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Abstract

In the first half of 2006 the national economy continued to grow rapidly and steadily;
foreign trade went up significantly; foreign direct investment maintained a considerable
volume; the RMB exchange rate formulation mechanism was further improved and the
exchange rate flexibility was enhanced. The balance of payments witnessed a great
surplus. The current account recorded a surplus of USD 91.6 billion and the capital and
financial account recorded a surplus of USD 38.9 billion. At the end of June 2006

China’s foreign exchange reserves amounted to USD 941.1 billion.

In the first half of 2006 China’s scale of balance of payments transactions continued to
expand, foreign trade grew dramatically, inward foreign direct investment maintained a
considerable scale, the remittance of profits by foreign —funded enterprises increased,
external financing under portfolio investment rose remarkably, and foreign exchange
reserves went up significantly, ranking first in the world. Currently, the problem of the
disequilibrium in China’s balance of payments, in particular in the trade of goods, is
still prominent. On the one hand, the large surplus in the balance of payments reflects
China’s active integration into the world economy and the boom of the external
economy; on the other hand, it reflects the excess savings over investment and the
profound problems in the economic structure and the economic growth pattern.
Therefore, promoting an equilibrium in the balance of payments still remains a major

task in China’s economic and social development.

In the first half of 2006 the RMB exchange rate fluctuated both upward and downward,
generally appreciating by a small margin. Several achievements were registered in the
development of China’s foreign exchange market, including the introduction of the
market-maker system and the inquiry transaction mode in the spot inter-bank foreign
exchange market, the continuous expansion of participants, and the enrichment of

transaction instruments.
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In the first half year the national economy showed a good momentum, maintaining
simultaneously rapid growth, low inflation, and economic efficiency. However, there are
still some outstanding problems related to the overall situation that have yet to be
resolved. In the second half year of 2006 the state will continue to strengthen and
improve macro - control, adopt corresponding measures to resolve such prominent
problems as over-investment in fixed assets, excessive growth of credit and money, and
excessive surplus in foreign trade, further deepen the economic system reform, step up
the adjustment of the economic structure, and transform the economic growth pattern.
The gradual implementation of related policy measures will lay a solid foundation for a
sustained, rapid, and healthy growth of the national economy, and will also create
favorable conditions for realizing an equilibrium in the balance of payments. The foreign
exchange administration will continue to stick to the principle of marketization, further
deepening the reform of foreign exchange system, improving the foreign exchange
administration, strengthening the monitoring of cross-border capital movements, steadily
advancing the convertibility of the RMB under the capital account, and promoting a

basic equilibrium in the balance of payments.
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