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Abstract

In 2005 the national economy experienced rapid development; foreign trade grew at a
high rate; foreign direct investments were maintained at a considerable scale; the reform
of the RMB exchange rate formation mechanism was promoted in a steady manner; the
exchange rate demonstrated more flexibility; and the balance of payments showed “a
dual surplus”. The surplus in the current account totaled USD 160. 8 billion, while the
surplus in the capital and financial account totaled USD 63 billion. At the end of 2005,

official foreign exchange reserves amounted to USD 818. 9 billion.

China’s balance of payments in 2005 exhibited the following characteristics: the volume
of international transactions continued to expand; the surplus in the current account
enjoyed a noticeable rise, of which the surplus in goods went up dramatically; the
surplus in the capital and financial account declined, of which portfolio investment and
other investment shifted from a surplus to a deficit while there still was a substantial
volume of foreign direct investment; foreign exchange reserves grew at a high rate; the

balance of payments continued to retain a strong capacity to withstand potential risks.

In 2005 the state continued to strengthen and improve macro — control work through
monetary, fiscal, and other policies, to accelerate the economic restructuring process, to
further change the mode of foreign trade growth, and to enhance the quality of the use of
foreign capital. The financial reform underwent solid development and the financial
system demonstrated sound characteristics. The People’s Bank of China and the State
Administration of Foreign Exchange steadily promoted the reform of the RMB exchange
rate formation mechanism, actively developed the foreign exchange market, and relaxed
the administration of foreign exchange prices. Beginning on July 21, 2005, China began
to reform the exchange rate regime by moving to a managed floating exchange rate regime
based on market supply and demand with reference to a basket of currencies. Since the
reform was adopted, the flexibility of the RMB exchange rate was gradually reinforced,

and the participating entities in the foreign exchange market were continuously expanded.




It is anticipated that in 2006 the current account of the balance of payments will maintain
its considerable surplus, there will continue to be a large volume of net inflows of direct
investment, the surplus in the capital and financial account will maintain a certain size,

and foreign exchange reserves will continue their rapid growth.

To achieve a balance under the balance of payments is the strategic goal of the 5" plenary
session of the 16" Central Committee of the Communist Party of China and of the Central
Economic Work Conference. To make a concerted effort to reach this objective, it is
necessary to carry out the concept of scientific development on a full scale, to equally
stress internal and external economic development, to attach more importance to
transforming the means of economic growth, to effectively stimulate the demand for
domestic consumption, and to enable such market means as the currency rate and the
interest rate to play active roles. The foreign exchange administrations will deepen the
reform of foreign exchange administration, make great efforts to facilitate foreign trade
and investment, steadily facilitate the process of the convertibility of the capital account,
actively cultivate and develop the foreign exchange market, widen the channels for
capital outflows, and strengthen the management of short — term capital flows and the

monitoring and early warning of the balance of payments.
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