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Abstract

In 2006 the Chinese economy maintained steady and rapid growth, the open-door
policy stepped onto a new stage, the reform of the RMB exchange rate formation
mechanism was improved steadily, and the exchange rate elasticity was further
enhanced. China’ s balance of payments continued to maintain a “twin surplus” , with
a USD 249.9 billion surplus in the current account and a USD 10 billion surplus in the
capital and financial account. By the end of 2006, state foreign exchange reserves had

increased by USD 247.5 billion over the previous year to reach USD 1,066.3 billion.

The scale of balance of payments transactions continued to expand. Foreign trade
continued to increase, overseas direct investment rose rapidly, and portfolio
investment abroad surged remarkably. Foreign exchange reserves grew rapidly. The
disequilibrium in the balance of payments was deepened. With the further opening up
to the outside world, the influence of the status of the balance of payments on steady
economic development is on the increase. Therefore, proactive and effective measures
must be adopted on the basis of complete and objective analyses so as to prevent risks

and too ensure sound financial operations.

The reform of the formation mechanism of the RMB exchange rate continued to
proceed steadily, participants in the foreign exchange market continuously increased,
new instruments were successively introduced, the trading modes were enriched, and
the trading volume expanded significantly. The RMB exchange rate presented two-way
movements, fluctuating both upward and downward, and in general appreciated by a

small margin.

In 2007 China decided to promote a basic equilibrium in the balance of payments so
as to maintain the harmonious development of the domestic and external economies

and to realize sound and rapid economic growth. Therefore, starting with promotion



of an equilibrium in the domestic economy, a focus should be placed on “adjusting
investment, promoting consumption, and reducing the surplus” . In terms of the
domestic economy, it is crucial to appropriately coordinate the relationship between
investment and consumption and the relationship between domestic demand and
external demand, to make great efforts to expand consumption, to control the growth of
investment to a rational level, and to strive to optimize the structure of investment. In
terms of the external economy, it is essential to optimize the structure of imports and
exports, to transform the growth pattern of foreign trade, to attach great importance
to enhancing the quality of foreign capital utilization and optimizing the structure, to
continue to implement the “going global” strategy, and to expand overseas investment
in a well-sequenced manner. From the perspective of finance, it is necessary to
bring the financial adjustment and control capability into full play, reasonably adjust
aggregate money and credit, further improve the RMB exchange rate formation
mechanism, and steadily advance the opening up of the capital market. The foreign
exchange administration will continue to deepen the reform of the foreign exchange
management system, expand the channels for capital outflows in good order, greatly
develop the foreign exchange market, strengthen the management of foreign exchange
capital inflows and sales of foreign exchange, and make more efforts to prevent risks
of foreign exchange reserves. It is also essential to intensify the adjustment of both
the domestic and external economic policies on the basis of overall planning and

considerations, thereby promoting the equilibrium of balance of payments.
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