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China Forex Market Review in 2000

With China's economy improving in 2000, the inter-bank forex market traded more ac-
tively, and the exchange rate of RMB stabilized due to the general situation of larger supply than
demand.

1. Survey of Interbank FX Market in 2000

1) The trade system entered millennium smoothly.

Due to adequate beforchand works such as system testing and amending, the interbank
forex trade system entered millennium smoothly without "bug™ problems in sensitive dates suchas
January 3 or February 29.

The upgrading of hard and software had improved the general performance of the trade
system, including its efficiency and stability.

2) Trade tended to be more active.

In 2000, the market traded 251 sections. The total turnover reached US$42.175 billion
withan average daily volume of US$168 million, a 34.1% increase compared with 1999, The
trade volume of 1999 was US$3 1.46 billion, and average daily, US$125 million.

3) Proportion of currencies traded had changed.

The trade volume of US dollar and Japanese Yen had increased on year-to-year basis while
that of HK dollar declined. The volume of US dollar, HK dollar and Yen was respectively 30,569
billion, 486 million and 407 million in US doMar terms in 1999, and 41.232 billion, 431 million,
and 513 million in US dollar terms in 2000. As a result, Yen had replaced HK dollar as the
second largest traded currency on the market.

4) Supply exceeded demand.

Generally speaking, the interbank forex market remained the situation of mote supply than
demand, while the whole-year balance increased 28.5% than that of 1999. On the other hand,
due to seasonal factors and soaring oil price, the situation had reversed in April and July.

5) US dollar remained steady.

12000, the daily weighted average price of US doilar was 8.2799 in highest and 8.2768 in
lowest, a band of less than 0.04%. The weighted average on December 29, 2000 was 8.2774
RMB yuan per US dollar, 21 bps lower than 8.2795, the rate on December 30, 1999, (See
Chart on P28)




Analysis of the Interbank Foreign Exchange Market in 2000 [

The daily turnover peaked at US$620 million, 847 million and 565 million on August 30,
September 13 and November 15 for different reasons: one bank sold forex position focusingly at
the end of August, one mobile communication group sold Jarge amount of forex on capital account
in mid-September, and one bank bought forex of profit from a customer in mid-November.

6) HK dollar volume decreased with its rate went downward slowly and steadily.

HK dollar traded thinly. There was no trading at all for 3 trade days out of 251 working days
in2000. Its daily turnover was always less than 65 million except for 124 million on December 18.
Its weighted average went from 1.0649 in end-1999 to 1.0606 in December 29, 2000. It can be
seen from the chart that except for the above-mentioned 3 trading days, the movement of HK
dollar was almost a beeline slanted to the lower right. (See Chart on P29) |

7) Volume of Yen trade increased with the rate going down. |

The total volume of Yen trade in 2000 increased 20% than that in 1999, while the maximum i
daily turnover reached 763 million Yen. The end-of-year weighted average of Yen against RMB
was 8.0358 in 1999 and 7.1879 in 2000, down 8479 bps. (See Chart on P30)

i
3

8) Banks of large volume
Tablel shows that national commercial banks and joint-stock commercial banks predomi-
nated on the forex market. Construction Bank of China, however, was not quite active with only
Table 1. Sequence List of Banks of Large Volume
No, J Buying&selling [ FX buying ‘ Net buying } FX selling Net selling
BANK OF BANKOF | BANKOF BANK OF BANK OF
! CHINA COMMU- | COMMU- CHINA CHINA |
NICATION NICATION
BANK OF CITIC CITIC AGRICUL- AGRICUL-
COMML- INDUSTRIAL | INDUSTRIAL | TURALBANK | TURALBANK i
NICATION BANK. BANK OF CHINA OF CHINA !
THE INDUS-
T - AGRICU-
CITIC TRIA L AND | EVERBRIGHT fLE AI;'IB%%T,\'}_[ TURALB, XNK
INDUSTRIAL |COMMERCIAL| BANK OF MERCIALBANK| OF CHINA,
BANK BANK/(\)F CHINA OF CHINA SHANGHAI
HONGKONG
AGRICUL- | EVERBRIGHT | SHANGHAL | b\ o0 SHANGHAI
4 | TURALBANK PUDONG DE-
BANK OF VELOPMENT| CONSTRUC- BANKING
OF CHINA CHINA BANK TION CORP,, SHANG-
HAI
THE INDUS- THE INDUS- "‘
TRiALAND | SHANGHAL | L EINRUR | acRicuL SR
S | COMMERCIAL | PUDONGDE: | covppaeys) | TURALBANK | ANCHA
BANKOF | YELOPMENT ™p\p'op oI, CORP.
CHINA CHINA S IGHAI QINGDA,O
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one outof five indices listed in the top-fives. Although foreign bank members are large innumbers,
they were incomparable with Chinese banks in terms of volume and concentration degree of

trades.

9)Regions of large volume

Table 2 shows that Beijing had four No.1 indices, and Shanghai had one No.1 and three
No.2, meaning that most of the trades in the system concentrated in these two regions. Beijing has
been historically the place for forex trading of most of the national commercial banks and joint-
stock bank headoffices; while Shanghai attributes its large volume to the active forex trading of
Bank of Communications, Pudong Development Bank and so many foreign banks, reflecting the
role of Shanghai asthe national financial center. Volumes in Shenzhen, Guangzhou,

ever-i
Dalian, Fuzhou, Xiamen, Chongging, Qingdao and Nanjing were also relatively large, a manifes-
tation of their leading position in outward economic development. i
Table 2. Sequence List of Regions of Large Volume
No. Buying &selling|  FX buying Net buying FX selling Net selling

1. Beijing Beijing Shanghai Beijing Beijing

2. Shanghai Shanghai Shenzhen Shanghai Xiamen

3. henzh henzt Fuzhou Shenzhen Qingdao

4. Guangzhou Guangzhou Guangzhou Xiamen Dalian

5. Dalian Fuzhou Chengging Dalian Nanjing

2. Prospect of Forex Market and RMB Rate in 2001

The interbank foreign exchange market is based on the "purchase and sale of forex at the
bank” system, therefore, there will be no findamental change on the market as long as this system
remains unchanged. It can be seen from the rate movement that the relativity between RMB/USD
rate and market supply-and-demand has become more and more obvious, and the market force
has become the basis to determine RMB exchange rate. As a result, the fundamental analyses on I
international payment and domestic economic growth are the key points in judging the trend of
RMB rate movement; and at the same time, the adjustment by the Ceniral Bank is the main force
to avoid big rate volatilities.

In2001, the national interbani forex market will maintain relative stability, the band of RMB
raie fluctuation may be slightly widened, and the marketalization degree will be further deepened.

a.The institutional framework will remain basically stable.

The general environment of the interbank forex market remained basically stable in 2000,




