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MESSAGE FROM THE DIRECTOR-GENERAL
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In 1996, Ching's cconomic and financial situation improsed dramatically due to notable achieve-
ments i macro-econamie adjustment, Under these cireamstances. the country’s Toreizn exchange
condition maintained the momentum of smoaoth developiient, which was characterized by the gen
eral stahility of Renminbi exchunge rate. the continued increise of foreign exchiange reserves o a
level ot 163 hillion as welb as the unprecedented wood performance of the balance al paymenis,
I such o Fnorahle enn ironment, China lifted the existing restrictions on foreign exchange for
current aceeunt transactions and announced o aceept the ebligations o Article VI, 3 G althe
International Monctary Fund, making RMB convertible for current aceomit tramsachions. s s
remarkable achicvement i the building up of our soctalist markel coononne sysient indicating di
the Chinese gosernment is capable of nuanaging its baluwe of pasments and maintaining a stable
RMB exchange rate through indirect weans al wljustinent,

Alter the RMB hecame convertible for current aecount transactions. Chima this year necds 1o Turther
improve the reporting and macro-adjustment systene ol the halenee of pavments and reinforee the
exchange regulalions in Corrent account ransaction- and the Toreign exeliange manggement in-capital
account transactions so s w apgrade the fevel of forcign capital utilization. Efforts shoubd also e
made 1o enbance financald supervision and protessional fevel of managing foreign exchange e
serves. To keep the sound development of e stsdardized Torcien exchunge market. regulation should
be instituted o the operations of mter-hank forcign exchange market, These medstres will consoli-
dute the achievements made in the reformt of our foreign exchinge system and provide cffective
puarntee Tor the smooth implementation of the contral pank's monetary pohicy and for the develop
ment of our open ceonomy as well.
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BALANCE OF PAYMENTS POSITION
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The balance of payvments position for 1996 was characterized by the continued trade surplus, T
volume of capital inflows. a steady merease in foreign exchange reserves and a stible exchang
at 51 10 RMB 830 vuun,

Steady growth of foreign trade  Bused an customs statistios. the totul trade volume for 1996
reached S280.9 billion. an increase of 3.2 percent over the vear before. Exports hit ST31.07 billion,
anincrease of 15 percent.and imports stood at STIRES billion. an increase of 5.1 percent. which
resulted in o trade surplus of $12.24 billion. Significant reform measures were mitieed in 1996 on
the taxation system related wo foreizn rade. w hich included the introduction of a specti] aceonunt
for export related processing industry. Foreign trade companies made strong etforts o improve
their aperational and management sy stem. Despite the decrease of exports in the fiest halt ot 1996,
exports rebounded in the second halt, which helped w mamtam the grow th momentum for exports
of the whole vear.

Capital account surplus  Forcign direct investment for 1996 was as high as 542,35 billion.
The inflow of capital to inlrastructure. basic industries, prlkar industries, and fund and - technology -
intensive projects increased, Forcign direet mvestment came from more diversitied channels, And
the total external indebtedness of the country and its stracture were well under control, By the end
ef 1996, the outstanding balance of external debt was S1TO.28 Billion. and debt service of the whuole
vear amounted o 82247 billion. The incremental external debt for 1996 was 59,64 hillion. an
increase of 9.1 pereent but it was 54.08 bithon less in comparison with the vear before, The
maturity structure of external indebtedness was gquite reasonable with STO2.17 billion for long and
medium term debl, ST 1T billion for short tenm debi. the Tatter ol which represented onby 1201
percent of the total indebtedness, well below the country's target ol 15 pereent. As Taras the types
of debt are concerncd., loans from commercial banks and other financial institutions, Joans from
forcign governments, loans from international financial organizations and debt issues abroad repre-
sented respectively 20901911440 0.6 pereent. The o ssternal debt of toreign Tunded enterprises
continued 1o increase significantly. It reached 82486 billion hy the end of the vear. which wis
S%.31 billion more over the same period of the previous year, i inerease 30.2 percent. [ repre-
sented 214 percent of total external mdebtedness of the country. aninerease of 6 percentage points
over the end of the vear betore. Portiolio investments mereased quite significantly as well, The
isaue of B shares mohilized $603 million, and 11 shares $1040 million. which represented an
imerease of 001 and 1737 percent respectively over the year betore,

Foreign exchange reserves  The country's lorcign exchange reserves reached arecord high
of STOS bilhon at the end ol Lust vear,

fmp!ementatton of balance of payments reporting system  Wihaview o improving
the gquality of balance of puymients statisties. e halinee of payments reporting systenm wis intro-

duced on January 1. 1996, This system is hased on the reporting of parties involved in the transie-
tion process Teaturing direct and indirect reparting, transaction-hy -transaction and periodic report-

ing. The system was st introduced to dumum linancial institutions for indirect reporting, Four
sets ol Tollow- up rules, effective on Januars 1997, were issued later, namely . the Rules rar
Reporting Balance Sheet and Profit and Loss \uuunl by Frnancial Institutions Ter Overseas Aw-
tivities. he Rules Tor Reporting Portfolio Tnvestment. the . Rules for Reporting Foreign Direct
Investment. and the Rules for Reporting Exchange Activigies,
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CURRENT ACCOUNT FOREIGN EXCHANGE MANAGEMENT
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RMB Convertibility under Current Account Transactions Achieved in 1996

Betore the reform and opening up of the Chinese economy. China imposed planned and rigid con-
trol on foreign exchanges. All foreign exchange incomes and expenditures were centralized in the
hands of the government. On 17 April, 1980, China resumed its membership in the International
Monetary Fund and accepted the transitional arrangements stipulated in Article 14 of the IMF Gen-
eral Agreement in light of domestic economic development and position of balance of payments.
Since China embarked on the program of reform and opening up. a market-oriented approach has
been gradually introduced to the foreign exchange management system. Particularly, a reform package
was initiated in 1994 to further restructure China's foreign exchange regime. With the unification
of the official and market exchange rates of RMB, the two-tier exchange rate system finally pave
way to a managed and uniform floating exchuange rate regime in which the exchange rate is basically
determined by market demand and supply. Foreign exchange quotas were abolished and the domes-
tic enterprises were incorporated into a system of sale and purchase of foreign exchange with des-
ignated banks. Interbank Foreign Exchange Market was established and RMB convertibility under
current account transactions was realized.

In 1996, a series of reform measures were further conducted. Foreign-funded enterprises were also
absorbed into the system of sale and purchase of foreign exchange with designated banks. The
limitations on the use of foreign exchange by native Chinese were relaxed and remaining restric-
tions on foreign exchange in non-trade and non-operational sectors were abolished as well,

These reform efforts helped to remove all the restricions on RMB convertibility under current
account transactions, enabling China to meel the requirement of Article VI of the IMF. On 27,
November 1996, Mr. Dai Xianglong. Governor of the People’s Bank of China, in his letter to the
IMFE Managing Director Mr. Michael Camdesue. officially announced China's acceptance of Ar-
ticle VIII (2, 3. 4) of the IMF to make RMB convertible under current account transactions with
effect from December Ist, 1996, i

On 14, January 1997, the State Council approved the amendments of the "Foreign Exchange Regu-
lations of the People's Republic of China ™, turning the above mentioned reform package into rules
and regulations.

Incorporating Foreign-Funded Enterprises into the System of Sale and Purchase of
Foreign Exchange with Designated Banks

Effective from July Ist. 1996, the foreign lunded enterprises have been incorporated into the system
of sale and purchase of foreign exchange with designated banks. Upon application received and
accounts differentiated, they can buy or sell foreign exchange through the foreign exchange desig-
nated banks or further through the foreign exchange swap center. When buying or selling foreign
exchange through the designated banks, foreign-funded enterprises enjoy the same policies ex-
tended to domestic enterprises. Besides, they also enjoy some preferential policies, such as continu-
ing to keep forcign exchange accounts and certain amount of foreign exchange income. while
domestic enterprises are not allowed to keep foreign exchange account and are required to sell all
foreign exchange earnings except the small amount that are specially authorized 10 designated
banks. In the past, the foreign-funded enterprises could only transact foreign exchange through the
swap center, subject Lo approval with annually reviewed certificates. Now they can trade foreign
exchange cither directly with designated banks or through the foreign exchange swap center with-
out any authorization required.
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Limits of Foreign Exchange for Private Use Relaxed

On 13 May, 1996, The State Administration of Foreign Exchange (SAFE ) issued the "Rules Tor
Purchasing Foreign Exchange for Private Use by Domestic Cinzens” which drastically increased
the limits set on foreign exchange for private use by domestic citizens and enlarged the scope Yor
private use. Individuals in need of foreign exchange for private use can buy within the limit from
the banks. For demand above the limit. they can first apply to the foreign exchange authorities and
then buy from the banks if their application are approved. Meanwhile, the "Regulations on Remit-
ting Foreign Exchange Deposits Abroad by Domestic Citizens” was published. further refaxing
control on remittance of foreign exchange deposit abroad by domestic vitizens,

Transaction-by-transaction Approval No Longer Required for Foreign Exchange Used
for Non-Trade and Non-Operational Transactions

Foreign exchange used for non-trade and non-operational transactions can be obtained under cer-
tain ceilings trom designated banks upon presentation of valid commercial documents. For those
who have already emigrated abroad. converting their domestic asset premiums into foreign ex-
changes is no longer restricted. Moreover, for foreign offices and residential foreigners in China.
restrictions have also been abolished on converting into toreign currencies their RMB income that
they have made through selling personal belongings either brought in from abroad or purchased in
China. For non-residents, their legal RMB income can be converted freely o foreign exchange and
remitted abroad.

Further Relaxation of Conirol on Foreign Exchange Under Trade Account

In June 1996, the SAFE issued the "Provisional Regulations on the Review and Verification of
Foreign Exchange Outlay Exceeding Proportional Arrangements or Limit on Payment for Com-
modities, Commission and Prepayment in Transterring Trade". Enterprises can proceed directly
through banks the foreign exchange payment for commissions or prepayment for goods without
seeking approval from the SAFE if the payment does not exceed proportional arrangement or limit.
Additional amount of foreign exchange for the above mentioned payment purposes can be bought
from designated banks after the authenticity of such payment has been verified by the SAFE.

"Provisional Regulations on Foreign Exchange Transactions in Border Trade " For-
mulated

"Provisienal Regalations on Foreign Exchange Transactions in Border Trade” has been formulated
to standardize foreign exchange transactions in horder trade. Detailed rules have been made in the
"Provisional Regulations” for enterprises involved in border trade 10 open foreign exchange ac-
counts, sell and purchase foreign cxchange through designated banks as well as conduct foreign
exchange settlements. In transactions of sale and purchase of foreign exchange through designated
banks, these enterprises enjoy the same treatment with toreign-Tfunded enterprises and are allowed
to keep certain amount of foreign exchange. Foreign exchange earnings above relention fimit are
required to be sold (o designated banks. Trading institutions or individuals from neighboring coun-
tries can cven open accounts with Chinese linancial institutions in border areas for bath domestic
and foreign currency transactions. These measures and efforts are designed to establish the regula-
tion basis for the management of foreign exchange transactions in border trade.

e - - 12
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Documents Reconciliation System for Foreign Exchange Income from Export Ap-
plied

The "Regulations on Documents Reconciliation for Foreign Exchange Income from Export™ and
the detailed rules constitute the legal basis to implement the system of documents reconciliation
for foreign exchange income from export. After the "Regulations” came into force, the SAFE
jointly published with other related supervisory agencies in 1996 the " Supplementary Rules on
Issues of Documents Reconciliation for Foreign Exchange Income from Export” to further im-
prove the existing documents reconciliation system. To match the system well with the manage-
ment of Export Tax Refund, the SAFE | joined by the State Administration of Taxation, formu-
lated and circulated the "Circular on Export Enterprises to Present Proof of Foreign Exchange
Transactions as well as Reconciliation Documents When Applying for Export Tax Refund” when
the documents reconciliation system was initially enforced.

The major contents of the documents reconciliation system for foreign exchange income trom
export, based on the above different regulations and rules, are as follows. For all the export activi-
ties under trade account , with the exception of some special trade transactions such as donation
and interim export, the export agency, when declaring at the customs, must present the reconcilia-
tion documents that bear a serial number and the stamp of "Supervised Foreign Exchange Income
from Export” issued by relevant foreign exchange management authorities. The customs officers
then shall endorse the reconciliation documents and the declaration form in which the serial num-
ber of the reconciliation documents has been filled after a prudent review of these documents.
Within a time limit, the export agency must return the stub of the reconciliation documents and
customs form, plus invoices or drafts to the original foreign exchange management authority which
has issued the reconciliation documents. For L/C and custodian export activities, the export agency
must prepare an additional invoice that bears the reconciliation serial number when it mails the
relevant documents (o the bank. When the bank received the export payment, it shall stamp the
ransaction documents or the credit invoice with the serial number, postal date as well as the
amount of miscellaneous expenses deducted from the export payment. The foreign exchange man-
agement officers, according 1o the submitted customs declaration form that bears the same recon-
ciliation serial number and the transaction documents or credit invoice, shall reconcile documents
of this particular export item and endorse them by stamping the "Certificate of Export Foreign
Exchange Income Documents Reconciled . For self-documented export activities, the export
agency shall proceed the documents reconciliation directly with the relevant foreign exchange
managemenl authorities after matching the transaction documents or credit invoice with the cus-
toms declaration form and the reconciliation documents. If the export agency fails to have the
documents reconciled within the time limit, the foreign exchange management authority shall press
for reconciliation according to the deadline for export payment showed on the stb. If the payment
is defaulted, the export agency shall explain to the authorities the reasons. The export agency can
cven face harsh punishment if the reverent regulations governing documents reconciliation for
foreign exchange income from export are violated.
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Increase of Direct External Financing by Enterprises Trading Machinery and Elec-
tronic Products

In 1995, the SAFE allowed China Aeronautic Technology Import and Export Corporation, the
North Industrial Corporation, National Machinery and Equipment Corporation, China Technotogy
Import and Export Corporation and China Machinery Import and Export Corporation 1o raise short-
term funds abroad and specified the ceiling for their short-term external borrowing . This authori-
sation inspired enterprises” enthusiasm for exporting more machinery and electronic products and
broadened channels for enterprises to raise funds. Under such circumstances, the authorization
granted in 1996 has been expanded o China Great Wall Indusirial Corporation, Legend Computer
Company and China Ship Building Corporation and the volume of short-term financing has also
been raised accordingly.

Resumption of Borrowing Foreign Commercial Loans

With the sufficient availability of domestic funds and fluctuations in international markets, China
in 1995 adjusted its policy of using foreign capital by extending domestic foreign exchange loans o
replace parts of international commercial loans. Basically this policy reached its expected goals. In
the second halt of 1996, with the approval of the State Council. the planned guota of commercial
lending for the year of 1996 continued to be applied to international commercial borrowings.

Research and Study on Developing Channels for Project Financing

In July 1995, the SAFE approved a financing project of "Zhuhai DaDao”, aimed to standardize
using foreign capital tor infrastructure construction and 10 reduce those liabilities puaranteed by the
state or by the local governments, The Zhuhai DaDao Limited Company issued $200 million worth
of 144 A bonds in the United Staes.

The "Zhuhai DaDao” project financing has accumulated wood experiences for domestic enterprises
to undertake no-recourse financing. Tt has also drawn an international reputation that the "Zhu Hai”
project financing has laid a precedence for Ching and even for Asia to raise no-recourse funds in the
US bonds market.

Uniform Management of External Borrowings

In 1996 the State Planning Commission und the SAFE jointly made the Announcement of Overall
Management on Borrowing Foreign Loans whick stated:

L. International commercial loans, financing for international leasing, export credits, deterred pay-
ments, overseas bonds issuance, debt service in foreign exchange currencies, ete, should be brought

under mandatory and planned management:

2. Financing for aircraft leasing, project financing, negotiable bonds, ¢te., should be put under
guided management:

3. Financial institutions and enterprises are encouraged to prevent bonds risks through interest rates
and exchange Tates swups.




