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Director-general's Address

The year of 1998 was an unusuaj year for China's economic development. In response to Asian
financial crisis, the Central Committee of the Communist Party and the State Council managed the
economy with the measures, such as stimulating the domestic demands, strengtheuing the
infrastructure, combining the fiscal, Monetary and investment policies, to enhance the further
economic development in China. In 1998, the real GDP grew by 7.8%; the economic structure has
been upgraded: the trade in goods has achizved the surplus of $43.6 billion although the total volume
of trade has decreased to some extent; the favorable trend of foreign direct investment has been
maintained. In 1998, the actual foreign direct investment has reached $45.5 billion. The sound BOP
performance was maintained with the stable RMB exchange rate and the increasing foreign exchange
reserves as $145 billion at the end of the year. The stability of RMB played an important role not
only in stabilizing the regional and world economy but also in avoiding the next run of competitive
currency depreciation. The promise has been widely welcomed and praised by the intemnational

community.

The year of 1998 was also the year in which the foreign exchange administration has stood a severe
test. Facing the negative extemality as the turmoil of interational financial markets and the regional

currency depreciation, we stili adhere to the principle of current accoum convertibility. At the same

time, we intensified the supervision work by perfecting the latt thening the enfi
of the rules and striking against the fraud, evasion and illegal arbitrage of the foreign exchange.
These measures signified the necessary and teasonable management strategy against the volatility

in the international capital flows.

The international financial circumstances and the domestic economic development determined the
capital inflow in China from 1994, when we unified the multiple exchange rates of RMB, to 1997
before the Asian financial crisis broke out. Since the Asian financial turmoil, affected by the deep
depreciation of the regional currencies, the successive interest rate cuts and the moderately easy
monetary policies in China, the foreign media has been expecting the depreciation of RMB. Under

such circumstances, some illegal persons made profits by illegally purchasing foreign exchange via
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violating measures, which not only disrupted the normal financial orders but alse heavily damaged

the business playing fields. In 1998, therefore, without any new issuing of exchange control measures,

we perfected the authenticity verification p di for the current account transactions, emphasized
the approval and registration procedures for the capital and financial account transactions, and strictly
strengthened the enforcement of the reguiations. The perfection and the enforcement have been
regarded as the continuing improvements of the existing rules. By striking against the fraud, the
evasion and the illegal arbitrage of foreign exchange, we aimed to regulate the illegal flows of
capital, to prevent the short-term capital from flowing by disguised current account transactions and
from having potential negative effects on the BOP and the stability of RMB.

As for the strategy of the foreign exchange system reform and the economic structural reform,
promoting the efficiency and liberalizing the administrative controls have been the general trend, so
it is the general principle that we abided by in 1998 when we perfected the regulations and rules.
Under tbe current circumstances and with the domestic economic and technical restrictions, it is
essential for us to take some measures o avoid the contagion effects, to stabilize the domestic
financial order in foreign exchange and to safeguard the BOP sound performance and national
economy. From the long-term, not only China but also Asia and the whole world will benefit and the
foreigr investors' interests will be ensured. Op the other hand, we have been taking efforts to create
conditions especially the technical conditions to sireamiine the administrative procedures as much
as possible, therefore, to enhance the efficiency of enterprises and the banks. The foreign exchange
administration has been and will be in accordance with the principle of “three Adherences™—the
adherence to current account convertibility without new issuing of controls, the adherence to the
capital and financial account administration with the aim of the orderly capital flows, and the adherence
to the ultimate goal of full currency convertibility to promote the further opening up of China's

economy.

In 1999, China's economy still faces the severe extenal situation. But we will take more efforts to
safeguard the sound BOP performance and the stability of RMB. We will establish the sound, scientific,
reasonable and effective foreign exchange regulatory framework by further reforms. We will take
efforts to create the sound environment for the development of foreign trade and the utilization of

foreign investment, therefore, to stimulate the healthy development of external sectors.
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The Organization Restructuring in SAFE

In accordance with the State Council's Restructuring Scheme approved by the 1* meeting of the 9"
National People's Congress, the “Notification on the Restructuring of the State Bureau under the
Jurisdiction of Ministries by the State Council” , and the “Notification on the Restructuring of SAFE

on its Functions and its Staffs ", SAFE has been restructured from May to July 1998.

The functional restructuring After the restructuring, the international organization related assets,

investment, ion and ing business, previously managed by People’s Bank

of China have been shifted to SAFE. The foreign exchange related supervision tasks such as the
access approval, the risk control and the asset quality supervision, have been shifted to People's
Bark of China. The following tasks of SAFE remain to be strengthened: from the point of view of
BOP, the monitoring, the statistics and the analysis of the flows of foreign exchange funds and the
conversion between domestic currency and foreign exchange; the strict distinction between the current
account transactions and capital and financial account transactions and the necessary monitoring;
the strengthening of management of capital and financial account transactions, of the capital flow
and of the related conversions, the strengthening of external debt statistics, and the monitoring of

foreign exchange market in accordance with the regulations.
After the restructuring, SAFE's main functions ate:

1. Design and implement the BOP statistical system in accordance with the international
conventions, design and organize the implementation of the reporting system, collect the BOP

data, and compile the BOP statements;

2. Analyze the BOP situation, propose the policy suggestions to the BOP, undertake the research

on the capital and financial account convertibility:
3. Design the regulations on the foreign exchange market, monitor the market discipline; nurture

and develop the market; analyze and forecast the market force; propose the suggestions to
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People's Bank of China on the exchange rate policy;

4. Design the regulations on the current account regulations, monitor the exchange of the current
transactions in accordance with the regulations; regulate the management on the foreign

exchange accounts in China;

5. Monitor the transactions, inflow and outflow of capital and financial account in accordance

with the related regulations;

6. Manage the foreign exchange reserves in accordance with the rules;

7. Design the administrative regulations and rules and inspect the domestic entities' implementation

of the regulations and penalize the illegal activities;

8. Participate in the international finance;

9. Carry out other tasks allocated by the State Council and People's Bank of China.

The restructuring of departments There have been 6 functional departments in SAFE and the
communist party committee for the office after the restructuring. The 6 functional departments are
general office (the personnel department), the policy and regulation department, BOP department,
administration and inspection department, capital and financial account administration department

and the foreign exchange reserves management department.

There are five institutions under direct jurisdiction of SAFE, namely the state foreign exchange
operation center, the information center, Beijing branch of China Foreign Exchange Trade System,

office services center, and the publishing house of China Foreign Exchange.

The restructuring of local branches The local branches have been restructured with the change of
the local branches of People's Bank of China, The branches of SAFE are established in accordance

with locality, which means that the local branches are responsible for the local administrative work




of foreign exchange. In addition, the SAFE's branches located in the cities where there are the
regional branches of People’s Bank of China are responsible for the speeding up the tasks fulfillment

of and the coordination with other branches within the jurisdiction areas:

1. Inthe cities where the regional branches of People's Bank of China are located, the local branches
of SAFE are established, namely Tianjin branch of SAFE, Shenyang branch of SAFE, Shanghai
branch of SAFE, Nunjing branch of SAFE, Jinan branch of SAFE, Wuhan branch of SAFE,
Guangzhou branch of SAFE, Chengdu branch of SAFE and Xi'an branch of SAFE.

2. In Beijing and Chongging, Beijing foreign exchange administration department and Chongging

foreign exchange administration department are established respectively,

3. In other provincial cities, the branches of SAFE are established, namely Shijiazhuang Branch
of SAFE, Taiyuan Branch of SAFE, Hohhot Branch of SAFE, Changchun Branch of SAFE,
Harbin Branch of SAFE, Hangzhou Branch of SAFE, Fuzhou Branch of SAFE, Hefei Branch
of SAFE, Zhengzhou Branch of SAFE, Nanchang Branch of SAFE, Changsha Branch of SAFE,
Nanning Branch of SAFE, Haikou Branch of SAFE, Guiyang Branch of SAFE, Kunming Branch
of SAFE, Lhasa Branch of SAFE, Lanizhou Branch of SAFE, Xining Branch of SAFE, Yinchuan

Branch of SATE and Urumgqi Branch of SAFE.

4. In the cities which have the status of vice-province, the branches of SAFE are ished,
namely Dalian Branch of SAFE, Qingdao Branch of SAFE, Ningbo Branch of SAFE, Xiamen
Branch of SAFE and Shenzhen Branch of SAFE.

5. In other cities and counties that have the large volume of foreign exchange business, the sub-

branches are established.
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