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Director-general's Address

In 1999, by striving to overcome various
difficulties, China reached her preset national eco-
nomic development targets, and made new
achievements in the process of economic reform
and opening-up as well as in modernization
construction. The value of GDP increased by 7.1
per cent. and the quality of economic development
was improved. Export showed dramatic recovery,

the export value in the year expanded by 6.1 per
cent and trade surplus amounted to USD 29.2
billion. The capital inflows kept strong momentum with the real utilization of FDI tapping USD
40.4 billion.

With the effectual macro adjustment and the recovery of the overall economy, in 1999, China
made a favorable achievement in external sectors. The RMB was basically stable. the forcign
exchange reserves amounted to USD154.7 billion, and both the current account and the capital
and financial account in BOP achieved surpluses.

In 1999. the State Administration of Foreign Exchange and its subsidiaries (SAFE) took active
steps to carry out policies on promoting export and attracting capital inflows under the unified
guidance of the State Council. By learning lessons from the Asian financial crisis, and in order to
meet the challenges of accessing the WTO, the SAFE also took measures to perfect administra-
tions and improve services. With the aim at "well founded presentation, well administration, and
good service”, great efforts were paid in upgrading administration, perfecting regulations and
improving services. All these measures have helped to improve the investment envirenment.
facilitate enterprises’ businesses and maintain the BOP and the stability of RMB exchange rate,
In 2000, China is going to access the W TO membership, which indicates the Chinese economy
will integrate into the world economy further. Confronted with the unprecedented challenges
and opportunities, the SAFE will improve the administration further in two aspects by placing
maintaining external equilibrium at the center. One is o consolidate the fundamental construc-
tion of regulations, network and internal controls; the other is to strengthen the cooperation and
coordination with ather departments, The SAFE will collect efforts to deal with the relationships
between regulation and deregulation, striking against illegal activities and facilitating legal
businesses. All in all. the SAFE will try its best to create a favorable financial environment to
facilitate foreign trade and foreign investment and to make further achievements in propelling
the healthy development of China's external £Conomy.
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BOP Performance in 1999

In 1999, against the background of the recovery of international market, Cbina's macro adjust-
ment policies in stimulating internal demand, promoting exports and attracting foreign capitals
have gradually shown their effects. The economy grew rapidly, the prices turned stable from
falling, the exports resumed its momentum growth, and the RMB remained stable. As a result,
the foreign trade and FDI in China were promoted, which set a solid foundation for the balance
of payments. The year 1999 witnessed a favorable BOP performance of China with surpluses in
both the cutrent account and the capital and financial account, and a steady rise of the foreign
exchange reserves. The BOP situation in 1999 would be characterized as follows.

The surplus in current account decreased
According to the BOP statistics, in 1999, the current account achieved a surplus of USD 15.667
billion, a drop of 50% over the year before. The drop would be ascribed to the changes in the
following items.
Total value of trade in goods increased, but the surphus decreased. In BOP term, in 1999, the
total imports and exports amounted to USD 353.226 billion with an increase of 10% over that of
1998. Thanks to the recovery of international market and the stimulation of national export
promoting policies, the exports turned its momentum growth from falling, with total amount of
USD194.716 billion, an increase of 6%. Meanwhile, the measures to stimulate domestic demand
rendered a hike in demand for imports. And all related departments Jjointly combated against
smuggle and blocked the loopholes for the fraud of foreign exchange by using a computerized
inspection network of the Customs declaration: form, which also rendered an increase in imports
through the legal channel. As a result, the imports increased significantly by 16 % to USD 158.51
biltion. The total trade surplus reached USD36.206 billion, a drop of 22% over 1998,
The deficit of trade in services increased by 52% to USD 7.509 billion. China's service
account i in red with an i 31 scale. In 1999, the payments of trade in
scrvices increased by 17% over the year before, while the mcome was almost the same, Al-
though the income of travel, construction services, and computer and information services kept
rising, the income of telecc ication scrvice, i and

Iting services d

significantly. In 1999, the payments for transportation, travel and other business services grew
rapidly, which led the payments of trade in services to increase as a whole,
The deficit of income remained, amounting to USD 17.973 billion, up 8%. The deficit of
income was, as before, mainly attributed to the reinvested eamnings of FDI in China. With a
continuous growth of the foreign direct investrent in China, the amount of reinvested earnings
has stood at a high level for years, and the remitted earnings also increased in 1999. In addition,
the payment of interest on debts in 1999 was higher than previous years.

The capital and financial account turned to surplus from the deficit of a year before
The capital and financial account turned to surplus from the deficit of a year before. In 1999,
China achieved a surplus of USD 7.642 billion in the capital and financial account, with the
lollowing charactetistics.

The surpins of direct investment was USD 36,978 billion. In 1999, the FDI in China was USD
40.41 billion with a drop of 11%, and it was still the main source of capital inflows into China.
The FDI abroad decteased by 16% to USD 2.377 billion.




The deficit of portfolio investment increased signifi-
cantly to USD11.234 billion. The deficit mainly came
from the rapid growth of Chinese financial institutions’
investment in foreign securities, which increased by USD
10.664 billion over the year before, accounting lor 82%
of China's total external portfolio investmentin 1999. The
repayments of the principal of bonds issued abroad in-
creased in 1999, while the initial public offering of both
equity securities and debt securities decreased.

The ing external debt
with a sound structure. By the end of 1999. the out-
standing external debt has reached USD151 .83 billion,
an increase of USD 5.79 billion or 4% over the previous

to increase

year. Among which, the medium and long-term debt

stood at USD 136.65 billion with an increase of USD 7.95 billion, while the short-term debt was
USD 15.18 billion, down USD 2.16 billion. The newly borrowed debt was USD 30.05 billion.
the repayment of the principal and interest was USD 30.99 billion. and the amount of cxchange
rate changes and other adjustments was USD6,73 billion. The total external debt can he sub-
divided by types of debtors as follows. The debt borrowed by government departments increased
by 13.6% to USDA47.30 billion. The debt borrowed by domestic financial institutions decreased
by 2.6% to USD40.90 billion. The debt borrowed by the foreign-funded enterprises increased by
4.6% to47.30 billion. The debt borrowed by domestic enterprises decreased by 5.1% to USD14.71
billion. And the debt borrowed by athers was USD1.62 billion, almost the same as the year
before.

The deficits in other investment decreased, among which the deficit of trade credit totaled
USD 9.631 hillion, a decrease of 56% compared with the deficit of USD 22.092 billion in
1998. The decrease of the huge amount of trade credit deficit should be ascribed to the sound
macroeconomic fundamentals, the anti-smuggling struggle and the striking against fraud, eva-
sion and illegal arbitrage of the foreign exchange, which made the illegal flows of both goods
and capitals reduce remarkably.

The amount of net error and omission decreased

The further improvement of BOP statistic system and the decrease in the abnormal capital flows
was reflected in the item of net error and omission of BOP. In 1999, the net error and omission
reduced to minus USD 14.8 billion, 4.2% of the trade volume. This ratio decreased almost one
percentage point over the previous year.

Inter

1 reserves r ined increasing
Thanks to the twin surpluses in the current account and the capital and financial account, the
international reserves kept rising, among which, the foreign exchange reserve reached USD154.675
billion with an increase of USDY.716 billion. The SDR contributed an increase of USD 41
million additionally, while the reserve position in the IMF decreased by USD1.252 billion.
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Foreign Exchange Market and

RMB Exchange Rate |
_— — e e

The foreign cxchange market ran smoothly in 1999. The main fealures would be characterized

as follows:

Continued excess of supply over demand
After basically balanced in 1998, the foreign exchange inter-bank market was in glat again in
1999, which led to the continued growth of foreign exchange reserve.

The steady exchange rate of RMB
The RMB exchange rate remained basically stable. On December 30, the last trading day of
1999, the market weighted average exchangc rate stood at 8,2793 yuan per US dollar, indicating

a slight depreciation of 6 basic points compared with the rate of the year before.

The smooth operation of exchange market and the stability of RMB supported by a solid
economic fundamental

The national kept a stable Various ic policies played a

d

key role in sti ic demand ang facilitating the smooth d of national

‘
|
|
% economy. The major economic targets have been achieved as planned. The healthy performance
,
f
\

of the overall economy was the underlying fundamentals supporting the stability of exchange
market and RMB exchange rate.

The BOP performance turned favorable. In the second half of 1998, the government carried
out a series of measures to promote exports, which came into effects gradually in 1999. The
exports have revived since July 1999 and came out to $194.9 billion for the whole year with an
increase of 6.1% over the previous year. The actual utilization of foreign direct investment
remained at a reasonably high level, though with a slight decrease. The sound performance of
BOP and the growth in exports have played a key role in maintaining the stability of exch:
market and exchange rate.

Central bank's macroeconomic management capacity has been strengthened further and
the operation mechanism of excbange market has become more mature. The People’s Bank
of China monitored and intervened the exchange market appropriately to cushion the relation-

ship between demand and supply. In addition. the relevant authorities strengthened exchange
administrations by perfecting laws and regulations. All these efforts have systemically ensured
the smooth operation of the foreign exchange market and the stability of RMB exchange rate.

11
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Measures for Promoting Exports
And Afttracting Foreign Capital Inflows
- e - - ———

According to the unified assi, of the Central Ct ittee of CCP and the State Council, the

SAFE promptly adjusted the policy measures to promote exports and attract foreign capital in-

flows as follows:

Abolish the verification of surrender or crediting-to-accounts of export receipts, and per-
mit the direct surrender or crediting-to-account of the foreign exchange receipts from cur-
rent account transactions. On October 1,1999, the Circular on Suspending the Implementa-
tion of Procedures on the Regulation over the Foreign Exchange Surtender under Current Ac-
counis and Circular on Simplifying the Procedures of Foreign Exchange Surrender or Entering
into the Account in Pracedures on the Regulaion over the Foreign Exchange Surrender under
Current Accounts was put into effect . According to the circular, the surrender or crediting-to-
accounts of export receipts was exempt from verification. and the domestic institutions’ foreign
exchange receipts from current account transactions can be directly surrendered or credited to
account through designated foreign exchange banks.

Relax the limitation on the "'honorable enterprises for collecting export receipts” retaining
foreign exchange, and withdraw the provision on collecting export receipts within 180 days.
[n order to reward the "honorable enterprises for collecting export receipts”, on May 1,2000, the
honorable enterprises were permitted to retain foreign exchange receipts in the settlement ac-
count up to 30% of their annual foreign trade volume, an increase from 15%. And besides, the

time limit on collecting export receipts was also prolonged from 6 months to 1 year for these
enterprises.

Simplify the exchange administration on the business of processing and assembling shroad
with domestic materials. To promote the business of processing and assembling abroad with
domestics materials, the Circular on Simplifying the Exchange Administration of the Operation
of Processing and Assembling Abroad with Domestics Materials was issued, Enterprises were
exempt from submitting profit-remit guarantee deposits when conducting businesses of process-
ing and assembling abroad with domestic materials. Moreover, the deadline for export receipts
verification was extended, and enterprises were no longer subject to the exchange risk examina-

tion if or i of foreign exch: were not involved,

Standardize the sales and payments of foreign exchange and the verification of export re-
ceipts and import payments under the item of transfer-between-factories during further
processing. In order to promote the processing trade. designated foreign exchanxge banks were
authorized to undergo the sales, payments and transfer within country of foreign exchange for
the transferring-out enterprises to do the processing trade, in accordance with the Circuelar on
Distributing Operational Procedures for the Sales, Payments and Verification of Import Pay-
ments under the Iem of Transfer-between-factories During Further Processing .




Improve the administration of the RMB loans guaranteed in foreign exchange. According
to the Circular on Improving the Administration of the RMB Loans Guaranteed in Foreign Ex-
change , foreign-funded enterprises were exempt from the registering procedure of contingent
liability and exchange pledge, when obtaining RMB loans guaranieed in foreign exchange. And
there was no specific requirement for the credit rank of oversea foreign-funded banks, providing
the enterprises with credit guarantee. The Chinese-funded banks assessed the risk of such loans
independently. The source of the pledged foreign exchange was broadened to the investment
capital and the exchange receipts from current account transactions besides exchange receipts
from external debts. The usage of such loans was also diversified to meet the demand for work-

ing capital or fixed assets i , except for purch foreign exch The maturity of
such loans was also prolonged up to five years.
Adjust ini: ions on of foreign-funded enterprises According to

the Circular on Amending Relevant Regulations Concerning the Administration on Settlement
Accounts of Foreign-funded Enterprises , lifted was the restriction that the foreign exchange in
the FFES' settlement accounts should not be converted into term-deposit. The fund in settlement
accounts of foreign-funded enterprises can be converted to time deposit.

Transfer to local offices the anthority of approving sales of exchange receipts from capital
account transactions and the authority of verifying purchases of foreign exchange for pur-

pose of principal r and interest p: of external debt for all enterprises
including foreign-funded enterprises, according to the domicilation principle. Details are
referred to the Circular on Authorizing SAFE Branches to Deal with the Equity Transfer,
Liquidation, and Other Foreign Exchange Business for Foreign-funded Enterpris

Allow the foreign-funded enterprises to engage in purchases or paymeuts of foreign

by itting the isition agreement and at
the establishment and simplify fhe administrative procedure for foreigu-funded enterprises
purchasing or paying foreign for technol: isition purposes. Details are
referred to the Circular on Simplifying Adminisirative Procedure for Purchases or Payments of
Foreign Exchange for Technology-acquisition by Forei ded Er

pri,
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