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Abstract

In 2014 the global economy continued to recover slowly, with differentiated economic
performance and monetary policies in various countries and surging fluctuation in
international financial markets. The Chinese economy grew at a reasonable rate.
The government steadily promoted reform and structural adjustments, and the RMB

exchange rate experienced more significant two—way fluctuations.

China’s balance of payments was moving in a generally balanced direction amidst
fluctuations. The current account surplus totaled USD 219.7 billion, up by 48 percent
year on year. The ratio of the current account surplus to GDP was 2.1 percent, which
by international standards was considered reasonable. In particular, the trade in
goods surplus grew by 32 percent whereas the trade in services deficit increased by
54 percent. In the meantime, cross—border capital flows fluctuated significantly. As in
2013 the first quarter continued to record net inflows, with the surplus totaling USD 94
billion. However, the capital and financial account recorded a deficit in the following
three quarters, with a total deficit of USD 55.7 billion due to the changing economic
and financial situations both domestically and internationally and the two—way floating
RMB exchange rate since the second quarter. More specifically, direct investments
continued to record net inflows whereas non-direct investments, such as portfolio
investments and other investments, changed from net inflows to net outflows, driven by
the strengthened willingness to hold foreign exchange and the increase in repayment
of the external debt. In 2014 China’s reserve assets increased by USD 117.8 billion,
down by 73 percent year on year, which accounted for 1.1 percent of GDP, 3.4

percentage points lower than the ratio in 2013.

In 2015 China’s balance of payments are projected to maintain a surplus in the
current account and two—way fluctuations in the capital and financial account. The
SAFE will actively adapt to the new normal of the balance of payments, promote trade
and investment facilitation and foreign exchange market development, propel key
reforms for capital account convertibility, construct an external debt and capital flow
management system in the context of macro prudential management, and improve
foreign reserve management with the goal of achieving a general BOP balance and

guarding against shocks from cross—border capital flows.
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