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8 Healthy development of balance of payments with dual surplus under current
and capital accounts

In 2002, China continued to post sutpius in both the curent account and the capital and financial

account of the balance of payments. For the first time since 1989 the net errors and omissions in the

balance of payments recorded a positive value, implying marked ease of capital flight.

I Stable exchange rate of renminbi and a record high growth of state foreign
exchange reserves

At the end of 2002, the exchange sate of renminbi stood at 8.2773 yuan against one US doliar, down

7 basis points from the end of 2001. Renminbi exchange rate remained stable. Enterprises and

individuals had stronger willingness to selt their foreign exchange proceeds to banks. State foreign

exchnge reserves amounted 10 USS 286.407 billion at the end of 2002, marking 2 record ansual

increase of USS 74.242 billion over the ead of 2001.

W Change in i functic d reform of i
Aftera ive cl p the fist batch of 20 adrmiistrative approval i
accounting for 27.4 percent of all the 73 admini J items of the State

Foreign Exchange (SAFE). This is the fisst step of the SAFE in reforming its administrative system
under the general arcangement of the State Council; and will greatly promote the change of its
functions and deepen the reform of the foreign exchange administration system.
W Launch of the Gazette of the State Administration of Foreign Exchange to enhance

the fransparency of rules and regulations related to foreign exchange sdmnistration
The Gazette of the Staie Administration of Foreign Exchange was launched in 2002, which has
widened the channels for publication of rules and regulations related to foreign exchange
administration, enhanced transparency of foreign exchange administration, and facilitated the
understanding and implementation by all circies of the society.
W Improvement of the convertibility of renminbi under current account to

racilitate trade development

in 2002, the SAFE took substantial steps to improve its current account administration poticies,
including simplification of import and export verification procedures. reform of foreign exchange
account management and introduction of flexible policy for border trade and other special trade
forms, which have contributed a lot to trade development.
[ ] Implemematlon of the QFII system to liberalize China's capital market

gm
Start m December 1, 2002, qualified foreign institutional investors (QFTIs) were permitted to
invest in China's domestic securities market. This was the first positive try to introduce overseas
investors into the domestic securities market and also an important step towards the convertibility of
renminbi under capital account,
B Implementation of the "goi lobal” strate; lnd ilot reform of fc

p ange administration ré‘hm o outward lnvy P oreign
Pllcl mfom\ of foreign exchange administration related 1o oulwnd investment was launched one
after another in the six provinces (municipality) of Zhejiang, Shandong, Fujian, Guangdong, Jiangsu
and Shanghai. The existing mode of foreign exchange administration related to outward investment
was adjusted and innovated through easing restrictions of cxchange purchase and simplifyiag
approval procedures.
& Greater cfforts on foreign exchange supervision over financial institutions to
their foreign exchang i

The forcign exchange business of banks, insurance companies and secrities institutions was forther
standardized by establishing a regulatory system on forcign exchange purchase and sale business of
the designated foreign exchange banks, formulating rules on foreign exchange administration related
10 the insurance business o fill in a supervisory gap, and rectifying foreign exchange business of
securities institutions.
& Severe crackdown on "underground money shops" and greater efforts fo fight
against money laundering
In close coaperation with public security and other departmenis, the SAFE severely cracked down
on such illegal foreign exchange trading activities as *underground moncy shops*. Accordingly,
illegal foreign exchange mansactions decreased dramatically. Jn the meantime, relevaat ules
requising financial institutions 1o report large-sum and suspicious foreign exchange transactions
wete formulated, which greatly strengthened the work fighting against money laundering in the field
of fureign exchlng:.

m for Purchase of Foreign

Exclmnge by Domesﬂc Resident Individuals to Ildllhlc domestlc individaals
The SAFE introduced the Management Information System for Purchase of Foreign Exchange by
Domestic Resident tndividuals nationwide, which was the first business sysiem that was connected
on line with banks. Against this backdrop, banking outlets handling exchange sale for private
pucposes were increased and the exchange purchase procedures were simplified. All these have
facilitated the purchase of forcign exchange by individuals.
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¢ Administration of Foseign Exchange

Message from the Administrator

In 2002, in spite of slow growth of interational trade and large fluctuations of global financial market, China continued its best
economic performance in the world, For the whole year, the GDP grew at 8 percent to RMB 10.24 trillion, the import and export
volume went up 21.8 percent to US$ 620.7 billion, and the actual utilization of foreign direct investment increased by 12.5
percent to US$ 52.7 billion.

Underpinned by sustained rapid growth of the national economy and particularly the booring external economy, China's foreign
exchange position remained strong in 2002, as marked by a dual surplus in the balance of payments under current account and
capital account and a sharp rise in foreign exchange sales to banks. Foreign exchange market order continued to turn for the
better, putting an end to drain of foreign exchange proceeds from tourism and panic individual foreign exchange purchases that
had lasted for years. The trading volume of inter-bank foreign exchange market expanded further, the exchange rate of renminbi
Kept stable, and the growth of state foreign exchange reserves hit a new high. At the end of 2002, state foreign exchange
reserves stood at US$ 286.4 billion, an increase of US$ 74.2 billion over the end of previous year.

Following the thinking of changing functions, simpli i ini and raising efficiency, the
SAFE made greater efforts on adjustment of foreign cxchange policies in 2002 to satisfy the rational demand of enterprises and
individuals and cushion healthy development of the external economy. Both pro-active and preventive measures were taken to
tackle problems either on the surface or al the rool, regulate and ratianalize foreign exchange demand-supply relations and
rectify and standardize foreign exchange market order. Administrative approval items were reduced, the statistical work and
monitoring of balance of payments were strengthened, and the reserves management and risk control system were improved.
With the deepening of foreign exchange administration reform, the core of foreign exchange administration has gradually
shifted from controlling foreign exchange outflow to exercising full-course administration over both outflow and inflow, from
directly administering enterprises to conducting supervision via banks and other financial institutions, and from ex ante approval
10 ex post surveiilance.

With the deepening of China's reform and further opening-up to the outside world, the convertibility of renminbi has been
steadily advanced, which is characterized by full convertibility of renminbi under current account and partial convertibility
under capital account, Of all the IMF categories of capital account transactions, in China nearly half of the capital account
transactions are basically free from restriction or lightly restricted, some 30 percent are more restricted, and less than 20 percent
are strictly controlled.

2003 is the first year to comprehensively carry forward the spirit of the 16th National Congress of the Communist Party of
China. The SAFE will, aiming at building a well-off society in an all-round way and taking it as the core to promote the
equilibrium of balance of payments, deepen the reform of the foreign exchange administration system in pace with the country's
reform, opening-up and economic development strategy, improve current account administration, and prudently push forward
the convertibility of renminbi under capital account. Efforts will be made to further simplify procedures, reduce approval items
and gradually change the methods and means of foreign exchange administration; further improve the investment environment,
and raise the unlmuon level of foreign mveszmenzs and foreign debts; actively carry forward the "going-global” strategy and
promote i economic and sr.mngmcn the i and warning of statistics of balance of
payments, and speed up the ion of a system on foreign exchange receipts and payments;
lurther rectify and standardize foreign exchange market order, actively explore effective methods that combine on-sitc
examination with off-site supervision, and make greater efforts to fight against cross-border money laundering; strengthen
financial supervision in terms of foreign exchange to prevent international financial risks and promote sound development of the

external economy.

In the new year, the world political and cconomic circumstances will remain complicated and changeful, the international
financial market will be volatile, and there will be many difficulties and uncertainties for the external economy of China. We
will as in the past be further devoted to safeguarding the balance of payments, optimize the environment of foreign exchange
market, and make new contribution to the grand goal of "build 2 well-off society in an all-round way and create a new situation
in building socialism with Chinese characteristics."
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