First half of 2007

B El PRl 2 iR &

China’'s Balance of Payments Report

ERNCEERBERY S M8

BOP Analysis Group of State Administration of Foreign Exchange

[ & & A b didaR

CHINA FINANCIAL PUBLISHING HOUSE




2007 £ | d4F

"~ First half of 2007

hEERKERE

China’s Balance of Payments Report

I Z AN BR [ PRl ST o i /N
BOP Analysis Group of
State Administration of Foreign Exchange

~ CHINA FINANCIAL PUBLISHING HOUSE




wEHE: KRR
FAERAS: B &
FAEEH: F A

EBERSmE (CIP) ##E

2007 4 b2 4F b [ E Brd 2 45 (2007nian Shangbannian Zhongguo Guoji Shouzhi
Baogao) / EIFAMNLEHREFRWE /M . —dtiE. FEEm I MFE,  2008.1
ISBN 978—7—5049—4604—1

L 2.+ O H--- W EC—HFERE—H E—2007
V. F812. 4

o [ A [ 51 CTP %% v (2008) 55 002818 =5

;}f ¥ B 4k i pA AR

fhhk dETHT RV R 3 S

&I (010) 63272190, 66070804 (fLE)
M 5  http://www.chinafph.com  (010) 63286832, 63365686 ({4 )
EFRSE  (010) 66070833, 82672183

B4 100055

R dEst4EIE BRI R A ]

RoF 210 22K x 285 2k

Bigk  9.75

TR 166 T

R 2008 4E 1 A% 1A

EIYk 2008 4E 1 A% 1 ETRI

EI%  1—2000

SEM 80.00 7T

ISBN 978—7—5049—4604—1/F.4164

AP AR B R A AT BRI (010) 63263947



P EBR S 3 )
ST INELN i 44 P

2H K. Ak

Bl 4 K: FRE #A%E FhE 5k

B M RR EOF FR LaR
WK EFE ks

ES

W }-:-\

5T W: 4 5 X A F x % Fhu
E 1z BEm
# £,

a1 S S B I
B B % W 4o ARK s
= BAEAR

IS BXE B ow

BHES: BXE L B

T OB L W smM I ¥ FH &

SR A %A
HRGEIEE . & A& 5 &

PICEIE: Bwem kAzae
%X%ﬁ:waf%mﬁ(%ﬂ%%k#ﬁﬁﬁiﬂm%¢m)



Contributors to This Report

Head

Hu Xiaolian

Deputy Head
Li Dongrong Wei Benhua Deng Xianhong Fang Shangpu Wang Xiaoyi

Readers
Liu Guangxi Wang Yong Xu Mangang Wang Yungui
Guan Tao Xie Hemin Sun Lujun Liu Jiahua

Editors
Han Hongmei Fang Wen ZhouJi Liu Fang
Wang Chunhong Wang Xin Pan Hongsheng

Authors

Part One: Hu Hong Liu Fang Chen Zhiwei

Part Two: Gao Feng Hu Hong Zhou Guolin Zha Xiaoyang
Part Three: Wen Jiandong

Part Four: Ma Wenhui Ma Yun

Part Five: Ma Wenhui Ma Yun

Boxes: Ma Yun Zha Xiaoyang Wang Lei Gao Feng

Appendix: Zhao Yuchao
Other Contributors: Cao Jie Lu Shuang
Translators: Zha Xiaoyang Zhang Chengcheng

Proofreader: Nancy Hearst, Fairbank Center for East Asian Research,
Harvard University



20074F EAEAR, WES GRS iafi st K, WM IGR R R, AR
TESIE AL B SR e, TR BAERR , SN T4k R R . [ il <2 I
ZXAPERIRERIR 358, FR4E, ST AINE629255T, WAL
I 229024236 78 . #120074E6 A S, RESMCAEERB N13326122E T8, I
20064 A 112,663/2.35 7T

IR, HRESNCEMHERBEAT, SNCHEES SR LHE— B K,
IR, R AE B B e, Bl = BRI K, 7 BRI R AT . Py
A AR RIER T, SR HBIERI; Tk, S
MEE LG R RIFE ORI, SN BB B AR SR U . B By s 2
FEEPRSCRRSE “BURE" MHAFEE ., 20074F R4, ZETIH . WAL
R 22— 29 K, SN R — R Al 7 H 1SR BE A G R BU Vs iy F
P, PR T RSN RR AR T S R s o
GO T BE . BENAMRIZE . BNk LIS R, SRR A AN
B, WRAXTAMIESBETE , GRS 00 0 U B A A B e s A s =
AR B TS R Ay, WA A RIS | 71

SR, FREEA0 E BRI RIS AN A AU, — 7 T B TR 7136
SREEIIMERTES Ty, BRI SRNRIRE S ; B—JriE, A REX e [ 2
PRABAT A — SRR . IR 2 . B AIAIR, ZEH AR ML B9 R
TRACE N & T, R APk

H20074FAFRI LUK, 5 L 5 384T P A0 28 H P JE RIALEE . o T
BORBIIBE, BT —RIBUHS . FHAE, TRESTRREE BT % R
k, HAFRMRATTRKARI, D0 AT — RS, WAL R4



o Wi, EREWHHIEHT 125 iR g B 2 i LA 4 A EAT
%, TEMPRZPFEEH TR  SCATAR G HE N B BT TSR | By Lk B B 4B IR
. R RSN PSR Fk | B RO S . SCBLA SN BRI
KRS TR T L1, AL HE B BRSCSZEAEA . SMLAE E5 T K 4K 2k
GALBCE | B0 DA T PR AR A A MEH A B L SR ALRE T
REMPMAE . KR RINCTYS . e RIETIILREER . 5238 ARTIL
RIL AL, AL LI R BT H Al Bl 250



Abstract

In the first half of 2007, the Chinese economy continued to grow rapidly and steadily;
the external economy went up significantly; the reform of the RMB exchange rate
formulation mechanism was steadily advanced and exchange rate flexibility was
enhanced; and the foreign exchange market continued to develop. The disequilibrium
in the balance of payments is still prominent. In the first half of 2007, the current
account recorded a surplus of USD 162.9 billion and the capital and financial account
recorded a surplus of USD 90.2 billion. By the end of June 2007, China’s foreign
exchange reserves amounted to USD 1,332.6 billion, an increase of USD 266.3 billion

over the end of last year.

In recent years, China has maintained a very high gross savings rate and an increasing
savings-investment gap. Meanwhile, investments in fixed assets have grown rapidly,
manufacturing capacity has expanded rapidly, and the surplus in goods has further
increased due to the booming international demand and weak domestic demand. With
rapid and sustained economic growth in China, foreign investors have greater confidence
in China’s economic development, leading to sustained large inflows of foreign direct
investment. All of the above are fundamental factors determining China’s sustained

“dual surplus” in its balance of payments. In the first half of 2007, the current
account surplus and the capital and financial account surplus continued to expand,
which may be attributed to the following: first, influenced by the adjustment of the
export rebate policy and the tariff policy, enterprises rushed to export their goods
within a short period of time, which further increased the surplus goods; second,
affected by such factors as the decreasing overseas fund-raising, the rising domestic-
foreign interest rate spread, and the growing domestic demand for loans, commercial
banks and other financial institutions reallocated their assets denominated in foreign

currencies at home and abroad and reduced their overseas portfolio investments,



leading to a decrease in portfolio investment outflows and an increase in net inflows
under other investments; third, the soaring prices in the stock and real estate markets

also attracted more capital inflows.

Currently, the sustained surplus in the balance of payments and large-scale foreign
exchange reserves may help enhance China’s overall strength, international
competitiveness, and its ability to prevent financial risks on the one hand, but may
also have some unfavorable influences on China’s economic performance on the other
hand. Therefore, we should obtain a comprehensive and objective understanding of the
situation, so that we can deepen the reform in various respects and actively deal with

the challenges while grasping the opportunities.

Since 2007, the state has attached great importance to outstanding problems in
economic development, strengthened policy adjustments, and introduced a series
of policy measures. In the second half of 2007, the Chinese economy will continue
to maintain a good momentum. However, economic growth may continue to be rapid
and pressures on price inflation may continue to exist, leading to great underlying
risks that cannot be ignored. Therefore, the state must decide to give top priority to
preventing rapid economic growth from becoming overheated growth in the current
round of macro-control, speed up economic restructuring and implement prudent
monetary policies, prevent fixed-asset investment from rebounding, avoid excessive
growth of the trade surplus, ease the problem of excessive liquidity, realize a balanced
and harmonized development of the domestic and external economies, and adopt
comprehensive measures to promote an equilibrium in the balance of payments. The
foreign exchange administration will continue to deepen the reform, further relax
controls on capital outflows, strengthen management of short-term capital inflows and
sale of foreign exchange, intensify coordinated supervision of cross-border capital
flows, greatly develop the foreign exchange market, bring the role of the market
mechanism into full play, and create conditions to realize capital account convertibility

of the RMB step by step.
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