TF LK & &AL
Publishing House of Electronics Industry
B =T-1 http://www.phei.com.cn

(e




75 76 o7 Be B % 0I5 B VI E M

IR OGRE ¥ ¥
FH KRER

TF I F &R AL
Publishing House of Electronics Industry
Jt5t + BEJING



REEHN

1k (I R S SR RIIBA ) 2 — , A R SR 70 BT SR 61, P R K
LRI SER S AR BBEF BN ERATIR, 2 ARLERLERS, SEYRET
PRI RAIAE /1 5 A B 2 W ER S MBI T/EER S S5 RS EREBAS
BIR), 5 SR S5 | HE SSRGS, BRI R AR SR, AR LR
HAE R AR AE.. |

A BIEARSLRNS BB BB T EF, AR AR S SRR S R BT
B, SEATER SR T4 TR MIGE K F AR R

REWW, FTRUEMAXESHPHRELZBLIALBAR.
MRRR, BB,

HBERRE (CIP) HiiE

LHARREMIGE / MEE, 2 ER. —tal. T TSR, 2006.1
(RELRRFITERIIEM )
ISBN 7-121-02061-0

I.5E.

. 1.OW..@%... I.EFr&r - 305 - B%FFK - 8t V.H31

R E AR A E B CIP BB ET (2005) 28 143047 5

T
HERR 4 -
B R
AR KAT :
& .
51 B 3
B K
]

Xtk ok

(5 M R MRS

L AR ERRIT

BT Tk AR

tEHE X T ER 17355 BR%R: 100036
BHFEBIE

787 x 1092 1/16 ENgk: 10 F¥. 288 T
2006 4F 1 A58 1 IRENR

16.00 7T

M EE-F L HRAGEA S, wALREAM, FABEEEAR, EHEES, FE5ARRAT
WEE, B A EE: (010) 68279077, K ERIFH L 4 £ Zlts@phei.com.cn, HIBARAEIRA L R4
% dbqq@phei.com.cn,



F %4
HES R
W A

*

B

=

IRES

AR B ¥
FHE  #A
A%

(HHREDHRF)
IR BAEE

AOM R

5R1R AP 4T
F Ok EHX
G R,

}

7

A
kEB4E
FRAFAR



MNERES

£ %4: G

Gk

| 2 F %: AR L

]

B B (HRKEAHA)
TWE i %
RER AL
£= ) HARAE
L L):E

b~ 4

R

B

E:3

%



][I

B

(FSERBF IR RINBM RTEZYT H i 2FRAL . 5153 H 23 E A RRI B HE
HEMHRRHHEHTRE B

AR EMEEERE B PN RS, G, REXMEE, Bk
&R, RNOREE, RRMNBMITEREEE . B, TR, TR RS
Za, AETHNEHERIR . I THERECHRE, FRFEIWEFE R REH
¥, WRIIEMKZRALFORFENRE, AEERE— MO ENR SN, ¢
EREIFRESBRERTERESS, FXEVERER XK. |

A AP EM BRI 7 M (SR O BIE ), (SERBEN O3B AR ), (LRSI HRIES
). CERMmSRERE). (SCRAKERE). (SABRSMIGE) f1 (SKAKRRZEE ).

S FsE O BAGE ) DABLSCROHE S O BAUE R SE, RAEVRARA Fit tH D BAIERI VT ik
S$r5, FESREIENECE 2~ 5 LIS .

(SCA#EH D3E R ) HEFR 5 5 ik O S0r S5 AR 2 H 3 UE Rk L hrdk
ERFITE, HEAHRE N F TR SRR NEBERAESIHE.

(RSN RIGELT ) AEERRS Pl OS5 A RBREE., FlkRA . w5l
X% 5 X S B AR, HRLIBCERREES .

(LARFEERE) RESERRS . SMMEXNREEMN, EREEEIERRS
FIRRRR, BEFERERRAXEFARSRIERL,

(LAEERNE) AFEFNOFERTS . ERAMREIRLFMEI5EE, BERARK
H, FEAESMERNERN DRSS,

(AERSMEE) ERBHERSMTHERTE, &ML ESXFMES
PR EEREMAIRMFER, FEIHENERSMIEGE,

(LARIAZEE ) FRFHBAFENMTHIET SR FMRBYS, FRFEEE -
FECHERAE T o

A ZRF|EM A IR, FZT KA 83 2B 2 RER N KT3I, TEIER
B

ERFIHMMEA FHNGTER, FHEEF www.hxex.cn PSR “FETHR” X, % T
B, A HARLRRE, Pk TTHE010)88253801,



% & HY A

EREIMAMEHR, BASTLXERR S TEZFHTORBRRES, IHRARB
5 B AKFESR R R . 0 TENX MR L, IRE E A EFR &Rk REHRE,
IR SIEFRRFRISNAB T G MERMAL, EHAEFEEESHME W IENERM L, B4
BERR SRS . ERAEX— BN, (EEHHTZENERSMITFT LR TELKBR
A (LZRIEPRERIE) —H,

ABNERRURSRIGHHEF RRIT, B KL% AR S FRSEREMRET
FUMXN SRS, KERMES5SE | AR SEREMSES, E¥ERERGERY
R RN, LHERRSRITE R RRMEFKF

A6 E, 1 EPHRERCIRERRESHEARTR, MR HT—EXSEG
REHBAETES, F2ERRXTIMNCAINCHS, 1B T Hirgi P REFKNITTE—ING
HIFEEYBOIINRS P HEANEHE TR, XRENFEEAZNER TERLERE; B
4BEFENALREZGHMT G LSRR 55 TP EEN R AAE RS RA SRR
SRR RO, FBEAE TIPSR SEE s 5 6 B ERIHEEFRE RS
REE YL, 3T B ALR S B RE A BRI S ENE.

FEEEARERE, #HR T HirSRMEit 5L MLEME, EaRmEERASIE
U REREWMZEEH, WEARPRERRASIE AR LNEEEM, EafE
AR TAEE TR & SRR AR SR

BB 1 ZEAZHWERRE, F5. BOEMEFRE , RET N, BIEREHR,
B RIEERIFEE

4y &
2005410 A



Chapter 1

Chapter 2

Chapter 3

Chapter 4

Chapter 5

H K

Balance of Payment and Reserves............cccccooiviiiniiiinnininneninneen. 1
I Lead—in ACHVILIES ceoveereeeereeeriicieiitincetciienctssne st ee e s ae s nnans 2
II  Balance of PAYMENt .....ccccciiimiirmiiiniinictineicieree e e ss s sns et sassasne e 4
III  Foreign Exchange Reserves ...ttt 11
IV After—class Reading ....cccoocvvirivinivirvinininesiniinseeinn s nssssssssestesssesesnes 22
EEXEICISES .oovevrrrrererirreaenseeesseststeseeteseeatsssentasssessssesestasssonsssesssnssssssensssssensssssassasssases 24
Foreign Exchanges and Monetary Markets............ccccooeiinnnnnnnen. 27

I  Lead-in Activities

II  Foreign Exchanges

Il Foreign Exchange MATKEL ...voeerereieerrenieteeeceseersesseesseeestsacnssasssssessennesasassonnes 38
IV After—class Reading ......ccccccereerceeneernvenierniininiiiiesenisieseesnesesesssssssnsssssorsnsassnsas 46
FEXEICASES «.cuveereriereeieeseeseraetesessessesaassassessaeseostostsoaessessestassesssesnessessessasssesssssssansanstoss 53
International Settlement ..........cccoiiir e 55
I Lead—in ACHVILIES ..oveecceveereereiseeseesiesieesissiessncisiestssnessessesstessessassessasnsssssssssnnsacss 56
II  Main Methods of International Settlement .........ccceevevieeeeiniinirinienininieenesiecenenens 57
ITII  FACIOTINE ...eovrvvernerreesceinienssisisnssesistsssaisssssasssossssssssasassssssstassasatesenrasescatsssessssnes 69
IV After—class Reading ......cccocoiveecieurvrciuvuieinrereniereecicie et netssees e sesenes s 75

Exercises

International Financial Market ... e, 83
I Lead—in ACHVILIES c.evveveriereeeeicnreeeicrererissseessssssesesssssssssscsesssanresssssseesssssrssanssssnsns 84
II International Financial Market.......cc..oocomemvrecceeencrrcrcenrceececnnsssenieneesaneenes 85
TIT  FUTOMATKEL woveernereeeeieeeeeiireeeeiereeseeneaeseneeesssnsessssssassassesassssmeseessnneeesssssansessannns 89
IV After—class Reading .....ccoceveveerceueneimnuiniiminicnenetecte et 96
FEXOTCASES «evvveereenveeieseeeiessseseessaesesssseasaasssessassanesostresasssmmressaneesessnnresssssmssssssssssasssasnsas 99
International Financial Organizations ............cocccicviiiiiiiininenennennens 103
I Lead =i ACHVILIES cvveereeeeeirereeesreeeesreesssaeeaeeessesssessrsseasseesaasesesssneasmessnsecssnsesse 104

I  International Monetary Fund .......c.ccccoooiiiiiniiinmiininnnnesene e 106



Chapter 6

+ Vil -

III  The World Bank ....:cc.ccoioiieceieiicee ettt eenee 112
IV After—class Reading.....ccocoeurmeececrcninnencenccintccneneetise e seescnseeeseseesenes 121
EXETCIBES «.cvniineeeecniiniiin ettt ncsses et b s bbb seae b s st ea b enes 125
Financial Risks and Risk Management .............ccccoonnciiiniininncniinns 129
I Lead—in ACHVIHES ..ccoooceveiriiiececinintierctctcs et sesessnesssr s saeassansasaes 130
I Macroeconomic Financial Risks .....cccocveeverreerccnnnuicnicnnincnccinisenceeenines 132
III Exchange Rate Risks and Management ...........ccoveuieiereernnnncnniencinnnenennacennas 136
IV After—class Reading........ccoceciuiniiiniiiiinmeieieciriteinscsceees s nes 145
EXEICISES c.veurevereeieeseeerrieteseeeesteeenes s ssstsaeabestsses s s ss s e ssnsassess e e ssessesassessasaesanes 150



B RN O RGN AN O RN RS T /.“’\/“’\/“’\/,-"6/‘”\/.-"’-.\/“’\/“\/‘”\/“’\ -
o i e e B Nt gl et sf QTR e Nt N

Chapter 1

Balance of Payment and Reserves

mmﬂ‘,\,fm%mﬁ%m%mmmmm/ »/."‘-.\/"“\4“’?\/"\/“‘\
v Lt L g et gl Lt AR RN AN AR SN R p “



% oM E K & @K E , '

1Lead-in Activities ]

(1 | News report one |

BEIJING Feb. 25, 2005 — China’s central bank announced Thursday the country turned in
“double surpluses” — in both current and capital accounts — in 2004.

Preliminary figures show that surpluses from current accounts — which record trade, income
from investments and overseas workers, as well as one-way transfers such as foreign aid — reached
roughly 70 billion US dollars last year, the People’s Bank of China, the country’s central bank, said
in a report.

Capital and financial account surpluses reached about 112 billion dollars.

The report said a total of 60.6 billion US dollars in foreign direct investment flowed into China
last year, up 13.3 percent year on year.

China’s January trade surplus of $9.7 billion was five times that of a year earlier. Such sur-
pluses are also driving up China’s foreign exchange reserves, complicating China’s monetary policy
because the central bank has to issue yuan in exchange for foreign currencies to maintain the yuan’s
peg. The central bank now keeps the yuan within a wafer-thin range of 8.2760 and 8.28 against the
dollar through intervention. Chen, an official from the central bank, did not say how the 3 per cent
width of his proposed band would be calculated. If he meant that the currency should be allowed to
trade 1.5 per cent on either side of the current midpoint, it would range from 8.154 to 8.402 per
dollar.

(Source: People’s Daily)

Questions for discussion:

1.  What is balance of payment?
How does surplus in current account exert its impact on a country’s balance of payment?
What is the relationship between balance of payment and the exchange rate of a country’s

currency?

[ 2 | News report two |

BEIJING Oct. 17, 2003 — China’s current account surplus in international payments dropped
18 percent to 11.1 billion US dollars in the first half of 2003, the State Administration of Foreign
Exchange (SAFE) said on Friday.

However, China continued to maintain surpluses on both its current and capital accounts last

year, pushing its foreign exchange reserves to further growth. The State Administration of Foreign
Exchange (SAFE) published a report on Friday, announcing that the international balance of pay-
ments for 2002 was, overall, “in a good shape.

The current account, which mainly includes trade in commodities and services, registered a
surplus of US$35.4 billion, according to SAFE.

<2
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The capital account, including a US$46.79 billion surplus in foreign direct investment (FDI)
and a US$10.3 billion deficit in securities investment, enjoyed a surplus of US$32.2 billion.

Analysts say the overall picture is very similar to the situation in previous years, with surpluses
in trade and FDI and a measurable deficit in securities investments. But the current account surplus
in 2002 more than doubled from the 2001 figure of US$17.4 billion. Backed by strong economic
growth momentum, China’s exports soared by 22.3 per cent year-on-year in 2002, pushing the year-
long trade surplus to US$30.35 billion, analysts explained.

This year, however, does not look as rosy, with the SARS epidemic likely to deal a blow to
exports, or even the surging FDI, analysts said.

“This year, the total (of the current account surplus) is set to shrink, or even reverse toa deficit.”
said Wang Yuanhong, a senior researcher with the State Information Centre.

“But it’s hard to make predictions about the entire international balance of payments at this
stage.”

Before the killer disease caused widespread panic worldwide, China had already suffered its
first quarterly trade deficit in years in the January-March period, as import surges overwhelmed
export rises. .

China’s foreign exchange reserves jumped by 36 per cent on a year-on-year basis to US$286.4
billion at the end of 2002, the SAFE report said. The figure had already risen to US$316 billion by
the end of March.

SAFE statistics also showed China’s income account deficit decreased 57 per cent to 3.6 bil-
lion US dollars in the January-June period, which was due to fast growth of foreign investment.
(Source: People’s Daily)

Questions for discussion:

4. Is temporary drop of surplus always a bad news to a country’s economy?
5. How much foreign exchange reserve should the monetary authority keep? The more the
better?

Questions for reading comprehension:

6. What's the status of China’s balance of payment in the first half of 2003?

A. China’s BOP experienced a dramatic drop of surplus, and the current account turned
red.

B. The drop of China’s surplus led to a decrease of its official reserves.

C. China’s current account keeps in surplus, which led to an increase of its foreign ex-
change reserves.

D. China’s BOP experienced a dramatic increase of deficit due to fast growth of foreign
investment.

7. Which of the following statement is true?



A. China’s BOP status in 2002 was no as good as that in the year of 2001.

B. Despite the influence of SARS, analysts kept optimistic about the BOP status in
2003.

C. The current account surplus in 2002 is more than two times as much as the 2001 figure
of US$17.4 billion.

D. SARS is the direct factor causing deficit of China’s current account in the first quarter
of the year. .

“Balance of Payment j

Balance of payment data serve as record of the flows of goods, services and finance between

an economy and the rest of the world. As one of the primary functions of the IMF is to prevent
financial crises and assist countries in balance of payment difficulties, the collection of standardized,
comparable balance of payment data is seen as a core task.

The Balance of Payments (BOP) is a statistical statement that summarizes, for a specific pe-
riod (typically a year or quarter), the economic transactions of an economy with the rest of the
world. It covers:

¥ all the goods, services, factor income and current transfers an economy receives from or
provides to the rest of the world
¥ capital transfers and changes in an economy’s external financial claims and liabilities

Transactions are generally between residents and non-residents. The most frequently used com-
ponent of balance-of-payment performance is the merchandise trade balance, which is defined as
the difference between a nation’s exports and imports. The exceptions are the exchange of transfer-
able foreign financial assets between residents and transferable foreign financial liabilities between
non-residents. For the purposes of the Balance of Payments, residency relates to the economic
territory of a country, not nationality. An international unit is resident unit when it has a centre of
economic interest in the economic territory of a country.

The Balance of Payments methodology uses a double-entry accounting system. This means
that every recorded item should have a debit and a credit, and there should be a net balance of zero.
As every transaction relating to international payments involves records both on the debit and credit
side with the same amount, the total amount of the debit items in the statement should, on principle,
equal that of the credit items, thus bringing the statement into equilibrium.

In practice, the figures rarely balance to the point where they cancel each other out. This is the
result of errors or omissions in the compilation of statements. A separate balancing item is used to
offset the credit or debit.

Balance of Payments credits denote a reduction in assets or an increase in liabilities; debits
denote an increase in assets or a reduction of liabilities, summarized in the table below:
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Balance of Payments credit and debit table

Credit Debit

Exports of goods and services Imports of goods and services
Income receivable from abroad Income payable abroad
Transfers from abroad Transfers to abroad

Increases in external liabilities Decreases in external liabilities
Decreases in external assets Increases in external assets

1. The Current Account including Merchandise (Exports and Imports), Investment income
(rents, profits, interest), Services, and Unilateral transfers

2. The Capital Account measuring Foreign investment in the country and its investment
abroad

3. The Balancing Account allowing for changes in official reserve assets (SDRs, Gold, other
payments)

As a matter of fact, the results of current account and capital account are either surplus or
deficit, and absolute balance of receipts and payments is all but an ideal supposition.

[ 1 | Current Account |

The values of the exports and imports usually constitute the largest proportion in the current
account for most countries. Trade balance is defined as the difference in value between the total
exports and total imports of a nation during a specific period of time. Exports are entered in the
credit side while imports the debit side.

The sub-account regarding services covers all receipts and payments between the residents
and non-residents on transportation, insurance, travel, communication, technology, patent fee and
other commercial services. Receipts of services are entered in the credit side while payments the
debit side. It is the second largest item in the current account. In contrast to visible merchandise
trade, services are invisible.

Income refers to the amount of money or its equivalent received during a period of time in
exchange for rents, profits, interest from the flow of productive factors, including labor and capital,
or as profit from financial investments. Thus, it consists of compensation of employees, which is
the guerdon paid to non-residents as salaries or welfare in form of cash or products; and investment
income, which is the receipts and expenditure concerning transactions between the financial assets
and liabilities between residents and non-residents, including direct investment, securities, and other
form of investment.

Current Transfers refers to unilateral transfers of income between transactors for which there
is no goods or service provided in return. Households transfer income to the non-profit sector in the
form of charitable donations. For example, governments provide transfers of income in the form of
grants. Private transfers consist of institutional expenditures for missionary, charitable, educational

and others of like purposes, and personal remittances. A net debit in transfer payments increases the
. 5 .



country’s international payments in the same way as its import of goods and services. Similarly, a
net credit in transfers adds to the country’s international receipts.

( 2 | capital Account |

The capital account consists of capital transfers and acquisitions/ disposal of non-produced,

non-financial assets (such as fixed assets or inventories). It shows the redistribution of capital assets

between sectors of the economy and the rest of the world. It records the changes in a country’s

international financial assets and liabilities, however, changes in official reserves are excluded over

the BOP period. The capital account records inflows and outflows of foreign exchange that result

from capital flows. It usually includes flows resulting from:

1)

2)
3)
4)
5)

repaying of debt to foreign commercial banks, foreign governments and multinational
agencies such as the IMF. This is referred to as amortization.

borrowing from foreign governments and foreign commercial banks

flows of aid into the country from overseas agencies

flows of foreign direct investment such as investment by multinational corporations
resident capital outflow or capital flight as a country’s citizens send money out of the
country into foreign banks, or to purchase foreign property or financial assets.

Capital Account usually consists of three sub-accounts:

1)

2)

3)

Direct Investment: It is usually defined as investment made when a firm headquartered
in one country builds or purchases operating facilities or subsidiaries in a foreign country.
Portfolio Investment: The term designates all long-term capital flows that do not give
investor effective control over their investment. It refers to the purchase of foreign stocks,
bonds or other securities. In contrast to direct investment, foreign portfolio investors have
no controlling interest in the investment, which is typically a short-term one. The relative
ease with which portfolio investment can enter and exit countries has been a major con-
tributing factor to the increasing volatility and instability of the global financial system.

Short-term Capital: Short-term capital flows refer to transactions of international assets
with maturity of one year or less. It records the net changes in international assets and
liabilities with an original maturity of one year or less in which domestic residents
(excluding official monetary institutions) are creditors or debtors, including short-term
borrowing from foreign banks/ short term deposits in foreign banks. It covers the normal
everyday receipts and payments arising from international trade and finance that occur
mainly through shift in the ownership of demand deposits and other liquid deposits in
banks at home and abroad. Estimates of private short-term capital movement are the least
reliable of the balance of payment items because of their variety, intangibility and private

nature.



Chapter 1

The balance of payments employs a double-entry system of accounting. In general, the two
offsetting entries for a given transaction or flows are not made explicitly but are included as a result
of the methods used for estimating the balance of payments. The principle for recording transac-
tions between residents and foreigners differs from that for recording other transactions. Transac-
tions between residents and foreigners involve entries in accordance with the “vertical” double-
entry system.

The schedule is defined in such a way that, as far as practicable, equal credit and debit entries
are provided. However, since the sources on which the entries are based may be incomplete or
inaccurate, and different sources which may not be consistent with one another are in most cases
used for the two flows making up the transactions, an item for errors and omissions is included to
bring the statement into balance. Since errors and omissions are likely to be partly mutually offsetting,
the item is described as “net errors and omissions”. A credit entry for errors and omissions denotes
a net understatement of recorded credits or overstatement of recorded debits; conversely, a debit

entry denotes a net understatement of recorded debits or overstatement of recorded credits.

(4 | official Reserves |

Official Reserves comprise: (1) foreign exchange in covertible currencies, (2) reserve position

in the International Monetary Fund, (3) allocation of Special Drawing Rights, (4) Gold Stock.

Practically it is a central bank that holds the reserves of foreign-currency-denominated assets
that, sometimes as backing for its own currency, but usually only for the purpose of possible future
exchange market intervention. The net official reserve account shows the net foreign transactions of
the central bank, the central government Treasury, and possibly an exchange stabilization agency
that collectively constitute the country’s monetary authorities. The foreign transactions of these
authorities provide the residual compensation required to finance any net balance on the other items
in the balance of payment.

For instance, from the U.S. perspective, a receipt represents any dollars flowing into the coun-
try or any transaction that require the exchange of foreign currency into dollars. A payment repre-
sents dollars flowing out of the country or any transaction that requires the conversion of dollars
into some other currency.

U.S. Exports are any goods or services produced in the U.S. and sold to other countries in the
international market. U.S. Imports are goods or services produced by other countries and bought by
individuals in the United States. An increase in U.S. receipts (i.e., increased U.S. exports, invest-
ment income inflows, or more foreign investment in the U.S.) will lead to increased demand for
dollars and an increased supply of foreign currency on foreign exchange markets (individuals and
businesses are selling foreign currency and buying dollars). This increased demand will lead to a
stronger dollar relative to other currencies. An increase in U.S. payments (i.e., U.S. imports, invest-
ment income outflows, or more U.S. investment abroad) will lead to an increase in the supply of
dollars and thus a weaker dollar relative to foreign currencies.

-70
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The United States BOP Data — 2000 ($millions)

Category Receipts Payments Net
I. Current Account

A. Merchandise Account

(Exports/ Imports) 848,678 -1,224,417 -375,739
B. Income Account

(Rents, Profits, Interest) 352,866 -367,658 -14,792
C. Transfers -54,136
Current Account Balance -444.667
I1. Capital Account
A. Foreign Investment in the U.S. 1,024,218
B. U.S. Investment Abroad -580,952
C. Statistical Discrepancy 1,401
Capital Account Balance 444,667
I11. Balancing Account

(Official Reserve Transfers) 0
(Source: www.imf.org) '
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