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Abstract

In 2008, the U.S. sub—prime mortgage crisis continued to spread and evolved into an
international financial crisis. The real economy worldwide was seriously affected, the
major developed countries fell into recession in succession, and economic growth in
many emerging markets and developing countries slowed down significantly. In China,
new challenges and issues emerged as well, including the decline of the growth rate
and operational difficulties for some enterprises. Due to the government’s decisive

adjustment of its macroeconomic policy, the national economy remains on the track of

steady and rapid development.

In 2008, China’s balance of payments grew at a slower speed than the previous
year. The “twin surpluses” were maintained under the current account and the
capital and financial account. The disequilibrium in the balance of payments was
partially alleviated: the surplus growth under the item of trade in goods decelerated
the momentum of massive capital inflows under inward foreign direct investment
weakened, and outward direct investment accelerated. The rapid growth of the overall
surplus slowed down toward a balance. Meanwhile, due to the on—going deterioration
in the international economic environment and the changing domestic economic
situation, China’s balance of payments (performance) experienced more violent
fluctuations. In the first half of 2008, the goods trade surplus decreased because export
growth had slowed down and import growth had accelerated; and inward foreign direct
investment grew significantly, contributing to a large surplus under the capital and
financial account. Consequently, foreign exchange reserves increased on a large scale.
In the latter half of 2008, the goods trade surplus increased rapidly because the growth
rate of imports had decelerated much faster than that of exports, whereas the capital
and financial account posted a deficit because a huge amount of international capital
was flowing back to the home country (to minimize risk exposure) during the process

of deleveraging. Foreign exchange reserves increased at an obviously slower rate. In




general, however, there were no signals indicating that there was a concentrated and
large—scale capital outflow. The balance of payments surplus was still at a historic

high and the country as a whole had a strong anti-risk capability.

In the near future, both the international and domestic environments in economy
and finance will become more complicated and fast changing, which will add to the
uncertainty in China’s balance of payments. In the meantime, as global economic
growth is undergoing a broad deceleration, the sound fundamentals of the Chinese
economy and a series of macro~control measures lay a solid foundation for steady

balance of payments performance and improvements.

In 2009, China will further strengthen macro—control, making expansion of domestic
demand, transformation in the acceleration of the development pattern, and structural
adjustments the direction of national economic development. The foreign exchange
administration agencies will fulfill the Scientific Outlook on Development. According
to the overall target of sustaining economic growth, preventing risks, and promoting an
equilibrium, the foreign exchange administration agencies will strengthen innovation in
foreign exchange administration mechanisms; support economic growth by improving
foreign exchange administration as a starting point to facilitate trade and investment;
strengthen statistical monitoring and risk management to maintain national economic
and financial security; and make great efforts to improve the balance of payments
conditions, along with the country’s general macro—control plan of enlarging domestic

demand and implementing structural adjustments.
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