trading days, 

the RMB appreciated on 29 days and depreciated on 30 days. The biggest daily 

appreciation and the biggest daily depreciation were 0.52 percent (333 bps) and 0.51 

percent (332 bps) respectively. 

 

The RMB fluctuated in both directions against the other major international 

currencies, including the euro and the Japanese yen. At end-March, the central parities 

of the RMB against the euro and the Japanese yen were RMB 7.3312 per euro and 

RMB 5.7530 per 100 yen respectively, a depreciation of 3.22 percent and 6.35 percent 

respectively from end-2015. Between the beginning of the RMB exchange-rate 

regime reform in 2005 and end-March 2016, the RMB appreciated by 36.60 percent 

against the euro and by 26.99 percent against the Japanese yen. 

Table 6 The Trading Volume of the RMB against Foreign Currencies 

 in the Inter-bank Foreign-Exchange Spot Market in Q1 of 2016 

Unit: RMB 100 million 

Currency USD  Euro JPY HKD GBP AUD NZD SGD CHF CAD MYR SUR THB 

Trading volume 73,931 964 755 349 50.5 176 25.6 527 17.2 47.2 5.5 28.9 1.25 

Source: China Foreign Exchange Trade System. 

 

During the first quarter, under the bilateral currency swap agreements with the 

relevant foreign monetary authorities, foreign monetary authorities utilized a total of 

RMB 79.74 billion and the PBC utilized a total of USD 2.449 billion. By the end of 

March, the outstanding balance of swap funds utilized by foreign monetary authorities 

stood at RMB 44.758 billion and the amount utilized by the PBC was USD 1.115 

billion. Swap agreements have played a positive role in promoting bilateral trade. 

 

Box 3  Improving the RMB/USD Central Parity Formation Mechanism 

In recent years, the PBC has been working to improve the formation mechanism for 

the RMB/USD central parity. Since 2015, the formation mechanism has been further 

enhanced based on market demand and supply, with adjustments to a basket of 

currencies. On August 11, 2015, it was stressed that quotes of the central parity of the 
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RMB to the USD should refer to the closing rates of the previous business day to 

reflect changes in market demand and supply conditions. On December 11, 2016, the 

CFETS released the RMB exchange-rate index, with an emphasis on enhancing the 

reference to the currency basket, in a bid to better maintain the overall stability of the 

RMB exchange rate vis-à-vis the currencies in the basket. Based on this principle, a 

formation mechanism for the RMB to the USD central parity rate of “the previous 

closing rate plus changes in the currency basket” has been preliminarily in place. 

 

The “previous closing rate plus changes in the currency basket” formation mechanism 

means that market makers must consider both factors when quoting the central parity 

of the RMB to the USD, namely the "previous closing rate" and the "changes in the 

currency basket." The "previous closing rate" refers to the closing rate at 16:30 of the 

previous business day on the inter-bank foreign-exchange market, which mainly 

reflects the market demand and supply situation. The "changes in the currency basket" 

refer to the amount of the adjustment in the exchange rate of the RMB to the USD, as 

a means to maintain the overall stability of the RMB to the currency basket, which 

aims to maintain the stability of the RMB exchange-rate index over the previous 

business day. Market makers will both consider the CFETS currency basket and refer 

to the BIS and SDR baskets in a bid to remove the noise among the changes in the 

currency basket, which may play the role of a filter during fluctuations in the 

international market. 

 

Specifically, before the opening of the inter-bank foreign-exchange market, based on 

changes in the currency basket, market makers will calculate the required amount of 

change to the central parity of the RMB to the USD, add it directly to the previous 

closing rate, and report the results to the CFETS. Since the three currency baskets 

weigh differently for each market maker, their references to the changes in each 

basket will also be different, thus resulting in different quotes. The CFETS then 

averages the quotes from the market makers, excluding the highest and lowest quotes, 

and releases the result at 9:15 as the central parity rate of the RMB to the USD for the 

day. For example, if the previous central parity rate was 6.5000, closed at 6.4950, and 

the changes in the currency basket indicated the RMB had to appreciate by 100 basis 

points, the central parity quote from the market makers would be 6.4850, an 

appreciation of 150 basis points, where 50 basis points reflect the changes in market 

demand and supply and the other 100 basis points reflect the changes in the currency 

basket. Likewise, changes in the central parity of the RMB to the USD not only 

represent changes in the currency basket, but also indicate the market demand and 

supply situation. The central parity formation mechanism is more clearly 

characterized with the basis of market demand and supply and adjustments with 

reference to the currency basket. 

 

Based on the situation in March 2016, the changes in the central parity of the RMB to 

the USD on each trading day have been in line with this mechanism, where the central 

parity rates appreciated from the previous closing rates when the USD depreciated 
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against other currencies, and vice versa. In general, this mechanism is more open, 

transparent, and regularized, while taking into account the relationship among market 

directives for demand and supply, maintaining the stability of the RMB to the 

currency basket, and stabilizing market expectations. After a period of adjustment, the 

policy has produced preliminary results, with increasingly stable market expectations, 

overall stability of the RMB vis-à-vis the currency basket, and enhanced RMB to 

USD exchange-rate flexibility in both directions. In March, the average fluctuation in 

the exchange rates of the RMB to the USD was 0.17 percent, higher than that in 

February and higher than the average fluctuations in March of the CFETS RMB 

exchange-rate index and higher than the indices with reference to the BIS currency 

basket and to the SDR currency basket, which were 0.11 percent, 0.14 percent, and 

0.11 percent respectively. 

 

VIII. Deepening financial reforms  

 

Reform of policy-based financial institutions has accelerated and recapitalizations of 

the China Development Bank and the Export-Import Bank of China have been 

completed. Meanwhile, work to establish a board of directors for the two banks, to 

improve their governance structure, and to revise their articles of incorporation has 

also made steady progress. 

 

Implementation of the deposit insurance system was smooth. More than 3,600 

deposit-taking banking institutions completed the procedures for joining the deposit 

insurance scheme, and the collection of premiums for 2015 was completed. One year 

after implementation of the Deposit Insurance Regulations, there have been positive 

responses from all parties, the deposit landscape of large-, medium-, and small-sized 

banks has remained stable, and operations of banking institutions have remained 

sound. The deposit insurance system has gradually played its intended role and the 

launch and implementation of the system were carried out in a stable and orderly way. 

 

Important progress has been made in the reform of the rural credit cooperatives 

(RCCs), with their asset quality significantly improved, their capacity for agricultural 

financial services largely enhanced, and the reform of property rights steadily 

promoted. As reported under the five-tier classifications at end-March, the nationwide 

NPL ratio of the RCCs stood 4.3 percent; their capital adequacy ratio was 11.1 percent; 

and their outstanding amounts of agricultural-related loans and loans to farmers were 

RMB 7.7 trillion and RMB 3.7 trillion respectively. There were 1,264 RCCs with 

legal-person status at the county (city) level, 899 rural commercial banks, and 64 rural 

cooperative banks. 

 

IX. Deepening the reform of foreign-exchange administration 
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Progress has been made in streamlining procedures for FX administration. The 

registration requirements and foreign-exchange administrative approvals have been 

canceled for asset management companies to resolve overseas non-performing assets, 

thus saving operating costs for market entities. Efforts were also made to provide 

innovative public services for foreign exchange administration and to improve its 

quality and efficiency, and to regulate administrative approvals and streamline 

procedures. 

 

The PBC has made efforts to promote more convenient trade and investment. Through 

the pilot program of foreign debt ratio management based on self-discipline, qualified 

multinational companies were provided with more accommodations in terms of trade 

and investment, and management of centralized operations of foreign-exchange funds 

by multinational companies was deepened. The cross-border e-commerce 

comprehensive pilot zone has been further expanded, with measures to streamline 

registration procedures and to allow comprehensive service enterprises to receive 

funds from trade in goods so as to make cross-border e-commerce activities more 

convenient. 

 

Capital account convertibility was further improved. Reform measures, including a 

willingness for foreign-exchange settlements, were implemented in Shanghai, Tianjin, 

Guangdong, and Fujian to support foreign-exchange management in the free trade 

zones. 

 

Both monitoring and management of foreign exchange were strengthened. The PBC 

has released a new version of the Guide for the Balance of Payment Statements as well 

as a trade credit survey mechanism, and additionally it has released the China 

International Investment Position statistics (by country) and statistics regarding 

foreign financial assets and liabilities in China's banking system. 

 

Sound development of the foreign-exchange market was maintained. The State 

Administration of Foreign Exchange has implemented the Notice on Cash 

Management on the Receipt and Payment of Foreign Exchange by domestic institutions, 

which specifies conditions for domestic institutions and reviews the requirements for 

banks to receive and pay in foreign-exchange cash. Measures have also been taken to 

strengthen foreign-exchange management of bank cards. 
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Part 3 Financial Market Analysis 

In Q1 of 2016,the overall performance of financial markets was stable. The money 

market traded briskly and market interest rates remained low. The issuance of bonds 

expanded significantly whereas coupon rates declined notably. The Shanghai and 

Shenzhen stock indices rebounded, the volume of trading declined, and equity 

financing grew. Assets in the insurance industry grew rapidly. 

 

I. Financial market analysis 

1. The money market traded briskly and market interest rates remained low and 

stable 

Growth of repo transactions on the inter-bank market doubled, while the turnover of 

inter-bank borrowing increased rapidly. In Q1, the cumulative turnover of bond repos 

reached 136.1 trillion yuan on the inter-bank market, representing an average daily 

turnover of 2.2 trillion yuan,  an increase of 101.7 percent year on year and an 

acceleration of 30.8 percentage points from Q1 2015. The cumulative turnover of 

inter-bank borrowing reached 18.1 trillion yuan, with an average daily turnover of 

296.5 billion yuan, an increase of 115.4 percent year on year, and an acceleration of 

99.6 percentage points from Q1 2015. In terms of the maturity structure, transactions 

were more concentrated in overnight products, which accounted for 85.3 percent and 

87.9 percent of the respective turnovers in bond repos and inter-bank borrowing 

transactions respectively, representing an acceleration of 10.3 percentage points 

and14.2 percentage points from Q1 2015. The turnover of bond repos on the stock 

exchanges rose 65.6 percent year on year to reach 44.2 trillion yuan.  

 

In terms of financing among 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 surged. In Q1, net lending by 

Chinese-funded large banks through repos and inter-bank borrowing increased by 

118.5 percent year on year to 58.7 trillion yuan. Second, net borrowing by securities 

institutions increased rapidly. In Q1, net borrowing by securities institutions increased 

by 128.5 percent year on year to 15.8 trillion yuan. Third, net lending by 

Chinese-funded small- and medium-sized banks declined significantly over that 

during the previous quarter. In Q1, net borrowing by Chinese-funded small- and 

medium-sized banks increased by 11.1 percent year on year to 11.7 trillion yuan, 

representing a decline of 5.5 trillion yuan from the previous quarter.    

 

Table 7 Fund Flows among Financial Institutions in Q1 of 2016 

Unit:100 million yuan 

  
Repos Inter-bank borrowing 

Q1 2016 Q1 2015 Q1 2016 Q1 2015 
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Chinese-funded large banks
①

 -539,014 -250,410 -47,514 -18,076 

Chinese-funded small- and 

medium-sized banks
②

 
118,606 114,535 -1,396 -9,005 

Securities institutions
③

 126,502 53,936 31,615 15,268 

Insurance institutions
④

 7,013 4,805 17 18 

Foreign-funded banks 27,444 14,744 4, 915 5,001 

Other financial institutions and 

vehicles
⑤

 
259,449 62,390 12,363 6,794 

Notes：①Chinese-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.  

②Chinese-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.  

③Securities institutions include securities firms and fund-management companies.  

④Insurance institutions include insurance firms and corporate annuities.  

⑤Other 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.  

Interest-rate swaps traded briskly. In Q1, 18,242 deals were reached on the RMB 

interest-rate swap market, an increase of 4.9 percent year on year. The notional 

principal volume totaled 2006.67 billion yuan, an increase of 20.9 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 

1632.54billion yuan, accounting for 81.4 percent of the total. The notional principal 

volume, with the Shibor as the base rate of the floating leg of the RMB interest-rate 

swaps, totaled 354.4 billion yuan, accounting for 17.7 percent of the total.  

          Table 8  Transactions of Interest-Rate Derivatives inQ1 2016 

 

Interest-rate swaps 
Standard interest-rate 

derivatives  
Standard bond forwards 

Transactions 

(lots) 

Amount of 

notional 

principal 

(100 million 

yuan) 

Transactio

ns (lots) 

Amount of 

notional 

principal 

(100 million 

yuan) 

Transactions 

(lots) 

Amount  

(100 million 

yuan) 

Q1 2016 17,392 16,597.8 346 1, 295.5 — — 

Q2 2015 18,242 2,0066.7 1 1 — — 

Source: China Foreign Exchange Trade System.  

 

The inter-bank certificates of deposits (CDs) market developed rapidly and the 

issuance of CDs grew notably. By end-March, 266 financial institutions disclosed 

their annual plans for inter-bank CD insurance in 2016, among which 212 had 

completed their issuances on the inter-bank market. In Q1,a total of 3,146 inter-bank 
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CDs were issued on the inter-bank market, raising 2.94 trillion yuan. Trading volume 

on the secondary market was 12.59 trillion yuan. Issuances and trading were both 

priced based on the Shibor, and the correlation between the interest rate for the 

insurance of inter-bank CDs and the medium-and long-end Shibor was improved. In 

March, the average weighted interest rate for the issuance of 3-month inter-bank CDs 

was 2.81 percent, on par with the 3-month Shibor. In Q1, 3,282 CDs were issued by 

financial institutions, with a total volume of 1.45 trillion yuan. The volume increased 

quarter by quarter after issuance of CDs was officially launched in June 2015. 

Meanwhile, the PBC is actively promoting transfer transactions 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 stable. In March, the weighted average interest 

rate of inter-bank borrowing and pledged repos posted 2.09 percent and 2.10 percent 

respectively, representing an increase of 12 basis points and 15 basis points 

respectively from December 2015 as well as a decline of 160 basis points and 151 

basis points respectively year on year. The short-end Shibor remained stable and the 

medium-and long-end Shibor declined. At end-March, the overnight and 7-day Shibor 

posted 2.02 percent and 2.33 percent respectively, an increase of 3 basis points and a 

decline of 3 basis points respectively from end-2015. The 3-month and 1-year Shibor 

posted 2.82 percent and 3.05 percent, a decline of 27 basis points and 30 basis points 

respectively. 

 

2. Spot bond trading was brisk and bond issuances expanded significantly, 

whereas coupon rates declined notably 

In Q1, the volume of spot bond trading on the inter-bank market posted 26.7 trillion 

yuan, representing an average daily turnover of 437.6 billion yuan and an increase of 

108.2 percent year on year. In terms of the trading entities, Chinese-funded small- and 

medium-sized banks and securities institutions were primarily net bond sellers, with 

total net spot bond sales of 992.7 billion yuan in Q1; net spot bond purchases of 

Chinese-funded large banks increased in Q1; other financial institutions and vehicles 

were mainly net bond purchasers, with total net spot bond purchases of 626.7 billion 

yuan. In terms of trading products, in Q1, a total of 2.7 trillion yuan of spot 

government securities was traded, accounting for 10 percent of the total spot bond 

transactions on the inter-bank market; the turnover of spot financial bonds and 

corporate debenture bonds was 14.7 trillion yuan and 9.3 trillion yuan respectively, 

accounting for 54.9 percent and 34.8 percent respectively of total spot bond 

transactions on the inter-bank market. The volume of spot bond trading on the stock 

exchanges totaled 939 billion yuan, an increase of 21.7 percent year on year. 

 

Bond indices on the inter-bank markets climbed slightly. The China Bond Composite 

Index (net price) rose to 104.86 points by end-March, up 0.03 percent from end-2015; 
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the China Bond Composite Index (full price) increased by 0.31 percent to reach 

119.66 points. The Government Securities Index on the stock exchanges increased 

by1.35 percent to reach 156.63 points.  

Figure 2 Yield Curves of Government Securities on the Inter-bank Market 

Source: China Central Depository & Clearing Co., Ltd.

 

The short end of the yield curve of government securities moved downward and the 

long end moved upward by a small margin, while the yield curve became steeper. At 

end-March, the yields of 1-year, 3-year, 5-year, and 7-year government securities 

declined by 21, 24, 23,and 6 basis points from end-2015, and the yield of 10-year 

government securities increased by 2 basis points from end-2015. The spread between 

10-year and 1-year government securities widened by 23 basis points to reach 75 

basis points from end-2015. In Q1, influenced by the increase in the supply of bonds, 

the rise in price inflation, and the delay in rate hikes by the Federal Reserve, bond 

yields fluctuated within a limited range. 

 

The volume of bond issuances expanded significantly. In Q1, a total of 8 trillion yuan 

of bonds was issued, an increase of 161.3 percent year on year, among which 

issuances of local government bonds, corporate bonds, and inter-bank CDs grew 

rapidly. At end-March, outstanding bonds of all kinds posted 52.3 trillion yuan, an 

increase of 41.4 percent year on year. 

Table 9 Bond Issuances in Q1 of 2016 

Type of bonds 
Issuances (100 

million yuan) 

Year-on-year growth (100 

million yuan) 

Government securities 4,400 2,301 

Local government bonds 9,554 9,554 

Central-bank bills  0  0 

Financial bonds
①

 42,817 25,687 

   Of which: Financial bonds issued by the 

China Development Bank and policy financial 

9,607 

 

2,496 
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bonds  

            Inter-bank certificates of deposits 

 

29,384 

 

22,246 

Corporate debenture bonds
②

 23,587 12,050 

   Of which: Debt-financing instruments of 

non-financial enterprises  
15,493 5,111 

          Enterprise bonds 1,918 1,051 

Corporate bonds 5,998 5,789 

Bonds issued by international institutions 30 30 

Total  80,388 49,592 

 

Notes: ①Including 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.  

②Including 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.  

 

The coupon rates of bonds declined notably. The coupon rate of 10-year government 

securities issued in March was 2.85 percent, a decline of 14 basis points from the rate 

of those of the same maturity issued in December 2015. The coupon rate of 10-year 

financial bonds issued by the China Development Bank was 3.18 percent, a decline of 

26 basis points from those of the same maturity issued in December 2015. The 

average coupon rate of 1-year short-term financing bills (rated A-1) issued by 

AAA-rated enterprises was 3.16 percent, a decline of 62 basis points from December 

2015. The average coupon rate of 5-year medium-term notes was 3.87 percent, a 

decline of 30 basis points from December 2015. The Shibor continued to play an 

important role in bond pricing. InQ1, a total of 9 floating-rate bonds was issued based 

on the Shibor, with a gross issuance volume of 35 billion yuan; 153 fixed-rate 

enterprise bonds were issued, with a gross issuance volume of 191.76 billion yuan, all 

based on the Shibor; and a total of 197.54 billion yuan of fixed-rate short-term 

financing bills was issued based on the Shibor, accounting for 91.5 percent of all 

fixed-rate short-term financing bills.  

 

3. The outstanding volume of bill financing increased slightly and interest rates 

remained stable 

Growth of the bill acceptance business slowed down. In Q1, commercial bills issued 

by enterprises totaled 4.9 trillion yuan, a decline of 8.4 percent year on year; 

outstanding commercial bills posted 10.5 trillion yuan at end-March, an increase of 

3.6 percent year on year. The balance of bill acceptances increased by 126.2 billion 

yuan from the beginning of 2016, with decelerating year-on-year growth. 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. 
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The outstanding bill-financing balance increased slightly and interest rates on the bill 

market were stable. In Q1, commercial bills discounted by financial institutions 

totaled 27.3 trillion yuan, an increase of 41.9 percent year on year; the outstanding 

balance of bill discounts stood at 4.9 trillion yuan, an increase of 60.6 percent year on 

year. At end-March, the outstanding amount of bill financing had increased by 366.1 

billion yuan from the beginning of 2016; the share of outstanding bill financing 

among the total outstanding loans was 5.0 percent, an increase of 1.4 percentage 

points year on year. In Q1, as overall liquidity in the banking sector was sufficient, 

money-market interest rates were stable and interest rates on the bill market were also 

stable, with fairly balanced supply and demand if the seasonal issues caused by the 

Spring Festival are not included. 

 

4. The stock indices rebounded, the volume of trading declined, and equity 

financing grew 

The stock indices fell sharply in January and then rebounded slowly in February and 

March. At end-March, the Shanghai Stock Exchange Composite Index closed at 3,004 

points, a decline of 15.1 percent from end-2015; the Shenzhen Stock Exchange 

Component Index closed at 10,455 points, a decline of 17.4 percent from end-2015; 

the Growth Enterprise Board (GEM Board) Index (Chinext Price Index) closed at 

2,238 points, a decline of 17.5 percent from end-2015. The weighted average P/E 

ratio of the A-share market on the Shanghai Stock Exchange dropped from 17.6 times 

at end-2015 to 15.1 times at end-March, while during the same period that of the 

Shenzhen Stock Exchange dropped from 53.3 times to 41.7 times. 

 

Turnover on the stock markets declined notably. In Q1, the combined turnover of the 

Shanghai and Shenzhen Stock Exchanges totaled 32 trillion yuan, with the daily 

turnover averaging 543.1 billion yuan, a decline of 24.9 percent year on year; turnover 

on the GEM Board totaled 5.3 trillion yuan, an increase of 39.9 percent year on year. 

At end-March, the combined market capitalization of the Shanghai and Shenzhen 

Exchanges posted 36 trillion yuan, a decline of8.9 percent year on year; the market 

capitalization of the GEM Board posted 2.7 trillion yuan, an increase of21.7 percent 

year on year. 

 

The amount of equity financing grew. In Q1, a total of 337.5 billion yuan 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 71.4 percent year on year. Among this total, 320 billion yuan was raised on the 

A-share market, an increase of 68.1 percent year on year.  

 

5. Insurance-industry assets grew rapidly  

In Q1, total premium income in the insurance industry amounted to 1.2 trillion yuan, 

representing year-on-year growth of 42.2 percent and an acceleration of 21.8 percent 

from the same period of the previous year; total claim and benefit payments amounted 
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to 289.1 billion yuan, representing year-on-year growth of 25.1 percent. Specifically, 

total claim and benefit payments in the property-insurance sector increased by 17.6 

percent year on year, while those in the life-insurance sector increased 29.9 percent.  

 

Insurance assets grew rapidly. At end-March, total assets in the insurance industry 

posted 13.9 trillion yuan, representing year-on-year growth of 27.4 percent and an 

increase of 5.9 percent from the same period of the previous year. Among this total, 

bank deposits increased by 0.5 percent year on year, whereas investment-linked assets 

increased by 28.8 percent.  

Table 10 Use of Insurance Funds, End-March 2016 

 
Outstanding balance (100 million 

yuan) 
As a share of total assets (%) 

 End-March 2016 End-March 2015 End-March 2016 End-March 2015 

Total assets  138,535 108,703 100 100 

Of which: Bank deposits 26,510 26,386 19.1 24.2 

        Investments  93,432 72,555 67.4 66.7 

Source: China Insurance Regulatory Commission.  

 

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

In Q1, the turnover of spot RMB/foreign-exchange transactions totaled USD1.2 

trillion, an increase of 1.7 percent year on year. The turnover of 

RMB/foreign-exchange swap transactions totaled an equivalent of USD2.1 trillion, an 

increase of 64.5 percent year on year, among which overnight RMB/USD swap 

transactions posted USD1.3 trillion, accounting for 62.0 percent of the total turnover 

of RMB/USD swap transactions. Turnover on the RMB/foreign-exchange forward 

market totaled USD12.6 billion, an increase of 47.7 percent year on year. In Q1, the 

turnover of foreign-currency pair transactions amounted to an equivalent of USD30.9 

billion, an increase of 59.6 percent year on year. In particular, EUR/USD pairs were 

the most traded, accounting for 38.3 percent of the total.  

 

The number of participants on the foreign-exchange market increased further. At 

end-March, there were 535 members on the foreign-exchange spot market, 133 

members on the foreign-exchange forward market, 133 members on the 

foreign-exchange swap market, 108 members on the currency swap market, and 69 

members on the foreign-exchange options market. In addition, there were 30 

market-makers on the spot market and 27 market-makers on the forward and swap 

markets.  

 

7. The price of gold went up 

The price of gold went up amidst fluctuations. In Q1, the price of gold on the 

international market peaked at USD1,284.41 per ounce and reached a trough of 

USD1,061.50 per ounce, closing at USD1,231.80 per ounce at end-March, 

representing an increase of USD169.55 per ounce, or 15.96 percent, from end-2015. 
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Influenced by the rise in gold prices on the international market, domestic gold prices 

also went up significantly. The peak price of gold (AU9999) on the Shanghai Gold 

Exchange was 268.00 yuan per gram and the lowest price was 181.20 yuan per gram. 

At end-March, the price of gold closed at 255.70 yuan per gram, an increase of32.84 

yuan per gram, or 14.74 percent, from end-2015. 

 
In general, the volume of trading on the Shanghai Gold Exchange continued to rise，

but each item exhibited different behavior. In Q1, the trading volume of gold was 

11,300 tons, an increase of 47.7 percent year on year, and the turnover posted 2.83 

trillion yuan, an increase of 50.6 percent year on year. The trading volume of silver 

was 14.36 trillion tons, a decline of 29.3 percent year on year, and the turnover posted 

0.48 trillion yuan, a decline of 34.5 percent year on year. The trading volume of 

platinum was 15.86 tons, an increase of 23.2 percent year on year, and the turnover 

posted 3.219 billion yuan, a decline of 1.1 percent year on year.  

 

II. The development of institutional arrangements in the 

financial markets 

1. A greater diversity of products and investors in the bond market 

The investor base was expanded. On February 24, 2016, the PBC issued, Public 

Notice [2016] No. 3, to allow access for more qualified foreign institutional investors, 

to abolish the investment quota limit, and to streamline administrative procedures. All 

categories of financial institutions incorporated in China and investment 

productsissued by them to their clients in compliance with the regulatory 

requirements, pension funds, charity funds, endowment funds, and other medium- and 

long-term institutional investors approved by the PBC are eligible investors and 

investments are not subject to any quota limits. Qualified overseas institutions may 

participate in the inter-bank bond market after completing registration, account 

opening, and other procedures through an inter-bank market settlement agent. The 

above measures will facilitate investments by overseas institutional investors, in 

particular long-term investors, and will further promote an opening up of the 

inter-bank bond market.  

 

Regulation of the over-the-counter bond business was improved. On February 14, the 

PBC released the Administrative Rules on the Over-the-Counter Business of the 

Inter-bank Bond Market, to allow a larger variety of financial institutions to conduct 

over-the-counter bond business, to further diversify bond products, and to regulate the 

trading, custody, and settlement of over-the-counter bond transactions.  

 

2. Regulation and development of the securities market  

The reduction of shareholdings by big shareholders, members of the executive board, 

the supervisory board, and senior management in a law-abiding, transparent, and 
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orderly manner was regulated. On January 7, the CSRC issued the Provisions on 

Shareholding Reductions by Big Shareholders, Members of the Executive Board, the 

Supervisory Board, and Senior Management of Public Companies, to provide detailed 

requirements on the reduction of shareholdings by major shareholders and members 

of the executive board, supervisory board, and senior management through centralized 

trading, in a bid to maintain stable market expectations.  

 

The circuit breaker mechanism was put on hold. Because the circuit breaker 

mechanism introduced at the beginning of 2016 did not produce the anticipated 

outcomes, the CSRC decided to put the mechanism on hold, effective beginning on 

January 8, 2016 and applicable to the Shanghai Stock Exchange, the Shenzhen Stock 

Exchange, and the China Financial Futures Exchange.  

 

3. Enhanced Regulation of the Insurance Market and Insurance Products  

Regulation of solvency was enhanced. On  January 29, the China Insurance 

Regulatory Commission issued the Notice on Formal Implementation of the China 

Risk-Oriented Solvency System, which marked the end of the transitional period of 

dual systems for solvency regulation. The formal change to the China Risk-Oriented 

Solvency System entered into effect on January 1.  

 

Medium- toshort-duration life-insurance products were regulated. On March 18, the 

CIRC released the Notice on Medium- to Short-Duration Life Insurance Products, to 

rename high-cash value products as medium- to short-duration life-insurance products, 

to extend the duration of such products from less thanthree years to up to five years, 

and to lay out detailed requirements in terms of aggregate solvency adequacy,annual 

premium income, and so forth for insurance companies that sell such products.  The 

sale of products with durations below one year is banned and a transitional period is 

provided for products with aduration of over one year.  

 

A China Insurance Consumer Confidence Index was released. On March 29, the 

CIRC’s Consumer Rights and Interests Protection Bureau released the index for the 

first time. The index has five components, i.e., insurance environment confidence, 

consumer trust preferences, insurance industry trust, insurance consumption 

propensity, and industrial performance. The index is derived from models after data 

are collected by professional market survey agencies through questionnaires posted to 

nationwide insurance consumers. In 2015, the China Insurance Consumer Confidence 

Index was 69.2, indicating fairly strong consumer confidence.   

 

4. Sound Development of the Foreign Exchange and Gold Markets 

The SAFE released the Provisions on Foreign Exchange Administration for Securities 

Investments in China’s Domestic Market by Qualified Foreign Institutional Investors to 

further regulate foreign exchange administration for securities investments by 

qualified foreign institutional investors in China’s domestic market. The Shanghai 

Gold Exchange launched a market-maker system for the inter-bank gold quotation 
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market as a step to further improve the infrastructure of the gold market and the 

liquidity in the market.  
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Part 4 Macro-economic Analysis 

I. Global economic and financial developments 

In the first quarter of 2016, the global economic situation remained complex and 

growth slowed. The US economy continued a modest recovery, with key economic 

indicators posting mixed readings. Performance in the euro area was stable, but the 

recovery was not solidly based. Japan’s economy remained sluggish amid persistent 

deflationary pressures. Growth in some emerging market economies slowed down 

sharply and revealed vulnerabilities. 

1. Developments in the Major Economies  

The US continued to recover moderately, with key economic postings producing 

mixed readings. According to preliminary data, quarter-on-quarter GDP growth 

(annualized) was 0.5 percent in Q1, roughly the level during the same period of the 

last year. In 2016 overall performance was stable, as the labor market continued to 

improve, consumption expanded steadily, and the property market rallied. Fiscal 

policies began to show pull effects on the economy. The rate of inflation rose from the 

previous quarter, but its sustainability continued to be monitored. Meanwhile, 

corporate investment was weak and growth in the manufacturing sector fluctuated but 

remained low. Expansion of the services industry slowed down and exports were 

relatively sluggish. In March, the consumer confidence index and retail sales declined, 

but the trend remained uncertain.  

Performance in the euro area was stable, but the recovery was not solidly based. The 

labor market continuously improved and the unemployment rate declined. The 

expansion of demand partly offset the negative effects of the weak external demand. 

However, deflationary pressures remained with the decline of the PPI widening. 

Meanwhile, factors such as the migrant crisis, Brexit, and the Greek debt negotiations 

cast a shadow on the recovery in the euro area. 

Table 11  Macro-economic and Financial Indices in the Major Economies 

Cou

ntry 
Index  

2015Q1 2015Q2 2015Q3 2015Q4 2016Q1 

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

U
n

ited
 S

tates 

Real GDP Growth Rate 

(annualized quarterly 

rate, %) 

0.6 3.9 2.0 1.4 0.5 

Unemployment Rate (%) 5.7 5.5 5.5 5.4 5.5 5.3 5.3 5.1 5.1 5 5 5 4.9 4.9 5.0 

CPI (YOY, %) -0.1 0 -0.1 -0.2 0 0.1 0.2 0.2 0 0.2 0.5 0.7 1.4 1 0.9 

DJ Industrial Average 

(closing number) 
17165 18133 17776 17841 18010 17620 17689 16528 16285 17664 17720 17425 16466 16517 17685 

E
u

ro
 A

rea 

Real GDP Growth Rate 

(annualized quarterly 

rate, %) 

1.2 1.5 1.6 1.6 1.6 

Unemployment Rate (%) 11.2 11.3 11.2 11.1 11.1 11.1 10.9 11 10.8 10.7 10.5 10.4 10.3 10.3 10.2 
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HICP (YOY, %) 
-0.6 -0.3 -0.1 0 0.3 0.2 0.2 0.1 0.2 0.1 0.2 0.2 0.3 -0.2 0.0 

EURO STOXX 50 

(closing number) 
3198 3401 3435 3439 3444 3285 3432 3110 2976 3216 3288 3100 2902 2798 2790 

Jap
an

 

Real GDP Growth Rate 

(annualized quarterly 

rate, %) 

4.6 -1.4 1.4 -1.1 … 

Unemployment Rate (%) 3.6 3.5 3.4 3.3 3.3 3.4 3.3 3.4 3.4 3.1 3.2 3.1 3.2 3.2 3.3 

Core CPI (YOY, %) 2.4 2.2 2.3 0.6 0.5 0.4 0.2 0.2 0 0.3 0.3 0.2 0 0.3 -0.1 

NIKKEI 225 (closing 

number) 
17674 18847 19207 19983 20563 20236 20585 18890 17388 19083 19747 19033 17518 16027 16759 

Sources: Statistical Bureaus and Central Banks of the Relevant Economies. 

Performance of the Japanese economy continued to be sluggish and deflationary 

pressures continued to exist. Despite improvements in the labor market, industrial 

production, exports, and investments were still weak. The manufacturing PMI slowed 

down further. Due to the decline in oil prices and other factors, prices still faced 

downward pressures and were a far cry from the 2 percent target set by the Bank of 

Japan (BOJ). Factors such as the appreciation of the yen and weak demand by Japan’s 

major trading partners added more uncertainties to a recovery. According to a survey 

by Reuters, in Q1, Japan’s GDP grew by 0.5 percent quarter on quarter (annualized).  

Some emerging market economies faced huge downward pressures and their 

vulnerabilities became more apparent. Various factors, including domestic structural 

rigidities, a continued weakening of commodity prices, and geopolitical shocks, 

affected the balance of payments in some emerging market economies, with their 

fiscal revenue shrinking sharply and their currencies depreciating substantially, 

leading to a drain on foreign exchange. Some countries suffered from negative growth, 

such as –3.8 percent growth in Brazil and –3.7 percent in Russia. 

2. Developments in global financial markets 

The US dollar index devaluated slightly, with the euro and the Japanese yen 

appreciating against it, whereas the pound sterling and the currencies in the major 

emerging market economies moved in different directions. The exchange rates of the 

euro and the Japanese yen against the US dollar were 1.1378 dollar per euro, 1.4358 

dollar per pound, and 112.56 yen per dollar respectively, an appreciation of 4.77 

percent, a depreciation of 2.58 percent, and an appreciation of 6.88 percent 

respectively from the end of the last year. Meanwhile, most of the emerging market 

currencies appreciated against the US dollar. Among them, the Brazilian real, the 

Malaysia ringgit, the Russian ruble, the Chilean peso, and the Singapore dollar gained 

10.2 percent, 10.0 percent, 8.9 percent, 5.7 percent, and 5.2 percent against the US 

dollar. The Argentina peso lost 11.9 percent against the US dollar. 

Money-market interest rates continued to diverge. The dollar Libor in the 

London Inter-bank Market rose slightly. On March 31, the 1-year dollar Libor was 

1.2104 percent, an increase of 0.03 percentage point from the end of the last year. Due 

to the expansion of the monetary easing by the European Central Bank (ECB), the 
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Euribor continued to decline. On March 31, the 1-year Euribor registered –0.005 

percent, a decrease of 0.065 percentage point from the end of the last year. 

The yields of government securities in the major economies declined. Affected by 

factors such as the BOJ’s sudden announcement of a negative interest rate and the 

ECB’s escalation of its easing policies, massive liquidity flowed into the government 

securities markets, causing a decline in the yield of government securities in the major 

advanced economies. On March 31, the yield of 10-year government bonds in the 

United States, Germany, and Japan closed at 1.784 percent, 0.155 percent, and –0.042 

percent respectively, down 49, 48, and 31 basis points from the end of the last year. 

Meanwhile, among the emerging market economies, the yield of 10-year government 

bonds in Indonesia and South Africa surged by 116 and 65 basis points respectively. 

The European Stability Mechanism (ESM) delayed its first loan review due to the 

election and the delay of reform in Greece. Therefore, the yield of 10-year 

government bonds in Greece surged by 38 basis points from the end of the last year.  

The stock markets declined considerably in Europe and Japan, while the performance 

of the stock markets in the emerging market economies was mixed. On March 31, the 

Dow Jones Industrial Average Index gained modestly by 1.49 percent, while the 

STOXX 50 Index and the Nikkei 225 Index lost 10 percent and 11.95 percent 

respectively from the end of the last year. Among the emerging market economies, the 

stock markets in Turkey, Russia, Brazil, Argentina, and Mexico surged by 16.09 

percent, 15.74 percent, 15.47 percent, 11.28 percent, and 6.76 percent respectively, 

whereas those in Greece and India lost 8.59 percent and 2.97 percent respectively. 

3. Monetary policies in the major economies 

Differences in the monetary policies of the major advanced economies became less 

prominent. At its regular meetings in January, March, and April, the Federal Reserve’s 

Federal Open Market Committee (FOMC) kept the federal funds rate unchanged, and 

many market institutions revised downward their projections of rate hikes by the Fed 

within this year.  

In a bid to provide a stimulus and to boost inflation, on March 10 the ECB upgraded, 

its monetary easing policies, cutting the interest rates of the main refinancing 

operations (MROs), the marginal lending facility, and the deposit facility to 0, 0.25, 

and -0.40 percent, by 5, 5, and 10 basis points respectively. Monthly purchases under 

the asset purchase program were expanded to €80 billion. Investment-grade 

euro-denominated bonds issued by non-bank corporations established in the euro area 

will be included on the list of assets that are eligible for regular purchases. 

Furthermore, a new series of targeted longer-term refinancing operations (TLTR) was 

launched. 

On January 29, the BOJ moved to a negative interest rate, a measure beyond 

expectations, and adopted a three-tiered system in which part of the outstanding 

balance in the current account of financial institutions at the Bank of Japan would 

charge an interest rate of -0.1 percent instead of the previous 0.1 percent as an 
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incentive to encourage such institutions to provide more lending. The Bank of 

England (BOE) kept the Bank Rate at 0.5 percent and the scale of asset purchases at 

GPB375 billion. Meanwhile, the central banks in Sweden, New Zealand, and Norway 

successively lowered their benchmark rates to -0.5, 2.25, and 0.5 percent respectively. 

The monetary policies in the emerging market economies diverged further. On the one 

hand, several economies continued to ease their monetary policies so as to boost the 

economy and mitigate external shocks. On March 18, Bank Indonesia lowered its 

policy rate to 6.75 percent by 25 basis points. On April 5, the Reserve Bank of India 

lowered its repos rate by 25 basis points to 6.5 percent. On the other hand, some 

economies tightened their monetary policies to address domestic inflationary 

pressures and the effects of the rate hike by the Federal Reserve. On both January 28 

and March 17, the Reserve Bank of South Africa raised the policy rate by 25 basis 

points to 7 percent. Colombia raised the policy rate by a cumulative 75 basis points on 

three occasions to 6.5 percent. 

Meanwhile, some emerging market entities adopted flexible foreign-exchange 

regimes and other measures in response to the financial-market turmoil. On the one 

hand, some emerging market economies in succession adopted flexible 

foreign-exchange regimes. On March 14, the Central Bank of Egypt announced it 

would introduce a more flexible exchange-rate management regime and abolish 

exchange market interventions, after Argentina, Kazakhstan, Azerbaijan, and Russia 

had abolished such interventions. On the other hand, the emerging market economies 

held different views about capital controls. Facing financial-market fluctuations and 

capital outflow pressures, in January Azerbaijan adopted some capital-control 

measures, but they did not achieve the desired effect. Countries such as Brazil, India, 

and Russia learned from their past capital-control experience and exchange market 

interventions in terms of their lack of maintaining exchange-rate stability and high 

costs, and therefore they did not strengthen capital-control measures during this round 

of financial-market fluctuations. 

Box 4 Negative Interest Rates Adopted by the Central Banks in Europe and 

Japan 

From a historical perspective, the move to negative interest rates by central banks is 

something new. For a quite a long time, monetary policy was theoretically subject to a 

zero lower bound. A zero lower bound means that the nominal short-term rate must be 

above zero, otherwise, the fund owners will switch to cash instead of lending, thus 

rendering the interest rate policy meaningless. The precondition for a zero lower 

bound is that on the supply side the cost of holding cash is zero. Yet, in reality, 

commercial banks and non-financial enterprises hold cash at a high cost, therefore 

making it possible to implement a negative interest rate. It is worth mentioning that 

the negative interest rates of the central banks apply to the monetary base, i.e., the 

deposits of commercial banks at the central bank. With this round of the financial 

crisis, some central banks have injected a massive volume of liquidity as a result of 

their quantitative easing policy. The central banks, in a move to negative interest rates, 

hope to encourage commercial banks to beef up credit to the real economy by 
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applying negative interest rates to some of the liquidity and to reduce the interest rates 

that commercial banks charge on financial products, which will ultimately boost 

investment and consumption. Of course, there are also exchange-rate considerations 

to constrain capital inflows and a currency appreciation.  

 

In order to achieve the inflation target, in June 2014 the ECB lowered the interest rate 

of the deposit facility to –0.1 percent, and it was reduced several more times thereafter. 

On March 10, the rate was –0.4 percent. On January 29, the Bank of Japan announced 

it would apply a negative interest rate of –0.1 percent to current accounts that 

financial institutions hold at the BOJ. In order to ease pressures from the domestic 

currency strengthening against the euro, in July 2012 the Central Bank of Denmark 

decided to cut the interest rate on deposits that commercial banks placed at the central 

bank to –0.2 percent. The Swiss Central Bank announced in December 2014 that it 

would apply an interest rate of –0.25 percent on site deposit accounts that commercial 

banks opened with the central bank.   

 

In general, transmission of the negative interest rate was smooth in the money and 

bond markets, but its effect on the retail interest rate was limited. In Europe, the 

negative interest rate was transmitted to the inter-bank lending market and the yields 

of government securities of all maturities declined. The majority of commercial banks 

in the euro area have imposed negative interest rates on some institutional clients, but 

it is difficult for them to impose negative interest rates on retail customers.  

 

Negative interest rates have placed pressures on the profitability of commercial banks, 

insurance companies, pension funds, and other financial institutions. Since it is 

difficult to impose negative interest rates on retail customers, the net interest rate 

spread of some commercial banks  declined, and those banks where retail deposits 

hold a large share of the total business were affected more heavily. Commercial banks 

with a stronger pricing capability have chosen to shift the cost of negative interest 

rates to asset businesses, and some have levied an interest rate on mortgage loans to  

some customers. As a result, mortgage interest rates have increased instead of 

declining.  Among those insurance companies that have promised a relatively high 

yield on liabilities, declining investment returns have had a larger impact on their 

profits due to the large share of fixed income securities in their assets.  

 

The impact of negative interest rates on exchange rates is uncertain. During periods of 

interest-rate movements, the effects of portfolio rebalancing might cause changes in 

cross-border capital flows and subsequently in exchange-rate movements. As 

exchange rates are also affected by other factors, observations of the exchange-rate 

movements of the relevant currencies have shown mixed results. For example, after 

the Bank of Japan announced in January 2016 that it would adopt negative interest 

rates, after some weakening the yen recorded large gains. The Swiss franc, as a safe 

haven currency, was sought by investors after the Swiss Central Bank moved to 

negative interest rates in December 2014. Pressures on the Swiss franc then eased 
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during the second half of 2015.  

 

The effects of negative interest rates on consumption, investments, and inflation 

remain to be monitored. The substitution effect on aggregate demand and the wealth 

effect are in the opposite directions. If the wealth effect of negative interest rates plays 

a dominant role, companies and consumers might increase deposits and reduce 

investment and consumption in order to make up for the wealth losses caused by the 

interest income losses. In reality, after the central bank moved to a negative interest 

rate, elderly people in some European countries increased deposits and cut 

consumption in order to obtain the same volume of returns on their savings. At the 

same time, the short-term effects of negative interest rates in boosting inflation have 

been limited, as is evident in the inflation rate of around zero in the euro area and 

Japan after adoption of a zero interest rate, which is far below the inflation target of 2 

percent.  

 

A monetary policy adopted by one economy has spillover effects on other economies 

as a result of integration, and it might have potential negative effects on growth and 

financial stability. First, an overly accommodative monetary policy might cover up 

the urgency of structural reforms and have a negative impact on government fiscal 

discipline. Second, an extended period of a low interest-rate environment might 

distort asset prices, reduce the risk premium, and lead to the accumulation of risks, 

thus undermining financial stability. Third, an extended period of negative interest 

rates might exacerbate bank disintermediation and affect the stable functioning of the 

financial system.  

 

To a certain extent, due to the negative interest the zero lower bound is no longer 

valid. But the border of the negative interest rate will be subject to the technology of 

cash storage and other factors. In order to reduce the impact on banking profits, those 

central banks that have moved to a negative interest rate have adopted a tiered 

interest-rate system, in which the deposits of commercial banks at the central bank are 

divided into several categories and the negative interest rates are applicable to part of 

the deposits.  

 

In a recently released report, the BIS has observed that negative interest rates are 

smoothly transmitted to the money market. But if a negative interest rate is 

maintained for a long time or if the interest rate moves down further, it will cause 

uncertainty in the behavior of individuals and financial institutions. Not long ago, 

Christine Lagarde, managing director of the IMF, commented that overall, the benefits 

of negative interest rates outweigh their negative impact and she also pointed to the 

need to closely watch the possible side-effects.  

4. The global economic outlook and major challenges 

In its World Economic Outlook (WEO), released in April 2016, the International 

Monetary Fund (IMF) revised its projections for global growth in 2016 and 2017 to 
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3.2 percent and 3.5 percent, down 0.2 percent and 0.1 percent from its January 

projection. Overall, the global economy may face the following risks. 

Growth of the world economy lacks momentum, and there is limited space for the 

adoption of monetary-policy measures. The start of normalizing monetary policy sent  

shocks and downward pressures in the emerging market economies and triggered 

financial-market fluctuations that might generate spillback effects on the advanced 

economies through channels, such as higher risk premiums, investors’ risk-averse 

sentiments, and asset price adjustments. Due to weak internal demand and high 

leverage, over the medium term the major advanced economies will face deflationary 

pressures. Meanwhile, given the current low level of interest rates, the major 

advanced economies have limited space for rate reductions as a further stimulus, and 

the effects of the negative interest rates in some advanced economies have yet to be 

observed, especially in boosting consumption, investment, and inflation.  

The global financial market is unstable and there are many uncertainties in the 

movements of commodity prices. At the beginning of this year, international financial 

markets experienced turmoil with the stock markets fluctuating in some countries, risk 

premiums going up, and market confidence being fairly weak. Meanwhile, a 

slowdown in the growth of the real economy, a high non-performing loan ratio, and 

negative interest rates in some economies have undermined the profit-making 

capabilities of the banking sector in the major advanced economies and might affect 

their financing costs. International commodity prices have recently witnessed large 

swings. Due to factors such as rumors of the freezing of oil-production agreements 

among the major oil-producing countries, the weak U.S. dollar, and cuts in investor 

expectations of US oil-production cuts, oil prices rebounded. However, future trends 

in commodity prices are still uncertain due to the combined effects of factors such as 

geopolitics, the balance of supply and demand, and so forth.   

Geopolitical tensions have erupted in many areas and risks have accumulated. Factors 

including the migration crisis in Europe, the frequent terrorist attacks, the escalation 

of the Syrian crisis, tensions on the Korean peninsula, and the higher risks associated 

with Brexit have cast a shadow on a recovery of the world economy and might put a 

drag on global growth. 

Ⅱ. Analysis of the Chinese macro-economic situation 

The performance of the Chinese economy stabilized with positive developments in 

structural adjustments. Consumption grew steadily, while the growth of investments 

rebounded. Price levels recovered and employment remained basically stable. It has 

been estimated that GDP registered 15.9 trillion yuan in Q1 of 2016, growing by 6.7 

percent year on year and by 1.1 percent quarter on quarter. The CPI increased by 2.1 

percent year on year and the trade surplus posted 810.2 billion yuan. 

 

1. Consumption grew steadily, while the growth of investment accelerated and 

export growth picked up after declining for a certain period 

The income of residents in both urban and rural areas continued to increase, which 
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contributed to stable growth in consumer demand. During the first quarter of 2016, 

the per capita disposable income of urban residents registered 9,255 yuan, up 8.0 

percent year on year in nominal terms and 5.8 percent in real terms; per capita 

disposable income of rural residents reached 3,578 yuan, up 9.1 percent year on year 

in nominal terms and 7.0 percent in real terms. According to the Q1 Urban Depositors’ 

Survey conducted by the People’s Bank of China, the current income sentiment index 

posted 46.2 percent, which was 0.9 percentage point more than that in the previous 

quarter; the consumption sentiment of residents remained stable and the share of 

residents willing to consume more registered 20.3 percent, a decline of 0.5 percentage 

point from the previous quarter, while rising by 1.8 percentage points year on year. 

 

Online sales of goods and services continued their rapid growth. In Q1, total retail 

sales gained 10.3 percent in nominal terms and 9.7 percent in real terms year on year 

to reach 7.8 trillion yuan, with retail sales in urban areas rising by 10.2 percent year 

on year to reach 6.7 trillion yuan and retail sales in rural areas increasing by 11.0 

percent year on year to reach 1.1 trillion yuan. Online sales of goods and services 

registered 1.0 trillion yuan, which was 27.8 percent more year on year. 

 

The growth of fixed-asset investments picked up. In Q1, fixed-asset investments 

(excluding those by rural households) reached 8.6 trillion yuan, increasing by 10.7 

percent year on year in nominal terms, representing an acceleration of 0.7 percentage 

point from the previous year, and growing by 13.8 percent in real terms. Among this 

total, fixed-asset investments by the private sector gained 5.7 percent year on year to 

5.3 trillion yuan, accounting for 62 percent of the total nationwide investment. Broken 

down by industries, investments in the primary, secondary, and tertiary industries 

posted 194.9 billion yuan, 3.4 trillion yuan, and 5.0 trillion yuan respectively, rising 

by 25.5 percent, 7.3 percent, and 12.6 percent year on year. In Q1, planned 

investments for construction projects grew 6.7 percent year on year to reach 59.55 

trillion yuan; investments for new projects increased by 39.5 percent to reach 8.1 

trillion yuan.  

 

Export growth rebounded and the share of general trade expanded. In Q1 of 2016, 

total exports and imports reached 5.21 trillion yuan, down 5.9 percent year on year. 

Among this total, exports fell by 4.2 percent year on year to 3.01 trillion yuan; 

imports declined by 8.2 percent to 2.2 trillion yuan; and the trade surplus registered 

810.2 billion yuan. In March, total exports rose 18.7 percent year on year to 1050.1 

billion yuan, increasing by 18.7 percent year on year, which was 31.8 percent faster 

than the growth in January and February. General trade accounted for 55.9 percent of 

the total, which was 0.6 percentage point higher year on year. Exports and imports by 

private enterprises increased by a vigorous 3.9 percent year on year to 2.0 trillion 

yuan.  

 

The structure of foreign direct investments (FDI) was adjusted and outbound direct 

investments (ODI) registered rapid growth. In Q1, the total value of actually utilized 
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FDI increased by 4.5 percent year on year to reach 224.21 billion yuan (or USD 35.42 

billion). Actually utilized foreign investments in the services sector reached 154.38 

billion yuan (or USD 24.43 billion), growing by 7.6 percent year on year and 

accounting for 68.9 percent of the total actually utilized foreign investments, which 

was 7 percentage points higher than that in the previous year. Non-financial ODI was 

up 55.4 percent year on year to reach 261.74 billion yuan (USD 40.09 billion), an 

acceleration of 25.8 percentage points from the previous year.  

 

2. Agricultural production remained stable and the growth of industrial 

production stabilized 

The value-added of tertiary industry grew more rapidly than that of secondary 

industry and took up a larger share of GDP. In Q1, the value-added of the primary, 

secondary, and tertiary industries were 880.3 billion yuan, 6.0 trillion yuan, and 9.0 

trillion yuan respectively, up 2.9 percent, 5.8 percent, and 7.6 percent year on year and 

accounting for 5.6 percent, 37.5 percent, and 56.9 percent of GDP respectively. The 

share of tertiary industry was 2 percentage points more than that in the previous year. 

 

The outlook for agricultural production remained stable. According to a planting plan 

survey of more than 110,000 nationwide farmers, the planned planting areas of rice, 

and wheat were up 0.3 percent and 0.4 percent respectively, and those of corn and 

cotton were down 0.9 percent and 18.8 percent respectively. In Q1, the combined 

output of pork, beef, mutton, and poultry declined 3.1 percent year on year to 22.44 

million tons, among which the output of pork dropped by 5.9 percent to 14.66 million 

tons. 

 

Industrial production stabilized amid slower growth. In Q1, the value-added of 

statistically large enterprises, if calculated at comparable prices, grew by 5.8 percent 

year on year, which was 0.3 percentage point lower than the growth in 2015 and 0.4 

percentage point higher than the growth during the first two months of 2016. Broken 

down by sectors, the value-added in the mining industry, the manufacturing industry, 

as well as in the electricity, heating, gas and water production and supply industries 

grew by 2.1 percent, 6.5 percent, and 2.6 percent respectively year on year. The sales- 

to-production ratio of statistically large enterprises reached 97.3 percent in Q1 of 

2016, which was 0.1 percentage point higher year on year. Profits of statistically large 

enterprises posted 1.34215 trillion yuan, up 7.4 percent year on year, a rebound of 9.7 

percentage points from the previous year. The profit margins of the major business 

lines of statistically large enterprises reached 5.44 percent. Among 41 industries, 31 

achieved year-on-year growth in terms of profits, and profits in the computer, 

telecommunications, and other electronic equipment industry, the chemical materials 

and products industry, and the electrical machinery and equipment manufacturing 

industry gained 35.9 percent, 20.8 percent, and 18 percent year on year. 

 

According to the Entrepreneurs’ Survey conducted by the PBC during the fourth 

quarter corporate production and operations were facing severe challenges, while the 
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performance of the sales price index stabilized. The corporate performance index 

declined for six consecutive quarters to 48.4 percent. The sales price index was 39.2 

percent, which was 0.1 percentage point higher than that during the previous quarter. 

 

3. Consumer prices rebounded 

CPI growth picked up. In Q1, the CPI rose 2.1 percent year on year, an acceleration of 

0.6 percentage point from the previous quarter, and growth from January through 

March registered 1.8 percent, 2.3 percent, and 2.3 percent respectively. Specifically, 

the growth of food prices picked up significantly, while the prices of non-food items 

remained basically stable. In Q1, the price of food was up 6.4 percent year on year, an 

acceleration of 4.1 percentage points from the previous quarter, while the price of 

non-food items grew 1.1 percent year on year, an acceleration of 0.1 percentage point. 

The prices of consumer goods were up 2.2 percent year on year, an acceleration of 1.0 

percentage point, while the prices of services were up 2.0 percent year on year, which 

was flat with that during the previous quarter. 

 

The decline in producer prices narrowed. In Q1, the PPI decreased by 4.8 percent year 

on year, 1.1 percentage points less than the decline during the previous quarter. The 

year-on-year declines during the three months of Q1 were 5.3 percent, 4.9 percent, 

and 4.3 percent respectively. The price of consumer goods declined by 0.4 percent 

year on year, which was flat with that in the previous quarter, contributing to 0.1 

percentage point of the decline in the PPI; the prices of capital goods fell 6.4 percent 

year on year, 1.2 percentage points less than their decline during the previous quarter 

and contributing 4.7 percentage points to the decline in the PPI. The Industrial 

Production Index (IPI) was down 5.8 percent year on year, 1.1 percentage points less 

than the decline during the previous quarter, and the decline from January through 

March posted 6.3 percent, 5.8 percent, and 5.2 percent respectively. The prices of 

agricultural capital goods gained 6.7 percent year on year, which was 5.5 percentage 

points more than that in the previous quarter. The producer prices of agricultural 

products gained 0.4 percent year on year, which was 0.3 percentage point lower than 

the growth in the previous quarter. In Q1, the CGPI decreased by 5.9 percent year on 

year, 1.6 percentage points less than that in the previous quarter. The prices of primary 

goods fell significantly by 9.3 percent. The prices of investment goods declined 6.7 

percent year on year, while the prices of consumer goods registered year-on-year 

growth of 1.1 percent. 

 

The rebound in international commodity prices led to a contraction in the decline of 

import prices. In Q1 of 2016, the average price of Brent Crude oil futures on the 

Intercontinental Exchange and the average price of copper and aluminum on the 

London Metal Exchange dropped by 36.1 percent, 19.7 percent, and 15.8 percent 

respectively, which were 5.9 percentage points, 6.4 percentage points, and 8.2 

percentage points lower respectively than the declines during the previous quarter. 

During the three months from January through March, import prices declined by 13.1 

percent, 9.5 percent, and 11.6 percent respectively, averaging a decline of 11.4 percent, 
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0.1 percentage point lower than the decline during the previous quarter; export prices 

dropped by 6.1 percent, 1 percent, and 3.7 percent respectively during the three 

months, averaging 3.6 percent, which was 3.4 percentage points more  than the 

decline during the previous quarter. 

 

The GDP deflator registered a year-on-year increase. In Q1, the GDP deflator (the ratio 

of nominal GDP to real GDP) was up 0.5 percent year on year, as compared to the 

year-on-year decrease of 0.7 percent during the previous year. 

 

The price reform made further progress. On March 7, the National Development and 

Reform Commission (NDRC) issued a notice on further expanding the pilot program 

to reform the price of electricity transmission and distribution, incorporating the 12 

provincial power grids in Beijing, Tianjin, Southern-Hebei, Northern-Hebei, Shanxi, 

Shaanxi, Jiangxi, Hunan, Sichuan, Chongqing, Guangdong, and Guangxi, as well as 

the power grids in provinces already covered by the national power reform and the 

regional power grid in Northern China. On March 14, the NDRC and the PBC issued 

a notice on improving the pricing of bankcard payments, lowering rates and adjusting 

the price-capping measures for card issuances and network service charges, providing 

advantageous measures to some merchants, and adopting market prices when 

charging acquiring services. 

 

4. Growth of fiscal revenue and expenditures accelerated 

In Q1, fiscal revenue rose 6.5 percent to reach 3.9 trillion yuan, a year-on-year 

acceleration of 4.1 percentage points. Fiscal expenditures reached 3.8 trillion yuan, up 

15.4 percent year on year and representing a year-on year acceleration of 8.5 

percentage points. The fiscal surplus registered 93.8 billion yuan, a reduction of 265.4 

billion yuan year on year.  

 

In terms of the structure of fiscal revenue, non-tax revenue fell 0.3 percent year on year 

to a total of 594.2 billion yuan, and tax revenue went up 7.8 percent year on year to 

3.2954 trillion yuan. Among this total, the domestic value-added tax, consumption tax, 

and turnover tax went up by 6.6 percent, 6.7 percent, and 14 percent respectively, and 

the value-added tax and consumption tax on imported goods declined by 9 percent year 

on year, while the corporate and individual income tax rose by 5.5 percent and 18.2 

percent respectively. Outlays for urban and rural community expenditures, medical 

services and family planning, and welfare housing rose fairly rapidly, by 33.5 percent, 

29 percent, and 24.5 percent respectively year on year. 

 

5. The employment situation was generally stable 

In Q1, newly created urban employment totaled 3.18 million, reemployment in urban 

and rural areas reached 1.26 million, and employment of job seekers with low 

employability was 0.38 million. Statistical analyses by the China Human Resources 

Market Information Monitoring Center, based on information provided by public 

employment service institutions in 101 cities, indicated that in Q1 of 2016 the supply 
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of labor was slightly short of demand and the ratio of job seekers to job vacancies was 

1.07, a decline of 0.05 year on year and a decline of 0.03 quarter on quarter. Compared 

with Q1 2015, demand for labor in sectors such as information transmission, computer 

services and software, transportation, warehousing and postal services, finance, and 

education increased relatively significantly year on year. Demand for labor with 

technical and professional skills exceeded supply. Compared with the same period of 

the last year, demand for technicians and senior technicians went up, whereas the need 

for labor with other technical and professional skills declined. 

 

6. International payments and expenditures were generally balanced 

The balance of payments registered an overall balance, with a deficit in the capital 

account and a surplus in the current account. In 2015, the current-account surplus 

registered USD 330.6 billion, accounting for 3 percent of GDP during the period, which 

was within the internationally accepted reasonable range. The capital and financial 

account deficit stood at USD 485.3 billion. At end-2015, total reserve assets stood at 

USD 3.33 trillion. 

 

The outstanding external debt declined. At end-2015, the total outstanding external 

debt posted USD 1416.2 billion, 15 percent less when compared with end-March 

2015. Among this total, the outstanding short-term external debt registered USD 920.6 

billion, a decline of 5 percent compared with end-March and accounting for 33 

percent of the total external debt. 

 

7. Sectoral analysis 

(1) The real-estate sector 

Nationwide turnover of commercial real estate continued to recover. Among the 70 

large and medium-sized cities, more reported a rise in housing prices. Investment in 

real-estate development rebounded and growth in real-estate loans rallied. 

 

More cities reported higher housing prices, and the margin of price hikes widened. In 

Q1, movements of housing prices further diverged in different cities. Housing prices 

in first-tier and some second-tier cities increased relatively rapidly. In order to curb 

the excessive price growth in some regions, housing market management policies 

were adopted in cities such as Shanghai and Shenzhen in March. In March 2016 the 

price of newly-built commercial residential housing increased month on month in 62 

out of 70 large- and medium-sized cities, 23 more cities than that in February 2015, and 

the hike in 56 cities expanded compared with that in December 2015. The price of 

pre-owned residential housing increased month on month in 54 cities, 17 more than in 

December 2015, and the increase in housing prices widened in 46 cities compared 

with December 2015; housing prices grew year on year in 46 cities, 11 more than in 

December 2015, and the price hike widened in 44 cities in comparison with that in 

December 2015. 

 

Recovery in the turnover of commercial real estate accelerated. In Q1 of 2016, the 
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nationwide floor area of sold commercial real estate posted 240 million square meters, 

up 33.1 percent year on year, which was 26.6 percentage points higher than that in the 

previous year. The nationwide turnover of commercial real estate gained 54.1 percent 

year on year to reach 1.9 trillion yuan, which was 39.7 percentage points higher than 

that in the previous year. Among this total, the sold floor area and the sales value of 

commercial residential housing accounted for 89.7 percent and 87.1 percent of the 

total sold floor area and the turnover in commercial real estate respectively. 

 

The growth of investment in real-estate development rebounded. In Q1, nationwide 

investment in real-estate development went up by 6.2 percent year on year to reach 1.8 

trillion yuan, reversing a decline in year-on-year growth, which was 5.2 percentage 

points higher than the growth in the previous year. In particular, investment in 

residential housing posted 1.2 trillion yuan, up 4.6 percent year on year and an 

acceleration of 4.2 percentage points from 2015, accounting for 66.0 percent of the total 

investment in real-estate development. The floor area of newly started real-estate 

projects gained 19.2 percent year on year to reach 280 million square meters, which 

was 33.2 percentage points more than the growth during the previous year. The floor 

area of real-estate projects under construction grew 5.8 percent year on year to reach 

618 million square meters, representing an acceleration of 4.5 percentage points 

compared with that in 2015. The floor area of completed real-estate projects posted 200 

million square meters, representing a year-on-year increase of 17.7 percent and an 

acceleration of 24.6 percentage points compared with that in the previous year. 

 

Growth of real-estate loans picked up. By end-March, outstanding real-estate loans of 

major financial institutions (including foreign-funded financial institutions) stood at 

22.5 trillion yuan, up 22.2 percent year on year, which was 1.3 percentage points more 

than that in 2015. Outstanding real-estate loans accounted for 22.8 percent of total 

outstanding loans, which was 0.5 percentage point more than that at the end of 2015. In 

particular, outstanding housing mortgages rose 26.5 percent year on year to reach 14.1 

trillion yuan, an acceleration of 2.6 percentage points from end-2015; outstanding 

housing development loans gained 13.2 percent year on year to reach 4.0 trillion yuan, 

a deceleration of 5.4 percentage points from end-2015; outstanding land-development 

loans rose 22.8 percent year on year to reach 1.8 trillion yuan, an acceleration of 10.0 

percentage points from end-2015. During Q1, new real-estate loans registered 1.5 

trillion yuan, an increase of 504.5 billion yuan, accounting for 32.5 percent of the total 

new loans and representing 1.9 percentage points more than that at end-2015. 

 

Welfare-housing loans continued to increase. By end-March 2016, outstanding loans 

for the development of welfare housing posted 1.9 trillion yuan, up 45.4 percent year on 

year, which was 14.1 percentage points lower than that at end-2015; among this total, 

loans for the development of new welfare housing reached 39.63 billion yuan in Q1, 

accounting for 22 percent of the new real-estate development loans during the period. 

In addition, the pilot program of using housing provident fund loans to support the 

construction of affordable housing proceeded steadily. At end-March, 372 
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welfare-housing projects in 84 cities were granted loan approvals, receiving 84.9 

billion yuan in loan disbursements based on their construction progress, and 57.58 

billion yuan of the principal was repaid. 

 

(2) The logistics industry 

The logistics industry is a comprehensive industry encompassing transportation, 

warehousing, freight forwarding, and information, which is pillar of fundamental and 

strategic importance to support national economic development. Accelerating the 

development of the modern logistics industry is of key importance to adjust the 

industrial structure, transform the development model, and enhance the 

competitiveness of the national economy. 

 

During the Twelfth Five-Year Plan period, the logistics industry maintained rapid 

growth, with a significantly enhanced service capacity, a markedly improved 

infrastructure and policy environment, and a basically mature and modern industrial 

system. The rapid development of the logistics industry is a result of the loosening of 

policy and controls and the enhanced role of the market. From January through 

November 2015, the total logistics value reached 202.4 trillion yuan, amounting to 

1.77 times that in the same period of 2010. Amidst the development of e-commerce, 

open market competition has promoted rapid and robust growth of express deliveries, 

which have boosted an upgrading of the consumption structure. In 2015, the turnover 

of statistically large logistics businesses reached 276.96 billion yuan, amounting to 4 

times as much as that in 2010. 

 

The logistics industry is still young, following an extensive growth pattern, and there 

is a great potential for it to play an enhanced role in the national economy in the 

future. First, the share of the logistics industry in GDP is still relatively low, indicating 

massive potential. In 2014, the value added in the logistics industry accounted for 5.5 

percent of GDP, falling far behind the goal of 7.5 percent designated in the Medium- 

and Long-term Plan for the Logistics Industry (2014–2020). Second, costs for the 

logistics industry are still quite high, leaving much room for cost reductions and 

efficiency enhancements for the real economy. As a service industry closely related to 

production in the corporate sector, total logistics expenses as a share of GDP declined 

year by year during the Twelfth Five-Year Plan period. However, its absolute value is 

still quite high, standing at 15.1 percent at end-March 2016, which was 2 times as 

much as that in the US or Japan. Moreover, logistics expenses in the major industries 

in China are significantly higher than those in the developed countries. Third, there 

are still factors that constrain the development of the logistics industry. On the one 

hand, despite the well-connected and wide-range transportation network, modern 

warehousing and multimodal transport facilities are still in short supply, a 

comprehensive logistics park system is yet to be established, and the comprehensive 

transportation network is still insufficient.  On the other hand, the logistics market 

still faces overlapping regulations. The heightened land and human resource costs. as 

well as the external constraints from the external social environment, have pushed up 
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the management costs of logistics enterprises, therefore squeezing their room for 

restructuring and upgrading.  

 

During the next stage, efforts should be made to promote the upgrading and 

innovative development of the logistics industry, and to accelerate the building up of a 

well-structured, technologically advanced, convenient and efficient, green and 

environmentally-friendly, safe and orderly modern logistics system. The Thirteenth 

Five-Year Plan has designated new goals for the development of the logistics industry, 

which will require further improvements in the supporting policies and measures. 

Efforts should be made to put in place a unified, open, and orderly national logistics 

services market; to encourage traditional logistics enterprises, such as those in the 

transportation  and warehousing industries, to extend their value chain to the upper 

and lower streams; to promote logistics firms to become bigger and stronger via 

equity investments, mergers and acquisitions,  coordination and coalitions; to 

provide better-integrated and better-connected logistics services via scale operations; 

to promote the construction of a comprehensive transportation system, to improve the 

distribution of transportation paths and hubs, and to construct an efficient logistical 

infrastructure network to enhance the comprehensive capacity of the logistics system. 
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Part 5 Monetary-Policy Stance to be Adopted during 

the Next Stage 

I. Outlook for the Chinese economy 

The global economy will continue its rebalancing for quite some time. The Chinese 

economy is undergoing structural adjustments and supply-side structural reforms are 

progressing. Despite the many problems and challenges, the fundamentals supporting 

sustained growth remain unchanged. The economy is still very resilient, and it has a 

large potential and fairly large room for policy maneuver. With the potential of the 

new type of urbanization yet to be fully tapped and the gradual release of the reform 

dividend, the economy is expected to continue its medium-to-high growth rate. With 

the adoption of a series of reform measures to streamline administrative procedures 

and to delegate powers to lower-level governments, new growth drivers are emerging 

and mass entrepreneurship and innovation are booming, while new types of business 

operations and new sectors and industries are being created. Endogenous drivers are 

gaining strength in some sectors. Some provinces and some enterprises have 

maintained gains of double-digit profits.  The development potential of the public- 

service sector is large, and the consumption and services sector are becoming 

important drivers for stable economic growth. In Q1 of 2016, the value added of the 

services sector accounted for 56.9 percent of GDP, up 2.0 percentage points year on 

year and19.4 percentage points larger that of the secondary industry, due in particular 

to the rapid growth of the science and technology sectors and IT. With the 

accumulated effects of a series of macro-economic management measures, liquidity is 

generally adequate, market interest rates remains low, and the growth of money and 

credit and all-system financing aggregates are relatively fast, all of which are 

conducive to stable growth. In Q1, performance of the economy showed signs of 

positive changes, including a slowdown and stabilization of industrial output and a 

recovery in the growth of fixed-asset investments. The IMF and other international 

organizations have made upward revisions to their projections of the rate of economic 

growth in China.  

 

Nevertheless, given the complex domestic and international situations, there are 

numerous challenges to economic growth and structural adjustments. Looking at the 

international environment, the growth of the world economy is sluggish, with 

momentum in the advanced economies weakening and some emerging economies 

facing grave situations. Confidence in international financial markets is relatively 

fragile. There are uncertainties in the pace and intensity of follow-up rate hikes by the 

Federal Reserve. Negative interest rates and other unconventional monetary-policy 

measures have been adopted by some economies. The spillover effects of these 

policies and the spill-back from other economies will affect cross-border capital flows, 

the allocation of major categories of assets, financial markets, and macro-economic 
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policies. The geopolitical situation is becoming increasingly complex and uncertain, 

with many destabilizing factors. On the domestic scene, the structural problems 

remain acute and the recovery of the economy heavily depends on real estate and 

infrastructure investments. The share of private investment in total investment and the 

growth of investment have both declined, and the endogenous drivers have yet to be 

strengthened. A lack of supply and an excess of supply exist simultaneously. 

Furthermore, the growth potential in some new sectors is not fully tapped. The debt 

ratio is rising rapidly and the risk exposure of both the financial sector and the real 

sector are on the increase. These structural problems should be resolved through 

steady progress in the supply-side reform, the development of new growth drivers, 

and the upgrading of traditional comparative advantages. The five major tasks of 

removing excess capacity, reducing stocks, deleveraging, reducing costs, and shoring 

up weak spots are to be implemented in earnest, and markets will be expected to play 

a decisive role in resource allocations to further boost market confidence. Top-down 

designs and grass-root innovations will be combined. New institutional arrangements 

will be adopted to encourage localities to take their own initiative in promoting 

economic development, to deepen state-owned enterprise reform, to promote the 

sound development of the non-public-owned economy, to improve the quality and 

efficiency of growth, to improve the incentive and discipline mechanisms of financial 

institutions, to maintain sustainable financing, and to expand the space for the 

effective allocation of financial resources. 

 

Looking at price developments, price inflation has heightened and future 

developments need to be followed. Price inflation rebounded to a certain extent in Q1 

and attracted widespread attention. Given the sluggish growth of the economy and the 

prolonged rebalancing of the world economy, as well as the ongoing structural 

adjustments in China, downward pressures have lingered. Furthermore, growth of 

money has stabilized and the ratio of pork prices to corn prices is at a historical high 

but may decline in the future. A continuation of these trends will help maintain 

general price stability. According to the urban depositors’ survey conducted by the 

PBC in Q1 of 2016, the future price expectation index was down lightly. It is worth 

noting that the recent rebound of international commodity prices and the 

accumulation of macro-economic policies adopted during the previous period may 

result in price pressures. Furthermore, the rapid growth of housing prices may 

strengthen inflation expectations in the household sector. The high price levels may 

add to inflation perceptions. According to the urban depositors’ survey conducted by 

the PBC in Q1 of 2016, 52.7 percent of the respondents deemed prices to be “high and 

difficult to accept,” 1.7 percentage points higher than in the previous quarter.  To a 

large extent, future price movements, which will depend on economic performance 

and macro-economic policy responses, should be closely watched.  

 

II. Monetary policy during the next stage 

The PBC will earnestly implement the decisions of the Eighteenth CPC National 
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Congress, the Third, Fourth, and Fifth Plenary Sessions of the Eighteenth CPC 

Central Committee, the Central Economic Work Conference, and the Government 

Work Report, and follow the strategic decisions of the Party Central Committee and 

the State Council to continue the reform and opening up. The PBC will adhere to the 

guideline of seeking progress while maintaining stability, and the overall principle of 

maintaining stable macro-economic policies and adopting flexible micro policies. 

Efforts will be made to adapt to the new normal in economic performance, 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 and with proper strength, while policy measures will be 

better targeted and more effective in order to carry out aggregate demand 

management for the ongoing supply-side structural reform, to create a neutral 

monetary and financial environment for the structural adjustments, and to support 

sustainable development. There will be an increased focus on reform and innovation 

as well as more measures to integrate reform and macro adjustments to combine 

monetary-policy conduct with the deepening of reform, and to enable the market to 

play a decisive role in resource allocations. In view of the financial deepening and 

innovation, the monetary-policy framework will be improved to strengthen price tools 

and the transmission mechanism, to bring about a smooth transmission of 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.  

 

First, a combination of monetary-policy instruments will be employed, and the policy 

mix will be optimized to keep the growth of money, credit, and all-system financing 

aggregates at reasonable levels. In view of the changes in the domestic and 

international economic situations and financial-market developments, a combination 

of monetary-policy instruments will be used in a flexible manner, the central bank 

collateral management framework will be improved to maintain liquidity and market 

interest rates at appropriate levels, to maintain the stability of the money market, 

improve and strengthen macro-prudential regulation, to properly conduct 

macro-prudential assessments, and to maintain a sound, neutral, and proper monetary 

environment from the perspective of price and volume.  Continued efforts will be 

made to guide commercial banks to enhance liquidity and balance-sheet management, 

to manage the volume of assets and liabilities and the maturity structure, and to 

improve liquidity risk management.  

 

Second, the stock of credit assets will be revitalized and new loans will be made good 

use of to support the structural adjustments, the transformation of the growth model, 

and the upgrading of the economy. The direction and structure of liquidity provision 

will be optimized, and the relevant measures of the targeted reserve requirement ratio 

will be properly implemented. The credit policy supporting central bank lending, 

central bank discounts, and pledged supplementary lending will be tapped, credit 

policy will play a stronger role in providing targeted support to the structural 
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adjustments and to guide financial institutions to optimize the credit structure.  In 

order to support the five major tasks of removing excess capacity, reducing  

inventories, deleveraging, cutting costs, and shoring up weak spots, and the credit 

policy will be transformed to enhance the effect and orientation of credit-policy 

implementation. Financial institutions will be encouraged to give more support to 

efforts to build China into a manufacturing power, to continue to provide good 

financial services for strategic adjustments of the industrial structure, infrastructure 

building, ship-building, railways, distribution, resources, and other key areas of 

development and reform, and to step up financial support to elderly care, health, and 

other service sectors.  Financial institutions will be urged to implement various 

financial policies to support stable growth of industrial production, structural 

adjustments, and efficiency improvements, to support the removal of capacity and the 

upgrading of the iron and steel industry and the coal-mining industry and to step up 

efforts to improve green finance policies. There will be proper financial support for 

the coordinated development of Beijing, Tianjin, and Hebei, and the Yangtze River 

Economic Belt.  The sustainable and sound development of the credit asset‒backed 

securities market will be promoted. Financial services to new types of business 

operators in the agricultural sector will be improved, the pilot program on loans 

pledged with contracted farmland operation right and rural home property rights will 

be prudently advanced, and financial institutions will be guided to gear up support to 

key fields, including water conservancy projects, agricultural infrastructure, 

integration of the primary, secondary, and tertiary industries, external cooperation of 

the agricultural sector, modern plantations, new urbanization, and so forth. Financial 

inclusion will be energetically advanced and information on financial services for 

poverty alleviation will be provided and shared with targeted recipients to promote the 

combination of targeted poverty reductions and industrial development for poverty 

reduction, and to make sure that financial policy designed for poverty reduction 

produces the intended outcomes. Evaluations of the effects of agricultural support and 

the small and micro enterprise credit policy will be improved, and the mechanism for 

the evaluation of credit-related financial services for poverty alleviation will also be 

improved to enhance credit support to weak links. Measures will be adopted to 

increase support to important fields in the national economy, including business 

start-ups and innovation, science and technology, the cultural industries, information 

consumption, and the strategic and emerging industries. Job creation for and 

businesses started by women, the disabled, rural migrant workers, college 

graduates-turned-village officials will be the focus of the financial sector so as to 

break new ground for financial services related to the people’s livelihood, including 

employment and education.  

 

Third, the market-based interest-rate reform and the RMB exchange-rate regime 

reform will be furthered to improve efficiency in the allocation of financial resources 

and to improve the monetary-policy framework. Efforts will be made to encourage 

financial institutions to strengthen internal controls, improve their capabilities for 

interest-rate pricing and risk management, develop market benchmark interest rates 
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and yield curves, and improve the market-based interest-rate mechanism. The PBC 

will explore an interest-rate corridor mechanism, enhance the interest-rate adjustment 

capability, and straighten out the mechanism for the transmission of central bank 

policy rates to the financial market and the real economy.  Oversight of the irrational 

pricing behavior of financial institutions will be intensified. The important role of the 

self-regulatory mechanism of market interest-rate pricing will be tapped, effective 

incentives for interest-rate pricing will be adopted, and industrial self-discipline and 

risk prevention will be reinforced to maintain fair pricing. The RMB exchange-rate 

regime will be further improved to allow market demand and supply to play a greater 

role, to enhance two-way flexibility of the RMB exchange rate, and to keep the 

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 importers and 

exporters based on their actual needs. Measures will be taken to support the use of 

RMB in cross-border trade and investment activities, and more channels will be made 

available for the outflow and reflow of RMB funds. Direct trading of the RMB 

against other currencies will be promoted to provide better services for RMB 

settlements of cross-border trade activities. The impact of the changing international 

situation on capital flows will be carefully watched and macro-prudential 

management of cross-border capital flows will be improved. 

 

Fourth, there will be continued efforts to improve the system of financial markets, to 

support the role of financial markets in preserving stable economic growth, supporting 

economic structural adjustments and transformations, deepening reform and opening 

up, and preventing financial risks. Financial-market innovations will be promoted to 

diversify products and layers on the bond market to meet investor demands. The 

infrastructure, institutional arrangements, and supervision of financial markets will be 

intensified to prevent financial risks. Information disclosures, credit ratings, and other 

market discipline mechanisms will be established and improved, the requirements for 

information disclosures and major information disclosures for issuances will be 

improved, the rating practices of credit-rating agencies will be regulated, and an 

incentive mechanism will be nurtured for good-faith performance by intermediary 

agencies. The over-the-counter bond products will be diversified, the trading 

mechanism for bonds and bond derivatives will be optimized, and innovations in the 

centralized clearing mechanism will be facilitated. There will be studies on market 

access for additional qualified institutional investors, both domestic and foreign, to 

diversify the investor base and to improve the efficiency of investment management 

on the inter-bank bond market. The inter-bank bond market will be opened up further 

so that a larger contingent of qualified foreign issuers will be able to issue RMB 

bonds and a wider range of foreign institutional investors will gain access.  The 

overall design of the bond market infrastructure will be improved in the context of the 

opening up for the compatibility of the domestic market with overseas markets in 

terms of trading arrangements and institutional designs.  
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Fifth, reform of the financial institutions will be deepened to improve financial 

services by increasing supply and enhancing competition. Reform of the large 

commercial banks and other large financial institutions will be deepened to improve 

corporate governance, establish effective mechanisms for decision-making, execution, 

and checks-and-balances, and to implement the corporate-governance requirements in 

day-to-day business operations and risk controls. The mechanism to reform 

management and operations of the Agricultural Bank of China will be furthered, and 

the effects of the Agricultural and Rural Financial Service Division reform will be 

closely monitored and evaluated to continuously improve capacity to provide services 

at the county levels.  The Bank of Communications will continue to deepen its 

reform program to enhance market competitiveness. A reform program for policy and 

development financial institutions will be implemented. The relevant departments will 

work together to complete the follow-up tasks of specifying a division of labor, 

improving the governance structure and the risk compensation mechanism and 

amending the charters to enhance financial services and capacity for the sustainable 

development of the three banks, and to tap their important role in key areas, weak 

links, and during critical periods. The joint stock reform of the China Post Bank and 

the market-based transformation of asset-management companies will be furthered.  

 

Sixth, the framework of macro-prudential policies will be improved to effectively 

prevent and mitigates systemic financial risks and to preserve stability in the financial 

system. Financial risk monitoring and risk screening in key areas will be enhanced 

and risks in industries with excess capacity, real estate, and local government debts 

will be closely monitored.  Monitoring and analysis of financial risks will be 

enhanced in areas such as corporate debt risks, the credit-asset quality of banks, 

internet finance, financing through informal channels, cross-border fund movements, 

and so forth, and stress tests will be conducted to allow financial institutions and 

markets to identify risks, improve contingency planning, and to explore a number of 

measures to forestall and reduce risks. Macro-prudential regulations will be enhanced 

to dissolve pro-cyclical, cross-sectoral, and cross-market financial risks. The 

institutional reform of the capital market will be deepened to promote its steady and 

sustainable development. The special rectification program designed to enhance 

supervision of financial risks of internet finance will be carried out to regulate 

financing through informal channels and to step up crackdowns on illegal fundraising. 

The outreach campaign for deposit insurance and investor education will be promoted 

so that deposit insurance will function properly in handling an abnormal rush of 

deposit withdrawals and in preserving depositor confidence.  The financial- 

supervision responsibility of localities will be assumed so that local governments will 

play their role in preventing and mitigating financial risks, fighting against financial 

crimes, and maintaining local financial and social stability. Risks will be properly 

handled to contain the spread of momentum in illegal fundraising and to safeguard the 

bottom line in preventing systemic and regional financial risks. 

 

 


