
Administrator's  Message

In  2003,  Chinese economy stood up to  the severe tes ts  of  unexpected SARS 
epidemic at  home and the unfavorable  environment  featur ing s low recovery of  
wor ld  economy and vola t i l i ty  on  the  g lobal  f inancia l  market  abroad  wi th  
maintaining a  rapid growth.  In  the year,  the import  and export  value totaled 
US$851.2  b i l l ion ,  and  the  ac tua l  u t i l i za t ion  of  fo re ign  d i rec t  inves tment  
reached  US$53 .5  b i l l ion .  Al l  these  he lped  c rea te  a  good  beg inn ing  fo r  
bui lding a  wel l -off  society in  an al l - round way.

Underpinned by sustained rapid growth of  the nat ional  and external  economy,  
China’s  balance of  payments  cont inued to  post  a  dual  surplus  under  current  
account  and capi ta l  account  in  2003,  to  the effect  that  the exchange rate  of  
renminbi  kept  s table ,  and the s ta te  foreign exchange reserves  grew to a  new 
high.  By the end of  2003,  the s ta te  foreign exchange reserves  hi t  US$403.3 
bi l l ion.

In the year  past ,  the State  Adminis t rat ion of  Foreign Exchange deepened the 
re form of  fo re ign  exchange  adminis t ra t ion  sys tem,  ac t ive ly  promoted  the  
t r ade  and  inves tmen t  f ac i l i t a t ion ,  made  concre te  e ffo r t s  t o  mee t  the  
reasonable  fore ign  exchange  demands  under  cur ren t  account ,  widened  the  
channels  for  capi ta l  inf low and outf low,  supported the implementat ion of  the 
“going-global” s t ra tegy,  fur ther  rect i f ied and s t reamlined foreign exchange 
marke t ,  modi f i ed  the  s t a t i s t i ca l  and  moni to r ing  sys tem fo r  ba lance  o f  
payments ,  ful ly  managed to  foster  inter-bank foreign exchange market  with a  
view to improving the renminbi  exchange rate  formation mechanism.  All  these 
performances  played a  posi t ive  role  in  accelerat ing the  nat ional  economic 
deve lopment .  The  year  o f  2003  wi tnessed  new ach ievements  and  a  new 
phenomenon in  reforming and perfect ing the foreign exchange adminis t rat ion 
system.

2004 wil l  be an important  year  for  China to  deepen reform,  open wider  to  the 
ou t s ide  wor ld  and  push  fo rward  deve lopment .  As  bo th  in te rna t iona l  and  
domes t ic  economic  s i tua t ion  i s  genera l ly  ge t t ing  be t te r,  China’s  ex te rna l  
economic and t rade scale  is  expected to  expand s teadi ly.  However,  there  wil l  
be uncertaint ies  in  both domest ic  and internat ional  economic development ,  
which are to pose new and greater challenges facing the administration of balance 
o f  payments .  Ch inese  government  has  made  c lea r  tha t  push ing  fo rward  
economic  g rowth ,  expand ing  employmen t ,  s t ab i l i z ing  p r i ce  l eve l  and  
mainta in ing  equi l ibr ium of  the  ba lance  of  payments  a re  i t s  major  macro-
economic control  targets .  Equi l ibr ium of  the balance of  payments  depends on 
fas te r  res t ruc tur ing  o f  the  domes t ic  economy and  ra t iona l  u t i l i za t ion  o f  
economic resources .  No doubt ,  the external  economic pol ic ies  shal l  a lso play 
a  posi t ive role  in  this  process .



To fac i l i t a te  implementa t ion  o f  the  macro  economic  po l ic ies  and  ensure  
sus ta inab le ,  f a s t ,  coord ina ted  and  hea l thy  deve lopment  o f  the  na t iona l  
economy,  the SAFE wil l ,  under  the guidance of  the spir i t  of  the 16th CPC 
National  Congress  and i ts  Third Plenary Session,  take the equi l ibr ium of  the 
balance of  payments  as  i ts  pr incipal  goal  in  2004.  I t  wil l  fur ther  improve i ts  
cur ren t  account  admin is t ra t ion ,  and  meanwhi le  s tead i ly  push  fo rward  the  
convert ibi l i ty  of  renminbi  under  capi ta l  account ,  faci l i ta te  the foreign t rade 
and  inves tment  ac t iv i t i e s ,  in tens i fy  fu l l -course  surve i l l ance  over  fo re ign  
exchange inf low and outf low in wel l  order  to  prevent  the r isks  of  short- term 
capi ta l  f lows,  rect i fy  and s tandardize the foreign exchange market  by tackl ing 
problems both on the surface and at  the root ,  accelerate  the reform of  the 
admin i s t r a t ive  approva l  sys tem,  fu r the r  ad jus t  the  func t ions  o f  fo re ign  
exchange  admin is t ra t ion ,  ac t ive ly  deve lop  and  s tandard ize  the  in te r-bank  
fo re ign  exchange  marke t ,  improve  r enminb i  exchange  r a t e  fo rma t ion  
mechanism,  and make every effor t  to  push domest ic  development  and opening-
up to  a  new level .

The  ad jus tment  of  fore ign  exchange  adminis t ra t ion  pol ic ies  should  fo l low 
three basic  pr inciples:  f i rs t ,  es tabl ishing a  ful l -course survei l lance system to 
moni tor  capi ta l  inf lows and outf lows to  the  effect  that  the  condi t ions  and 
env i ronment  fo r  two-way  f low of  cap i t a l  wi l l  g radua l ly  be  ready  and  
cons i s ten t ;  second ,  c rea t ing  an  env i ronment  fo r  fa i r  compet i t ion  be tween  
domest ic  and  fore ign  capi ta l  to  the  effec t  tha t  var ious  types  of  economic  
ent i t ies  wil l  be able  to  develop on an equal  foot ing;  third,  s t reamlining the 
fo re ign  exchange  admin is t ra t ion  on  res iden t  ind iv idua l s  and  non- res iden t  
individuals  in  the pr inciple  of  giving non-discr iminatory t reatment  to  legal  
and natural  persons.

The new year  is  facing new opportuni t ies  and new chal lenges as  wel l .  I t  i s  a  
new s ta r t ing  po in t  fo r  the  re form and  deve lopment  o f  fo re ign  exchange  
adminis t rat ion.  We wil l  wel l  focus on meet ing the needs of  reform,  opening-up 
and economic development ,  s t rengthening cooperat ion and coordinat ion with 
o the r  depa r tmen t s ,  fu r the r  deepen ing  r e fo rm o f  the  fo re ign  exchange  
admin i s t ra t ion  sys tem,  s t r iv ing  to  ensure  equ i l ib r ium of  the  ba lance  o f  
payments ,  and making every effor t  to  reach the goals  of  balanced,  coordinated 
development  of  the internal  and external  economies and bui lding a  wel l -off  
society in  an al l - round way.  



In  2003,  a iming at  promoting the equi l ibr ium of  balance of  payments  (BOP),  
the  SAFE con t inued  to  push  fo rward  the  re fo rm of  fo re ign  exchange  
adminis t rat ion system, enhance the adjustment  of  foreign exchange pol ic ies ,  
make an endeavor  to  t ransform the  management  mechanism,  in tensi fy  the  
monitor ing of  capi ta l  f low,  promote t rade and investment  faci l i ta t ion,  and 
thereby playing an act ive role  in  boost ing the sound and heal thy growth of  
the nat ional  economy.

Faci l i ta t ing t rade and investment  act ivi t ies  to  widen China 's  opening-up to  
the outs ide world.  Firs t ,  the  SAFE improved the import  payment  and export  
proceeds ver i f icat ion system by set t ing up a  c lass if ied ver i f icat ion pat tern 
including case-by-case,  batch,  and automatic  ver i f icat ion,  and popular ized 
the  app l ica t ion  o f  Expor t  P roceeds  Ver i f i ca t ion  and  Repor t ing  Sys tem.  
Second,  the SAFE normalized the foreign exchange adminis t ra t ion of  border  
t rade throughout  the country by broadening the scope of  currencies  used in  
set t lement  and ver i f icat ion,  and br ing the set t lement  of  border  t rade into the 
bank ing  sys t em.  Th i rd ,  t he  SAFE fu r the r  abo l i shed  p r io r  r eco rd ing  
requirement  on some kinds of  import  payments  and s implif ied procedures  of  
foreign exchange purchase and payment  for  advance payment  to  faci l i ta te  
enterpr ises '  operat ion.  Fourth,  the reform of  foreign exchange adminis t rat ion 
on overseas  investment  was deepened.  By the end of  2003,  the total  number  
of  areas  brought  into the pi lot  program was increased from 6 to  14,  with the 
total  quota  approved for  foreign exchange purchase of  US$1.9 bi l l ion.  Fif th ,  
the  SAFE regulated the  foreign exchange operat ions  of  Qual i f ied Foreign 
Ins t i tu t iona l  Inves tors  (QFIIs )  sys tem.  By  the  end  of  2003 ,  11  domes t ic  
commerc ia l  banks  had  been  approved  to  ac t  as  cus tod ian  banks ,  and  12  
fore ign ins t i tu t ions  approved to  be  QFIIs ,  10  of  which had been granted  
investment  quotas  amounting to  US$1.7 bi l l ion.

Normal iz ing  fo re ign  exchange  rece ip t s  and  payments  o f  en te rpr i ses  and  
individuals  to  meet  their  reasonable  foreign exchange demands  under  current  
account .  Firs t ,  the  enterpr ises  involving in  internat ional  contract ing project  
and internat ional  labor  service were al lowed by the SAFE to retain  in  ful l  
amount  their  foreign exchange proceeds from current  account  t ransact ions so 
as  to  cater  to  their  deployment  of  foreign exchange fund.  Second,  the pi lot  
projects  re la ted to  non-trade foreign exchange adminis t rat ion were pract iced 
by  the  SAFE in  Be i j ing ,  Shangha i  and  Shenzhen  where  mul t ina t iona l  
companies  were al lowed to  direct ly  pay the overseas  advanced or  apport ioned 
expenses .  Th i rd ,  the  d i rec t ive  l imi t  fo r  fo re ign  exchange  purchase  pe r  
res iden t  ind iv idua l  fo r  overseas  p r iva te  purposes  was  i n c r e a s e d  a n d  t h e  
scope  o f  ac t iv i t i e s  e l ig ib l e  fo r  pu rchase  en la rged ,  and  the  l imi t  fo r  fo re ign  
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currency that  individuals  were al lowed to  carry in  and out  of  the border  was 
raised as  wel l .  Fourth,  the supervis ion over  foreign currency bankcards was 
s t reng thened .  The  fore ign  exchange  advance  due  to  overdraf t  wi th  fo re ign  
currency bankcards for  res ident  individuals '  consumption abroad was al lowed 
to  be repaid by purchasing foreign exchange la ter.  Fif th ,  the SAFE regulated 
the business  of  currency exchange agents  to  faci l i ta te  the currency exchange 
act ivi t ies  of  individuals .

Carrying out  a  nat ionwide inspect ion on foreign exchange receipts  and sales  
business  of  designated foreign exchange banks to  fur ther  discipl ine the foreign 
exchange market .  Firs t ,  the  SAFE carr ied out  a  nat ionwide inspect ion for  the 
f i rs t  t ime on the business  of  foreign exchange receipts  and sales  done by the 
designated banks with a  view to t imely deal ing with those i l legal  operat ions to  
deter  speculat ive funds.  The inspect ion provided the authori t ies  with a  c lear  
p ic ture  of  fore ign capi ta l  inf low and a  foundat ion for  formulat ing re levant  
pol ic ies .  Second,  the SAFE formally implemented the report ing system of  large 
sum and suspicious foreign exchange t ransact ions and prel iminari ly  set  up the 
mechanism of  ant i -money laundering related to  foreign exchange t ransact ions 
among banks,  SAFE off ices  and competent  publ ic  securi ty  agencies .  Third,  the 
SAFE coord ina ted  c lose ly  wi th  the  Min is t ry  o f  Publ ic  Secur i ty  and  o ther  
government  agencies  to  invest igate  on,  and deal  with,  a  ser ies  of  cases  with 
large and ser ious impacts ,  smashed up the "underground money shops" and dens 
of  i l legal  foreign exchange t rading in  some major  regions,  and severely s t ruck 
down i l legal  foreign exchange t ransact ions.  Fourth,  the SAFE draf ted a  f ive-
year  working plan to  es tabl ish a  credi t  system in the foreign exchange market .

Improving the  s ta t i s t ica l  and moni tor ing sys tem of  the  BOP and fos ter  the  
in te r-bank  fo re ign  exchange  marke t .  F i r s t ,  the  SAFE per fec ted  the  BOP 
s ta t i s t i ca l  r epor t ing  sys tem by  shor ten ing  the  t ime  l imi t  o f  BOP income 
repor t ing  f rom 10  work ing  days  to  5  and  ca r r i ed  ou t  inspec t ion  on  the  
s ta t is t ica l  repor t ing.  Second,  the  SAFE formal ly  bui l t  up the  ear ly-warning 
sys tem of  BOP r i sks  to  ana lyze  and  eva lua te  China ' s  BOP r i sks  quar te r ly.  
Third,  the SAFE brought  more banks and types of  t ransact ions into the pi lot  
bus iness  o f  fo rward  purchase  and  sa le  o f  fo re ign  exchange ,  ex tended  the  
t rad ing  t ime  of  in te r-bank  fore ign  exchange  marke t  and  launched  two-way 
t rading in  the market .

Enhancing the capaci ty  of  foreign exchange reserve management  and keeping 
fo re ign  exchange  rese rves '  secur i ty,  h igh-qua l i ty  and  suff i c ien t  l iqu id i ty.  
Facing up to  the changes in  the internat inal  f inancial  market  and focuing on the 
inves tment  benchmark ,  pos i t ive  ac t ions  were  t aken  to  expand  inves tment  
ins t ruments  and  to  d ivers i fy  inves tment  channe l .  At  the  same t ime ,  o ther  
m e a s u r e s  w e r e  t a k e n  t o  f u r t h e r  i m p r o v e  t h e  d e c i s i o n - m a k i n g  m e c h a n i s m ,  



s trengthen r isk management  insi tut ions,  perfect  internal  managerial  system, 
ra i se  the  s tandard  o f  in format ion  se rv ice ,  and  to  ensure  the  success fu l  
management  of  foreign exchange reserves .

Making research and preparat ion act ively to  support  banks in  Hong Kong to  
conduc t  ind iv idua l  r enminb i  bus iness .  For  the  purpose  o f  f ac i l i t a t ing  
economic ,  t rade  and  persona l  exchange  be tween  the  Main land  China  and  
Hong  Kong ,  and  o rder ly  channe l ing  the  renminb i  to  f low back  to  the  
Mainland,  the SAFE began to  make invest igat ions,  research and preparat ions 
being in  support ive of  banks in  Hong Kong to  conduct  individual  renminbi  
business  in  2001.  On November 2003,  with the approval  of  the State  Counci l ,  
t he  Peop le ' s  Bank  o f  Ch ina  (PBC)  commi t t ed  to  p rov id ing  c l ea r ing  
ar rangements  for  banks  in  Hong Kong to  conduct  indiv idual  renminbi  depos i t -
taking,  exchange,  bankcard and remit tance business .

Prac t i c ing  the  cap i ta l  in jec t ion  in to  the  Bank  of  China  and  the  China  
Construct ion Bank to  promote the pi lot  project  of  t ransforming s ta te-owned 
commerc ia l  banks  in to  shareho ld ing .  Upon  dec i s ion  made  by  the  S ta te  
Counci l ,  US$45 bi l l ion foreign exchange reserves  was successful ly  injected 
to  the Bank of  China and the China Construct ion Bank to  consol idate  their  
cap i ta l  base  wi thout  p roduc ing  any  nega t ive  e ffec t  on  fo re ign  exchange  
reserve management  or  internat ional  and domest ic  markets ,  and therefore ,  
speeding up the t ransformation process  of  the two banks into shareholding.

Providing high-qual i ty  services  to  serve external  economic act ivi t ies  during 
the  SARS per iod .  In  accordance  wi th  the  requ i rements  by  the  Cen t ra l  
Commit tee of  the CPC and the State  Counci l  of  f ight ing against  SARS on the 
one hand and s t icking to  economic construct ion on the other  hand,  convenient  
service  in  terms of  foreign exchange adminis t ra t ion was provided for  the  
combat  against  SARS and economic growth as  wel l ,  and at  the same t ime,  
ensuring the smooth operat ions of  foreign exchange adminis t rat ion.  Flexible  
measures  were taken for  foreign exchange payment  and ver i f icat ion of  import  
of  mater ia ls  used to  prevent  and cure SARS, the eff ic iency was raised in  
ver i fy ing  fund  movement  re la ted  to  an t i -SARS,  and  working  method and  
process  have been reasonably  adjus ted  to  help  solve  enterpr ises  pract ica l  
problems and ensure the normal  operat ions of  enterpr ieses .



For the purpose of  faci l i ta t ing economic,  t rade and individual  exchange between the Mainland 
and Hong Kong and order ly  channel ing the renminbi  to  f low back to  the Mainland,  the People 's  
Bank of  China (PBC) issued an announcement  on November 19,  2003 that ,  fol lowing approval  
f rom the State  Counci l ,  the  PBC agreed to  provide clear ing arrangements  for  banks in  Hong 
Kong  to  conduc t  ind iv idua l  r enminb i  depos i t - t ak ing ,  exchange ,  bankcard  and  remi t t ance  
bus iness .  The  PBC and  the  Hong  Kong  Moneta ry  Author i ty  (HKMA) s igned  a  memo of  
understanding regarding the individual  renminbi  business  conducted by banks in  Hong Kong on 
the same day.

According to  the announcement ,  af ter  consul t ing the HKMA, the PBC shal l  select  a  l icensed 
Hong Kong bank as  c lear ing bank for  individual  renminbi  business  in  Hong Kong (hereaf ter  
r e fe r red  to  as  "c lea r ing  bank")  and  au thor ize  the  c lea r ing  bank  to  conduc t  depos i t  and  
withdrawal  of  renminbi  posi t ion,  t ransport  renminbi  notes ,  and provide clear ing service for  
other  individual  renminbi  business .  The PBC shal l  authorize the clear ing bank to  s ign clear ing 
agreements  on renminbi  business  with other  l icensed banks in  Hong Kong (hereaf ter  referred to  
as  "par t ic ipat ing banks") ,  which accept  concerned clear ing term and arrangement  on voluntary 
basis ,  and to  provide them with clear ing service in  accordance with the agreements .  

The  PBC prov ides  fo l lowing  c lea r ing  a r rangements  fo r  banks  in  Hong  Kong  to  conduc t  
individual  renminbi  business .  

Renminbi  Deposi t :  The PBC Shenzhen Sub-Branch opens a  c lear ing account  for  the clear ing 
bank to  take deposi t  and pay interest  on the deposi t .  Deposi t  of  the clear ing bank is  confined to  
renminbi  deposi t  of  Hong Kong individual  res idents  absorbed by the par t ic ipat ing banks.  

Renminbi  Exchange:  As a  member of  the China Foreign Exchange Trade System, the clear ing 
bank squares  off  the posi t ion of  exchange between renminbi  and HK dol lar.  The PBC authorizes  
the  c lea r ing  bank  to  o ffe r  se t t l ement  se rv ices  fo r  the  par t i c ipa t ing  banks  sa t i s fy ing  the  
fol lowing exchange business:  exchange t ransact ion not  exceeding the equivalent  of  RMB6,000 
per  t ransact ion for  individuals  who are  not  holders  of  renminbi  deposi t  accounts ,  or  exchange 
t ransact ion not  exceeding the equivalent  of  RMB20,000 per  person per  day for  individuals  who 
a re  ho lders  o f  r enminb i  depos i t  accoun ts ,  exchange  o f  renminb i  r ece ip t s  by  des igna ted  
businesses  engaged in  individual  t ravel ing and consumption into HK dol lar.

Individual Renminbi Business of Banks in Hong Kong

BOX



Renminbi  Bankcard:  The clear ing bank and the China Union Pay Co. ,  Ltd.  provide clear ing 
service  for  individual  renminbi  bankcards .  Mainland res idents  may use  individual  renminbi  
bankcards issued by Mainland banks for  t ravel ing spending or  withdrawing small  amount  of  HK 
dol lar  cash on ATMs in Hong Kong.  Par t ic ipat ing banks or  their  subsidiar ies  may also issue 
renminbi  bankcards  to  individual  res idents  of  Hong Kong for  t ravel ing spending or  withdrawing 
small  amount  of  renminbi  cash on ATMs on the Mainland.
 
Renminbi  Remit tance:  Mainland banks qual i f ied for  conduct ing individual  renminbi  business  
can accept  individual  renminbi  remit tances  of  Hong Kong residents  f rom their  renminbi  deposi ts  
accounts  in  Hong Kong to  bank accounts  under  the same name on the Mainland via  the clear ing 
bank .  The  maximum amount  tha t  can  be  remi t ted  i s  RMB50,000  per  person  per  day.  Any 
renminbi  remit tance without  being drawn can be remit ted back to  Hong Kong with approval .  
On December 24,2003,  the PBC authorized the Bank of  China (Hong Kong) Limited to  be the 
clear ing bank.  On January 18,2004,  the PBC star ted to  a l low Mainland bankcards  to  be used in  
Hong Kong.  On February 25,  2004,  the Bank of  China (Hong Kong) Limited.  s tar ted to  provide 
c lear ing service  to  39 local  banks  par t ic ipat ing in  individual  renminbi  business  for  thei r  deposi t -
taking,  exchange and remit tance business .

The PBC's  c lear ing arrangements  for  Hong Kong banks to  conduct  individual  renminbi  business  
wil l  help  the  advantages  of  Hong Kong banking industry,  enhance i ts  compet i t iveness ,  and 
safeguard Hong Kong'  role  as  an internat ional  f inancial  center,  wil l  push forward the process  of  
renminbi  convert ibi l i ty,  and promote Mainland economy and f inancial  industry to  s teadi ly  open 
wider  to  the  ou ts ide  wor ld ,  and  wi l l  f ac i l i t a te  mutua l  v i s i t  and  s igh t - see ing  consumpt ion  
between the Mainland and Hong Kong residents ,  make a  c loser  economic relat ionship between 
the Mainland and Hong Kong,  and speed up the prosperi ty  of  the Mainland and Hong Kong 
together.



inc reas ing ly  c loser  economic  in te rcourse ,  the  rece ip t  o f  se rv ices  reached  
US$46.734 bi l l ion,  18 percent  higher  than that  of  previous year ;  payment  of  
services  reached US$55.306 bi l l ion,  19 percent  higher  than that  of  previous 
year.  The def ic i t  in  services  increased by 26 percent  to  US$8.573 bi l l ion.  The 
fol lowing i tems contr ibuted great ly  to  the def ic i t  under  the account :  Firs t ,  the  
def ic i t  of  t ransportat ion increased by 31 percent  to  US$10.326 bi l l ion.  In  the 
circumstance of  expanding foreign t rade in  2003,  the receipt  and payment  of  
t ransportat ion rose by 38 percent  and 34 percent  respect ively.  Second,  affected 

Trade surplus in goods kept almost equivalent to 
that in 2002. In terms of international cr i ter ia  for  
BOP measurement ,  China ' s  t rade  surp lus  in  
goods rose by 1 percent  to  US$44.652 bi l l ion 
in  2003,  wi th  the  expor ts  increas ing  by  35  
pe rcen t  t o  US$438 .270  b i l l i on  and  the  
i m p o r t s  i n c r e a s i n g  b y  4 0  p e r c e n t  t o  
US$393.618  b i l l ion .  Due  to  the  ac t ive  ro le  
p layed  by  China ' s  access ion  to  the  Wor ld  
Tr a d e  O rg a n i z a t i o n  ( W TO )  a n d  s t r o n g  
i n t e r n a l  d e m a n d  t o  s u p p o r t  d o m e s t i c  
development ,  China 's  import  kept  expanding 
at  high speed and i ts  growth outpaced export  
growth,  direct ly  contr ibut ing to  an equivalent  
surplus  in  goods to  that  of  previous year.

Trade deficit in services widened. Wi th  the  
o p e n i n g - u p  o f  C h i n a ' s  s e r v i c e  i n d u s t r y  a n d  

The year  of  2003 wi tnessed another  s t rong balance of  payments  (BOP) posi t ion,  
with both the current  account  and the capi ta l  and f inancial  account  remaining 
in  surplus  and the record increase of  foreign exchange reserves .  The exchange 
rate  of  renminbi  remained s table .  In  2003,  China 's  current  account  surplus  rose 
by 30 percent  to  US$45.875 bi l l ion;  capi ta l  and f inancial  account  surplus  rose 
by  63  percen t  to  US$52 .726  b i l l ion .  Fore ign  exchange  rese rves  reached  
US$403.251 bi l l ion at  the end of  2003,  increasing by US$116.844 bi l l ion over  
the end of  2002.  The end-of-year  exchange rate  of  renminbi  against  US dol lar  
remained at  8 .2767.

China's Balance of Payments, External Debt and Foreign Exchange Market

China's BOP Position in 2003
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The current account surplus grew 
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"Net Errors and Omissions" in Balance of Payments

The balance of  payments  is  a  s ta t is t ical  s ta tement  that  systematical ly  records,  for  a  specif ic  per iod of  
t ime,  the economic t ransact ions of  an economy with the rest  of  the world.  Double entry system is  appl ied 
in  the BOP compilat ion,  that  is ,  every recorded t ransact ion is  represented by two entr ies  with equal  
values .  In  pr inciple ,  the sum of  a l l  credi t  entr ies  is  ident ical  to  the sum of  a l l  the debi t  entr ies ,  and the 
net  balance of  a l l  entr ies  in  the s ta tement  is  zero.  In  pract ice ,  however,  the accounts  scarcely balance.  
General ly,  data  for  balance of  payments  es t imates  are  der ived independent ly  f rom different  sources;  as  a  
resul t ,  there  may be a  net  credi t  or  net  debi t .  A separate  entry,  namely,  net  errors  and omissions,  is  
created to  balance the accounts .  I f  the sum of  debi t  s ide is  larger  than the sum of  the credi t  s ide,  the net  
balance is  recorded on the credi t  s ide of  the entry of  net  errors  and omissions,  otherwise on the debi t  
s ide.  The s ize  of  the entry could be used to  evaluate  the s ta t is t ics  qual i ty  of  balance of  payments  to  some 
extent .  I t  i s  sat isfactory that  the rat io  of  net  errors  and omissions to  total  exports  and imports  of  goods 
does not  exceed 5 percent  in  accordance with internat ional  pract ices .  

by the SARS, receipt of in te rna t iona l  t r ave l  dec reased  by  15  pe rcen t  to  
US$17.406 bi l l ion and the surplus  of  t ravel  i tem dropped by 56 percent  to  
US$2.219 bi l l ion.  In  addi t ion,  the def ic i t  of  internat ional  insurance increased 
by 40 percent  to  US$4.251 bi l l ion,  the def ic i t  of  royal t ies  and l icense fees  
reached US$3.441 bi l l ion,  15 percent  higher  than that  of  2002.

The deficit under income item declined. I n  2 0 0 3 ,  t h e  d e f i c i t  u n d e r  i n c o m e  i tem 
dropped by 48 percent  to  US$7.838 bi l l ion,  with the receipt  under  the i tem 
increasing by 93 percent  to  US$16.095 bi l l ion and the payment  under  the i tem 
increased by 3 percent  to  US$23.933 bi l l ion.  In  2003,  the capi ta l  investment  
and import  of  equipment  composed the main par t  of  foreign direct  investment  
(FDI) ,  and the pace of  FDI prof i t  re investment  s lowed down,  contr ibut ing to  
the s low increase of  payment  under  the i tem.  Meanwhile ,  domest ic  f inancial  
inst i tut ions increased their  prof i t  margin.  Different  increase pace at  receipt  
s ide and payment  s ide resul ted in  the drop of  overal l  def ic i t  under  the i tem.

The surplus in current transfers increased. In  2003,  the receipt  of  current  t ransfers  
rose by 34 percent  to  US$18.482 bi l l ion while  the payment  under  the i tem rose 
by 5 percent  to  US$0.848 bi l l ion.  The overal l  surplus  increased by 36 percent  
to  US$17.626 bi l l ion.  The surplus  increase can mainly at t r ibute  to  the rapid 
growth of  remit tance from abroad received by Chinese res idents .

The surplus of direct investment remained stable. In  2003 ,  d i rec t  inves tment  
registered a surplus of US$47.229 bil l ion,  1 percent higher than that of previous 
year.  The actual uti l ization of foreign direct  investment amounted to US$53.505 
bil l ion,  while the payment of foreign direct  investment reached US$6.428 bil l ion.  
The foreign direct  investment developed at  stable pace in 2003.

Box

The surplus in the capital and financial account rose rapidly



Portfolio investment turned surplus. 
Por t fol io  investment  swi tched to  a  
su rp lus  o f  US$11 .427  b i l l ion .  In  
2 0 0 3 ,  d o m e s t i c  f i n a n c i a l  
ins t i tu t ions  ad jus ted  the i r  fo re ign  
secur i t i es  inves tment  s t ra tegy  and  
withdrew some of  those funds home 
to  sa t i s fy  expand ing  demand  fo r  
d o m e s t i c  l o a n s .  T h i s  f a c t o r  
con t r ibu ted  g rea t ly  to  the  swi tch  
f rom sus ta in ing  def ic i t  s ince  1998 
to surplus under the i tem. Meanwhi le ,  
more domest ic  enterpr ises  went  on 
f i n a n c i n g  a b r o a d  a n d  C h i n a  
implemented QFII  system to at t ract  
qualified foreign institutional investors
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to  invest  in  China 's  A-share market ,  both factors  enlarging capi ta l  inf low and 
contr ibut ing to  a  surplus  under  portfol io  account .

Deficit under other investment widened. In  2003,  other  investment  regis tered a  
def ic i t  of  US$5.882 bi l l ion,  while  i t  recorded a  def ic i t  of  US$4.107 bi l l ion in  
2002.  In  2003,  some domest ic  f inancial  ins t i tut ions  reduced some types  of  
assets  abroad while  increasing holding other  types of  foreign exchange assets ,  
leading to  the widening of  overal l  def ic i t  under  other  investment  i tem.

The reserve assets increased by a fairly large margin

Promoted  by  the  surp lus  in  bo th  the  cur ren t  account  and  the  cap i ta l  and  
f inancial  account ,  China 's  internat ional  reserves  grew by US$117.023 bi l l ion 
in  2003 ,  US$41.516  b i l l ion  more  than  the  increase  of  p rev ious  year.  The  
special  drawing r ights  and the reserves  posi t ion in  the Internat ional  Monetary 
Fund (IMF) increased respect ively by US$90 mil l ion and US$89 mil l ion,  and 
fore ign  exchange  reserves  scored  a  record  annual  increase  of  US$116.844  
bi l l ion,  US$42.602 bi l l ion more than the increase of  previous year.  By the end 
of  2003,  China 's  foreign exchange reserves  reached US$403.251 bi l l ion.

Net errors and omissions occurred on the credit side

In 2003,  net  errors  and omissions regis tered another  credi t  s ide amounting to  
US$18.422  b i l l ion  which  was  equiva len t  to  2 .21  percen t  o f  the  combined  
volume of  export  and import  of  goods in  terms of  the BOP cr i ter ia ,  and fel l  
into a  reasonable  scope of  5  percent  recognized internat ional ly.

It is expected that China will witness another dual surplus in both current account  

credi t debi t balance
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China 's  outs tanding external  debt  totaled US$193.634 bi l l ion by the end of  
2003,  an increase of  US$22.278 bi l l ion,  or  13.0 percent  compared with that  of  
2002  ( tha t  o f  Hong  Kong  Spec ia l  Admin is t ra t ive  Region ,  Macao  Spec ia l  
Adminis t rat ive Region and Taiwan region excluded) .  Of the total ,  medium- and 
long-term debt  s tood at  US$116.590 bi l l ion,  an increase of  US$1.028 bi l l ion 
compared with the f igure at  the end of  2002,  and accounted for  60.21 percent  
of  the total ;  short- term debt  was US$77.044 bi l l ion,  an increase of  US$21.250 
bi l l ion compared with the f igure at  the end of  2002,  and accounted for  39.79 
percent .  

In  the total  outs tanding external  debt ,  regis tered external  debt  was US$157.06 
b i l l ion ;  ou ts tand ing  t rade  c red i t  was  US$36.574  b i l l ion .  In  the  reg is te red  
ex te rna l  deb t ,  sovere ign  deb ts  bor rowed  by  government  depar tment  were  
US$52.766 bi l l ion ,  and accounted for  33.60 percent  of  the  to ta l ;  debts  by 
Chinese-funded f inancia l  ins t i tu t ions  US$37.623 bi l l ion  and 23.95 percent ;  
deb ts  by  fore ign- funded  en te rpr i ses  US$37.795  b i l l ion  and  24 .06  percen t ;  
d e b t s  b y  C h i n e s e - f u n d e d  e n t e r p r i s e s  U S $ 7 . 6 2 5  b i l l i o n  a n d  4 . 8 5  p e r c e n t ;   

China's External Debt in 2003

and capi ta l  and f inancial  account  and that  foreign exchange reserves  of  China 
wil l  cont inue to  increase in  2004.  Besides ,  exchange rate  of  renminbi  wil l  
remain s table .  

Current account will continue registering another surplus but of a smaller size. In  
2004,  export  of  China wil l  grow but  a t  a  re la t ively lower growth pace than 
that  of  2003.  Import  wil l  grow rapidly with a  growth rate  that  may outpace 
export  once again,  but  the t rade in  goods wil l  remain surplus .  Under  services  
account ,  af ter  China 's  accession to  the WTO, with related service industr ies  
gradual ly  opened and the demand for  services  abroad increasing as  a  resul t  of  
developing foreign-related economy,  t rade def ic i t  in  services  wil l  pers is t  over  
a  long course,  and keep r is ing over  a  per iod of  t ime.  In  addi t ion,  def ic i t  under  
income i tem comes mainly  f rom prof i t  payment  to  fore ign inves tors  of  fore ign-
funded enterpr ises ,  and current  t ransfers  wil l  remain qui te  large.  In  one word,  
i t  i s  expected that  surplus  in  goods and current  t ransfers  wil l  cont inue to  
exceed def ici t  in  services  and income and the overal l  current  account  wil l  
regis ter  another  surplus  in  2004.

The capital and financial account will register another surplus. In  2004,  China wil l  
cont inue providing qui te  favorable  investment  environment .  With the gradual  
expansion of  opening-up f ie lds ,  China wil l  constant ly  a t t ract  more FDI.  The 
s ize  of  FDI wil l  expand but  a t  a  re la t ively small  growth rate .  I t  i s  expected 
that  direct  investment  i tem wil l  regis ter  another  surplus  and the overal l  capi ta l  
and f inancial  account  wil l  record surplus  throughout  2004.  



Inter-bank Foreign Exchange Market and Renminbi Exchange Rate

In  2003,  China 's  inter-bank foreign exchange market  had a  s teady operat ion and 
the exchange rate  of  renminbi  remained s table .  

Foreign exchange transactions were more buoyant and the turnover recorded a 
h i s to r i ca l  h igh .  A to t a l  o f  251  se s s ions  o f  t r ansac t ions  were  conduc ted  in  the  

d e b t s  b y  foreign-funded f inancial  inst i tut ions US$20.948 bi l l ion and 13.34 
percent; debts  by others  US$0.303 bi l l ion and 0.20 percent .

In  the year  of  2003,  the new borrowing ( t rade credi t  excluded)  was US$101.544 
b i l l ion ,  p r inc ipa l  repayment  was  US$92 .906  b i l l ion ,  in te res t  payment  was  
US$5.221  b i l l ion ,  and  exchange  ra te  changes  or  o ther  ad jus tment  l ed  to  a  
US$3.389 bi l l ion increase of  the outs tanding external  debt .

Both the outs tanding amount  of  external  debt  and new borrowing increased by a  
large margin in  2003,  which could at t r ibute  to  China 's  rapid economic growth 
and  inc reas ing ly  improved  fo re ign  inves tment  env i ronment .  The  in te res t  
difference between domest ic  and foreign currencies  a lso helped the growth.

China now has  adequate  fore ign exchange reserves  and s t rong in ternat ional  
solvency,  thus the increase of  external  debt  wil l  not  fundamental ly  affect  i ts  
safety.  At  the end of  2003,  the debt  service rat io  ( repayment  of  pr incipal  and 
payment  of  interest  on long-  and medium-term external  debt  plus  payment  of  
interest  on short- term external  debt  divided by foreign exchange income under  
goods  and  se rv ices  i t ems)  was  6 .85  pe rcen t ,  t he  deb t  cove rage  r a t io  
(outs tanding external  debt  to  foreign exchange income) was 39.92 percent ,  the 
indebtedness  ra t io  (outs tanding external  debt  to  GDP) was 13.74 percent  and 
the rat io  of  short- term debt  to  total  foreign reserves  was 19.11 percent .  All  
these  external  debt  indicators  were  wel l  wi thin  the  in ternat ional ly  accepted 
safety range.

Main External Debt Indicators

1.  Debt  se rv ice  ra t io  ( repayment  of  pr inc ipa l  and  payment  of  in te res t  on  long-  and  medium-term 
    external  debt  plus  payment  of  interest  on short- term external  debt  divided by foreign exchange   
    incomes under  goods and services  i tems)  should not  exceed 25 percent .
2 .  Indebtedness  ra t io  (outs tanding external  debt  to  GDP) should not  exceed 100 percent .
3 .  Debt coverage ratio (outstanding external debt to foreign exchange income in the same year) should 
    not  exceed 200 percent .
4 .  Rat io  of  short- term external  debt  to  total  external  debt  should not  exceed 25 percent .
5 .  Rat io  of  short- term external  debt  to  total  foreign reserves  should not  exceed 100 percent .  

Box



inter-bank foreign exchange market  in  the whole year  with an accumulated 
turnover  of  US$151.11 bi l l ion or  an average dai ly  turnover  of  US$602 mil l ion,  
increasing by 30.3 percent  compared with that  in  the previous year.

Supply persistently exceeded demand in the foreign exchange market, and foreign 
exchange reserves continued to increase. In  2003 ,  fo re ign  exchange  supp ly  
increased dramatical ly  while  the demand decl ined relat ively,  which boosted 
the rapid growth of  China 's  foreign exchange reserves .  

Exchange rate of renminbi continued to remain stable.  The  2003  year-end  
exchange rate  of  renminbi  against  US dol lar  was 8.2767,  up by 6 basis  points  
compared with that  (8 .2773)  in  the previous year.  Renminbi  exchange rate  
against  US dol lar  f luctuated general ly  within a  narrow range between 8.2765 
and 8.2776.  The annual  average exchange rate  was 8.2770,  basical ly  the same 
level  of  the previous year.  　　

The major  factors  inf luencing the inter-bank market  operat ion of  the whole 
year  were:

Firs t ,  China 's  economy maintained a  rapid growth,  the balance of  payments  
wi tnessed a  favorable  performance,  and the  fore ign exchange incomes and 
payments  o f  en te rp r i ses  and  banks  inc reased  fas t ,  wh ich  l a id  a  sound  
foundat ion for  the heal thy and s teady development  of  the inter-bank foreign 
exchange market .  

Second,  the operat ing mechanism of  the inter-bank foreign exchange market  
was  innovated and improved.  Since  February  8 ,  2003,  the  t rading t ime of  
inter-bank foreign exchange market  was adjusted f rom 9:30-11:00 to  9:30-
15 :30 ,  and  a l l -day  t ransac t ion  be tween  renminbi  and  four  major  fo re ign  
currencies  (US dol lar,  Japanese yen,  euro and HK dol lar)  was adopted.  From 
October  1 ,  2003,  two-way t rad ing  was  launched  in  the  in te r-bank fore ign  
exchange market ,  which al lows banks to  conduct  sale  or  purchase of  foreign 
exchange in  one session.  These measures  could faci l i ta te  banks to  manage 
their  fund posi t ions and avert  exchange rate  r isks;  and increase the frequency 
of  quotat ion and t ransact ion opportuni ty  of  members ,  and act ivate  the market .

Third,  business  of  forward purchase and sale  of  foreign exchange was fur ther  
p romoted  and  the  bus iness  scope  expanded .  Fo l lowing  the  p i lo t  fo rward  
business  in  the Bank of  China in  1997,  the business  of  forward purchase and 
sa le  o f  fo re ign  exchange  was  in t roduced  off ic ia l ly  in  the  Indus t r i a l  and  
Commercial  Bank of  China,  the Agricul tural  Bank of  China and the China 
Cons t ruc t ion  Bank  f rom Apr i l  1 ,  2003 .  The  bus iness  scope  was  fu r the r  
extended to  some t ransact ions under  capi ta l  account  beyond the exis t ing i tems.  



In  2003,  the total  amount  of  contracted forward purchase of  foreign exchange 
reached US$12.78 bi l l ion and that  of  forward sale  was US$2.15 bi l l ion.  The 
promoted forward business  has  fur ther  faci l i ta ted enterpr ises  and act ivated the 
foreign exchange market .
 
Fourth,  in  l ight  of  the s i tuat ion of  supply and demand in  the foreign exchange 
market  and the object ive need of  banks to  replenish foreign exchange capi ta l  
and to  deal  with non-performing foreign exchange assets ,  the People 's  Bank of  
China regulated the foreign exchange market  aggressively.  At  the same t ime,  
adminis t rat ion on foreign exchange purchase and sale  of  designated foreign 
exchange banks was improved,  which effect ively secured the s teady operat ion 
of  foreign exchange market .  

China ' s  economy and  ex te rna l  sec tor  wi l l  con t inue  to  main ta in  the  rap id  
growth in  2004.  More measures  wil l  be adopted to  foster  and develop foreign 
exchange market  and to  improve the mechanism of  renminbi  exchange rate  
formation.  Against  this  background,  the inter-bank foreign exchange market  
wil l  be more buoyant  with s teady operat ion,  and the renminbi  exchange rate  
wil l  remain s table  a t  a  reasonable  and equi l ibr ium level .

Current Renminbi Exchange Rate Arrangement

China 's  current  unif ied,  managed f loat ing exchange rate  regime based on supply and demand of  foreign exchange 
market  was introduced in  1994 s ince the unif icat ion of  dual  exchange rate .  The regime is  based on the banking 
fo re ign  exchange  purchase  and  sa le  sys tem,  in  which  fo re ign  exchange  purchase  and  sa le  by  ins t i tu t ions  o r  
individuals  should be conducted through designated foreign exchange banks.  Designated foreign exchange banks sel l  
or  purchase foreign exchange in  the inter-bank foreign exchange market  to  meet  the requirements  on fund posi t ions 
for  the purchase and sale  of  foreign exchange.  Renminbi  exchange rates  then are  generated in  the market .
 
The current  renminbi  exchange rate  regime has  the fol lowing features:  f i rs t ,  i t  i s  a  market-based rate .  The renminbi  
exchange rate  is  determined by the supply and demand of  foreign exchange in  the inter-bank market  instead of  an 
adminis tered exchange rate;  second,  i t  i s  unif ied.  The unif ied exchange rate  is  used in  a l l  domest ic  foreign exchange 
t ransact ions;  third,  i t  i s  a  managed f loat ing exchange rate .  The exchange rate  could f luctuate  within a  set  range.  The 
People 's  Bank of  China manages and adjusts  the foreign exchange supply and demand with regulat ions and market-
based means to  maintain exchange rate  largely s table .
 
Pract ices  in  recent  decade have indicated that ,  the current  renminbi  exchange rate  regime is  consis tent  with the 
development  of  China 's  economy,  the capabi l i ty  of  f inancial  supervis ion and the res i l ience of  enterpr ises ,  and with 
the actual  s i tuat ion of  China.  Renminbi  exchange rate  formation mechanism wil l  be fur ther  explored and improved in  
the  deepen ing  f inanc ia l  r e forms  in  accordance  wi th  China ' s  economic  deve lopment  and  ba lance  o f  payments  
performance.

Box



In the year of 2003, the SAFE continued to improve BOP statist ical  regulations,  
enhance the statistical technology, strengthen development and use of BOP data and 
make research on standardization of statistical information based on the improvement 
of statistics quality, and play a positive role in supporting macro-economic analysis 
and policy-making.

Statist ics regulations improved continuously.  First ,  Detailed Rules for the 
Implementation of Measures on Balance of Payments Statistics Reporting  was 
revised and promulgated in compliance with new changes and new demand of 
economic developments,  which provided legal  basis  for the stat ist ics and 
monitoring of cross-border capital flows. Second, Off-site Verification System of 
Indirect Balance of Payments Statistics Reporting(Experimental)  was promulgated, 
thus, a set of off-site verification system and approach was established gradually.

The transparency and timeliness of BOP statistics improved. The SAFE updated the 
BOP metadata and published i t  on SAFE website (www.safe.gov.cn) at  the 
anniversary of China's subscription to the GDDS of the IMF. The time limit of BOP 
income reporting was shortened from 10 working days to 5 as of January 1, 2003, 
following the shortening from 25 working days to 10 in 2001. The improvement of 
reporting time limit enhanced the timeliness of BOP statistics and provided better 
information sources for analysis and policy-making.

The BOP risks early-warning system adopted officially.  At the beginning of 2003, 
the BOP risks early-warning system was officially adopted by the SAFE. China's 
BOP risks were evaluated quarterly according to the system. The system could 
reflect current situation of China's BOP, give a warning of potential problems and 
forecast future trend through comprehensive analysis of BOP data and relevant 
macroeconomic indicators, which provided reference for policy-making to maintain 
a sound BOP. 

A network of statistics and monitoring system established. First, sample survey on 
trade credit was initiated. The stock of China's trade credit was calculated through 
the survey of 4,000 Chinese-funded trade enterprises and foreign-funded trade 
enterprises,  which paved the way for the future assessment of size and flow 
direction of trade credit and for the analysis and judgment of BOP situation. 
Second, the monitoring system of export  cost  was established. 400 sample 
enterprises were chosen according to their business scope, product and ownership. 
The situation of profit and export costs of these enterprises was monitored in the 
system. Third, border trade monitoring spots were set up to monitor the exchange, 
sett lement,  payment and circulation of renminbi in border areas,  which has 
functioned well for the policy-making of foreign exchange policies consistent with 
the  character is t ics  of  border  t rade .  Four th ,  the  moni tor ing sys tem agains t  b lack

Balance of Payments Statistics and Monitoring



marke t  o f  fo re ign  exchange  was  improved .  The  regu la r  moni to r ing  makes  
reference for  the consol idat ion of  foreign exchange market  and crackdown on 
i l legal  foreign exchange t ransact ions.  

Standardizat ion of  s ta t is t ical  information enhanced.  Firs t ,  Classification and 
Coding for External Income and Payment Transactions was compi led ,  which  
f i l led up the vacuum in s tandardizat ion of  external  t ransact ions class if icat ion 
and la id  a  foundat ion for  computer izat ion of  s ta t is t ics  and monitor ing.  Second,  
the SAFE and the State  Adminis t rat ion of  Qual i ty  Supervis ion,  Inspect ion and 
Quarant ine joint ly  promulgated Operational Rules on Coding Special Institutions 
in Balance of Payments Statistics Reporting,  to  enhance the ident i f icat ion and 
management  of  specia l  ins t i tu t ions  beyond the  previous  coding scope.  The 
cod ing  was  coope ra t ive ly  conduc ted  by  the  SAFE and  the  Na t iona l  
Adminis t rat ion Center  of  Inst i tut ional  Code.  Thus,  cross-border  capi ta l  f lows 
by special  ins t i tu t ions  were included in  s ta t is t ics  and monitor ing system.  Third,  
metadata  of  BOP stat is t ical  indirect  report ing was designed and demonstrated 
to  es tab l i sh  s tandard ized  metada ta  sys tem and  to  regu la te  da ta  exchange  
between banks’  computer  systems and BOP stat is t ics  and monitor ing system. 

In 2004, the SAFE will continue to make efforts to improve the BOP statistical 
regualtions by streamlining and revising old regulations and formulating new 
regu la t ions  to  mee t  the  need  o f  economic  deve lopment  and  BOP s t a t i s t i c s ;  t o  

Early-warning System for Balance of Payments Risks

BOP cr is is  broke out  in  many countr ies  s ince 1980s,  which had s ignif icant  adverse effects  on them and global  
economy.  With the rapid economic growth,  deepened opening-up and integrat ion into the world economy,  the total  
volume of  China 's  BOP expanded quickly.  The inf luence of  BOP posi t ion on the whole economy is  increasing.  The 
SAFE, joint ly  with the Systematic  Science Inst i tute  of  Chinese Academy of  Science,  developed ear ly-warning system 
for  BOP r isks  to  monitor  China 's  BOP si tuat ion effect ively,  to  make alarm signals  and to  support  pol icy-making for  
macroeconomic management .

The system was designed in  accordance with the actual  s i tuat ion of  China 's  economy.  Some research resul ts  of  the 
IMF and economists  in  western countr ies  and the experiences  in  cr is is  countr ies  were adopted for  reference in  
developing the system. The main funct ions include data  inquiry,  ear ly  warning and project ion.
 
The regression method for  t ime ser ies  was mainly used in  the system to make analysis  and project ion.  An indicator  
system was establ ished including s imultaneous indicators ,  leading indicators  and reference indicators ,  which were 
chosen on the basis  of  effect iveness ,  forecast ing abi l i ty  and avai labi l i ty.  In  the system, the s imultaneous indicators  
are  used to  determine whether  cr is is  has  emerged;  the leading indicators  are  used to  forecast  cr is is  and the reference 
indicator  taken as  reference in  r isk assessment .  

The development  of  the ear ly-warning system for  BOP r isks  was s tar ted at  the beginning of  2000,  and accomplished 
basical ly  a t  year-end 2001.  The system was off ic ia l ly  launched in  2003 af ter  upgrading and pi lot  project .  The SAFE 
conducted r isk monitor ing according to  the system and made quarter ly  analysis  and assessment  on China 's  BOP 
si tuat ion.  

Box



upgrade the BOP reporting and monitoring system, to improve the data quality, and 
to enhance monitoring on cross-border capital flows; to further regulate statistical 
information collection and clean up current foreign exchange statistical forms; to 
promote the comprehensive use of data resources and enrich statistical product to 
better serve policy making and administration.



The continued reform of administration concerning foreign exchange account opened 
for current account purposes facilitating the operation of enterprises. The regulatory 
policy concerning foreign exchange account opened for current account purposes has 
been further adjusted to be in line with enterprises' specific fund flow profiles. With 
respect to such current account items as international contracting project, international 
labor service, international ocean shipping, freight or shipping forwarder and 
international bidding, the foreign exchange accounts opened were reclassified as special 
accounts. The quota of account balance was changed from 20 percent of enterprises' 
foreign exchange proceeds from current account transactions in the preceding year to 
100 percent of enterprises' foreign exchange proceeds under current account. This move 
has in fact allowed these enterprises to retain all of their foreign exchange proceeds in 
their accounts and thus has solved the problem of insufficient quota for above-
mentioned current account transactions.

The policy on import payment and export proceeds verification adjusted to promote the 
development of foreign trade. First, the administration of export proceeds verification 
was improved. The promulgation of Measures on the Administration of Export Proceeds 
Verification and the detailed rules for its implementation has introduced three classified 
ways of regulation, namely case-by-case verification, batch verification and automatic 
verification. The universal application of Export Proceeds Verification and Reporting 
System has also improved the efficiency of verification. Second, the administration of 
export proceeds verification under the item of factoring was rectified. For those 
factoring involving financial services with no recourse, exporters could go through the 
procedures of verification by the amount of financed funds beforehand. Third, following 
the abolition of prior recording requirement on three kinds of import payments in 2002, 
such requirements on three other items were lifted to further simplify import payment 
verification procedures, namely advance payment made in carrying trade, payment for 
goods used in overseas projects and advance payment of a high ratio or value. Fourth, 
the inspection of foreign exchange purchase and payment for advance payment was 
simplified to reduce enterprises' operational cost. Enterprises were permitted to 
purchase up to a maximum of US$200,000 for advance payment without presenting a 
letter of guarantee compared with US$30,000 previously. The procedures of foreign 
exchange purchase for advance payment by multinational companies were standardized, 
so were such procedures for advance payment under the item of processing trade with 
imported materials. Fifth, the Network of Inspection of Import Declaration Forms was 
upgraded to improve the computerization level of import payment verification. 

The limit for foreign exchange purchase per resident individual raised and the scope of 
activities eligible for purchase enlarged. The directive limit for foreign exchange 
purchase by resident individuals for private purposes was raised from US$2,000 
(US$1,000 for travel to Hong Kong and Macao) per person to US$3,000 for overseas 
travel shorter than half a year and US$5,000 for overseas travel longer than half a year 

Foreign Exchange Administration under Current Account



(inclusive) respectively. The maximum amount of purchase by individuals having 
real needs but not going abroad was also raised to US$3,000. The scope of 
students eligible for purchasing foreign exchange for study abroad at own expense 
was expanded to cover all students rather than only those who study courses 
above preparatory college level previously. The foreign exchange advance due to 
overdraft with foreign currency bankcards for resident individuals' consumption 
abroad was allowed to be repaid by purchasing foreign exchange later. Moreover, 
individuals travelling to all officially approved border travel destination were 
permitted to purchase foreign exchange compared with only those travelling to 
Heilongjiang, Inner Mongolia and Xinjiang according to previous regulations.

The policies concerning carrying foreign currency into and out of the border by 
residents and non-residents adjusted and unified to meet normal needs of 
individuals.  According to the new regulations,  resident and non-resident 
individuals carrying foreign currency less than US$5,000 inclusive or equivalent 
out of the border need not declare to the Customs, otherwise, they must declare. 
When carrying foreign currency more than US$5,000 or equivalent out of the 
border, resident or non-resident individuals must also apply for the Permit of 
Carrying Foreign Currency Abroad from banks or SAFE offices. When carrying 
foreign currency more than US$5,000 or equivalent into the border, individuals 
must declare to the customs. At the same time, payment instruments denominated 
in foreign currency are no longer subject to inspection at the Customs. 

The administration of foreign exchange purchase and payment for non-trade 
purposes improved to facilitate the normal operation of enterprises. First,  in 
respect of foreign exchange purchase and payment for non-trade purposes not 
clearly defined in the existing foreign exchange regulations, an amount-based 
assignment of authority was set forth and the documents needed were clarified. 
For an amount of up to US$50,000 inclusive, foreign exchange purchase and 
payment could be conducted directly with the banks. For an amount of above 
US$50,000, foreign exchange purchase and payment shall acquire approval from 
SAFE offices. Second, pilot programs concerning multinational company's foreign 
exchange purchase and payment for certain non-trade purposes were carried out in 
Beijing, Shanghai and Shenzhen where regional headquarters of multinational 
companies concentrated.  After going through the authenticity verification,  
qualifying multinational companies and their domestic affiliates are allowed to 
use foreign exchange in their accounts or purchase by renminbi to make payments 
to their overseas headquarters or affiliates for advanced or apportioned expenses. 

The foreign exchange administration concerning border trade regulated to 
promote the economic and trade development of border areas.  Enterprises 
engaging in border trade were allowed to use different kinds of currencies such as 
a convertible currency, a neighboring country's currency or renminbi for pricing 



and settlement. Export proceeds denominated in such currencies could be used for 
ver i f ica t ion.  Funds  t ransferred  through domest ic  bank accounts  could  a lso  be   
accepted for verification. Commercial banks at the border areas were encouraged to 
establish correspondent bank relationship with neighboring countries'  banks in 
order to set up a direct channel for settlement.

In 2004, the general ideas governing foreign exchange administration under current 
account are: first, to continue fulfilling the commitment of convertibility under 
current account to satisfy reasonable needs of foreign exchange for current account 
purposes; second, to monitor foreign exchange inflows and outflows equally in 
order to maintain balance of payments in equilibrium; third,  to research the 
establishment of classified regulatory system over enterprises and to put into force 
the methods of total supervision and afterwards inspection. The SAFE will further 
improve import payment and export proceeds verification, promote the reform of 
administration over foreign exchange account opened for current account purposes, 
perfect foreign exchange administration over service trade, facilitate the foreign 
exchange purchase and sale by multinational companies for current account 
transactions, better foreign exchange administration over resident and non-resident 
individuals ,  and s tandardize the administrat ion of  payment  instruments  
denominated in foreign currency.

Export Proceeds Verification System

The export  proceeds ver i f icat ion system establ ished on January 1st ,  1991 is  a  regulatory system for  ver i fying the receipt  
of  foreign exchange based on the value of  exported goods.  Under  this  system, exporters  present  the Export  Proceeds 
Verif icat ion Form to the Customs before export ing,  go through the procedures  of  ver i f icat ion af ter  receipt  of  foreign 
exchange proceeds,  and then apply for  tax drawback to  the tax authori ty.  Since i ts  es tabl ishment ,  this  system has been 
improving gradual ly  and playing a  posi t ive role  in  monitor ing foreign exchange receipts  by enterpr ises .

At  the  beg inn ing  of  the  es tab l i shment ,  due  to  the  t echnolog ica l  res t r i c t ions  there  was  no  e ffec t ive  channe l  fo r  
exchanging information among the SAFE, the Customs and the tax authori ty,  and the whole system was based on the 
paper  documents  re layed manual ly  by  expor ters .  Therefore ,  some expor ters  can  take  advantage  of  th is  regula tory  
loophole ,  which  became severe  s ince  1998 ,  to  evade  repa t r ia t ion  of  the i r  expor t  p roceeds  by  fo rg ing ,  a l t e r ing ,  
embezzl ing and unlawful ly  using the ver i f icat ion form and customs declarat ion form,  or  making a  fa lse  report  of  the loss  
of  ver i f icat ion form.

In 2001,  the SAFE and the General  Adminis t rat ion of  Customs (GAC) joint ly  developed the Export  Proceeds Verif icat ion 
System, a  sub-system of  the Electronic  Law Enforcement  Network at  the Customs,  which establ ished electronic  records 
on Export  Proceeds Verif icat ion Forms and Export  Declarat ion Forms at  the publ ic  data  warehouse of  the China E-port .  
This  move real ized the shar ing of  e lectronic  information among adminis t ra t ive agencies ,  which had not  only improved 
regula tory  e ff ic iency  and  reduced  t ime lag  but  a l so  e l imina ted  the  regula tory  loophole .  Never the less ,  due  to  the  
technological  res t r ic t ions of  banks the information concerning foreign exchange proceeds had not  been included.

In  2002 ,  the  SAFE deve loped  a  sys tem ca l led  Expor t  Proceeds  Ver i f ica t ion  and  Repor t ing  Sys tem by  which  the  
electronic  information of  export  proceeds could be acquired from banks while  export  declarat ion information could be 
acquired from the Electronic  Law Enforcement  Network at  the Customs.  To coordinate  with the universal  appl icat ion of  
this  system, the SAFE promulgated Measures  on the Adminis trat ion of  Export  Proceeds Veri f icat ion  and the detai led 
rules  for  i ts  implementat ion in  2003.  As a  resul t ,  the  adminis t rat ion of  export  proceeds ver i f icat ion has  been improved 
in  two aspects .  Firs t ,  the  mode of  export  proceeds ver i f icat ion has  been changed.  The authent ic i ty  inspect ion and export  
proceeds ver i f icat ion are  now done by comparing the information of  export ing goods and receiving funds reported by 
exporters  with the information on export  proceeds and customs declarat ion that  SAFE acquired from the Export  Proceeds 
Verif icat ion and Report ing System. Second,  c lass if ied adminis t ra t ion based on different  s i tuat ions of  exporters  has  been 
introduced.  Apart  f rom retaining the previous case-by-case ver i f icat ion,  two new methods of  adminis t rat ion,  namely 
ba tch  ver i f i ca t ion  and  au tomat ic  ver i f i ca t ion ,  have  been  pu t  in to  opera t ion .  However,  the  qua l i ty  o f  bas ic  da ta ,  
t imel iness  of  data  t ransfer  and hardware of  the system st i l l  need fur ther  improvement .

Box



Foreign Exchange Administration under Capital Account
The reform of foreign exchange administration on overseas investment deepened to 
support the implementation of "going global" strategy. First, the pilot program of 
foreign exchange administration on overseas investment was extended to another 8 
areas, causing the total number of pilot areas up from 6 to 14 and the total quota 
approved for foreign exchange purchase up to US$1.9 billion. Second, the examination 
procedures on the sources of foreign exchange for overseas investment were simplified. 
The number of documents needed to present for inspection decreased from 11 to 5. 
Moreover, the deposits surrendered as guarantee for repatriation of profits in previous 
years were paid back to enterprises collectively. Third, the maximum amount of foreign 
exchange for overseas investment which could go through the examination procedures 
on sources at SAFE branches in the pilot areas was raised from US$1 million to US$3 
million. On approval from local SAFE branches, investors in the pilot areas could also 
remit a portion of their funds abroad prior to the establishment and registration of 
overseas company as start-up capital. According to statistics, in the year of 2003, SAFE 
branches had handled 461 applications for examination of sources of foreign exchange 
and registered 290 overseas investments, resulting in a volume of foreign exchange 
purchase for overseas investment of US$273 million. Fourth, annual joint inspection of 
enterprises investing outward was carried out for monitoring and statistics of the flow 
and stock of overseas investment. 

The qualified foreign institutional investors (QFIIs) system implemented steadily to 
promote the orderly opening-up of capital markets. The year of 2003 was the first year 
the QFII system was put into actual operation. By the end of year, 11 domestic 
commercial banks had been approved by the China Securities Regulatory Committee 
(CSRC) and the SAFE as custodian banks of QFIIs, among which 7 are Chinese-funded 
and 4 foreign-funded. 12 foreign institutions had been approved as QFIIs. Ten of them 
had been given investment quotas amounting to US$1.7 billion by the SAFE, of which 
US$ 1.088 billion had been remitted into China.

Pilot program carried out concerning the verification of interest and expense payments 
in relation to foreign exchange loans extended by domestic foreign-funded banks. At 
present, foreign exchange loans extended by domestic foreign-funded banks to domestic 
enterprises are still supervised as external debts for which prior approval from SAFE 
offices is required for interest and principal repayments. The SAFE has authorized its 
branches in Shanghai, Shenzhen, Guangdong and Tianjin to simplify the procedures of 
verification concerning interest and expense payments within their locality. In these 
areas, foreign-funded banks could verify and handle interest and expense payments for 
their foreign exchange loans directly.

Foreign exchange administration on foreign direct investment clarified and standardized, 
joint inspection of foreign-funded enterprises also strengthened. In line with the new 
characteristics and trends of foreign direct investment, the SAFE specified the principle



of administration over foreign direct investment not involving the establishment of an 
enterprise, broadened the means and sources of capital contribution, standardized 
foreign investors' acquisition of shares of domestic enterprises, and clarified the 
administration on domestic investment by non-holding foreign-funded enterprises and 
on enterprises with foreign investors' capital contributions less than 25 percent. From 
the year of 2003, foreign-funded enterprises are required to provide a Form of Foreign 
Exchange Receipts and Payments to SAFE offices with an aim to improving the annual 
joint inspection. The form contains detailed and complete information on the 
enterprise's external credits, debts and balance between foreign exchange purchase and 
sale. It is useful for the supervisory authority to gain more systematic knowledge 
concerning foreign-funded company's foreign exchange receipts and payments.

Foreign exchange administration with regard to overseas listing further improved, 
foreign exchange administration over fund management companies with foreign 
shareholding also standardized. On the basis of the foreign exchange registration 
requirement concerning overseas listed shares implemented in 2002, the scope of 
registration was further clarified. The types of fees and means of payment were also 
standardized. Moreover, Circular on Foreign Exchange Administration of Fund 
Management Companies with Foreign Shareholding promulgated by the SAFE 
specified rules concerning opening procedures of foreign exchange accounts by the 
companies, scope of credits and debits to the accounts, foreign exchange sale and 
foreign exchange purchase and payment, etc. Sale of foreign capital and outward 
remittance of profits and dividends by fund management companies with foreign 
shareholding required prior approval from local SAFE office.

In 2004, the general idea governing foreign exchange administration under capital 
account is to strengthen foreign exchange administration under capital account with a 
view to maintaining balance of payments in equilibrium, promoting orderly flow of 
funds and steadily pushing forward the process toward renminbi convertibility. 
Cooperating with related government departments, the SAFE will make further efforts 
in the following aspects: to study the policy of unifying regulations over Chinese-
funded banks and foreign-funded banks in terms of external debts and foreign exchange 
loans, to relax the restrictions on transfer of assets by emigrants and transfer of 
legacies by non-residents to a reasonable degree, to conduct research on qualified 
domestic institutional investors (QDIIs) system, to research the issue of renminbi 
denominated bond offerings by high-rating international entities, to push further the 
pilot reform of foreign exchange administration on overseas investment, and to 
optimize foreign exchange administration over foreign direct investment.

Current Status of the Convertibility of Renminbi under Capital Account

The convert ibi l i ty  of  renminbi  under  capi ta l  account  and then ful l  convert ibi l i ty  are  the long-term goals  of  the 
reform of  foreign exchange adminis t rat ion in  China.  In  1996,  China had real ized the convert ibi l i ty  of  renminbi  
under  current  account .  With the development  of  economy and the deepening of  reform and opening-up to  the outs ide 
world,  the convert ibi l i ty  of  renminbi  under  capi ta l  account  has  been s teadi ly  advanced and real ized par t ia l ly.  Of al l  
the IMF categories  of  capi ta l  account  t ransact ions,  in  China near ly  half  of  the capi ta l  account  t ransact ions are  not  
res t r ic ted or  l ight ly  res tr ic ted,  some 30 percent  more res tr ic ted,  and less  than 20 percent  t ight ly  res tr ic ted by now. 
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In 2003 the SAFE took effective measures, on the one hand, to strengthen supervision 
on foreign exchange receipts and payments of various financial institutions such as 
banks, securities companies, insurance companies and so on and regulate their foreign 
exchange operations; on the other hand, to facilitate the development of financial 
institutions and enhance the competitiveness of such institutions.

Improving the supervision on the foreign exchange business of banks to regulate and 
facilitate banks' operations

Regulating and encouraging the development of foreign currency bankcards. Under the 
current system of foreign exchange purchases and sales, the SAFE specified and 
consummated the administrative policies of foreign currency bankcards. The SAFE 
regulated the business of domestic bill receiving for overseas issued bankcards, the 
scope of overseas use of domestically issued foreign currency bankcards, the overdraft 
and repayment with domestically issued foreign currency bankcards, the reporting 
system of large receipts and payments with domestically issued foreign currency 
bankcards and statistics of transactions with foreign currency bankcards. As for the 
foreign exchange advances due to overdraft with domestically issued foreign currency 
bankcards, according to the principle of renminbi convertibility under current account, 
cardholders are permitted to pay back with foreign cash, foreign exchange in their 
accounts or purchased by renminbi on condition that the cardholders can present the 
relevant transaction bills offered by the issuer. 

Regulating the business of foreign currency exchange agents. The PBC promulgated 
Provisional Measures on the Administration of Currency Exchange Agents, which 
regulated the market access procedure and operational behavior of such agents. Banks 
were required to sign agreements with the currency exchange agents and report to local 
SAFE branches for the record when authorizing the agents to operate currency exchange 
business. Banks should concretely fulfill their regulatory responsibility over the 
authorized currency exchange agents. Currency exchange business by such agents was 
restricted to a one-way exchange of individuals' banknote and traveler's checks in 
convertible currencies into renminbi.

Regulating and pushing forward the business of overseas remittance. Qualified overseas 
branches of the Industrial and Commercial Bank of China, Agricultural Bank of China, 
Bank of China and China Construction Bank are entitled to pilot the business of inward 
remittance with advanced sale of foreign exchange by overseas individuals. If an 
overseas remitter asks a payment in renminbi to a domestic remittee when remitting 
foreign exchange through the overseas branch, the branch can convert the foreign 
exchange into renminbi according to the exchange quotation of that day and remit the 
foreign exchange inward. The domestic bank therefore can directly pay the remittee in 
renminbi according to the value already converted by the overseas branch.

Supervision on Foreign Exchange Business of Financial Institutions



Allowing foreign-funded banks to open special-purpose renminbi cash accounts for 
foreign exchange purchases and sales. With the acceleration of financial industry’s 
opening-up after China’s entry into the WTO, the customer limitation for foreign 
exchange purchases and sales of foreign-funded banks has been relaxed. Besides the 
foreign-funded enterprises, Chinese-funded enterprises and individuals have become 
new customers to the foreign-funded banks. However, the current special-purpose 
renminbi accounts for foreign exchange purchases and sales of foreign-funded banks 
can only deal with the renminbi settlements with the enterprises. To guarantee the 
normal business of foreign exchange purchases and sales between foreign-funded 
banks and individuals, the PBC allow foreign-funded banks qualified to operate 
foreign exchange purchases and sales but unqualified to operate renminbi business to 
open special-purpose renminbi cash accounts in domestic commercial banks for the 
renminbi settlements with individuals.

Exploring the off-site supervision philosophy on foreign exchange receipts and 
payments of banks. Summarizing the historical experience of foreign exchange 
supervision on banks and basing upon the current condition, the SAFE has pushed 
forward the study on and establishment of the off-site supervisory system on foreign 
exchange receipts and payments of banks. The philosophy and operational framework 
of the off-site supervision have basically been defined and the supervision index 
system and related regulations have been put forward, which laid a foundation for the 
implementation of off-site supervision. 

Besides, the SAFE has set about to check up the administrative procedures for market 
access of banks’ foreign exchange purchases and sales and to study the amendment of 
relevant regulations in order to keep up with the changes in the banking regulatory 
system.

Regulating foreign exchange receipts and payments of insurance companies

Since the implementation of Provisional Rules on Foreign Exchange Administration of 
Insurance Business in 2002, the SAFE has consummated related policies step by step, 
and pushed the administration for foreign exchange business of insurance companies 
into a stage of all-round regulation and administration. By the end of 2003, 41 
insurance companies had got the go-ahead from the SAFE to operate foreign exchange 
business.

Regulating the cross-border reinsurance activities of domestic insurance companies. 
Domestic insurance companies with the qualification of foreign exchange reinsurance 
are allowed to cede abroad their renminbi and foreign exchange insurance undertaken 
in China and to purchase foreign exchange to pay the reinsurance premium for 
qualified domestic renminbi insurance. The measures help to improve the reinsurance 
capacity of domestic insurance companies and to protect the interests of policyholders. 



Permitting insurance companies to operate domestic inter-financial institution 
borrowing and lending in foreign currency. Domestic insurance companies with relevant 
qualifications are allowed to participate in the inter-financial institution borrowing and 
lending in foreign currency through the China Foreign Exchange Trade System, which 
will increase the liquidity of insurance companies’ foreign exchange capital and 
improve their foreign exchange solvency. 

Regulating specific operations of insurance-related foreign exchange business. 
Operational Rules on Insurance-related Foreign Exchange Administration was 
promulgated. Specific operations of insurance companies and banks for various foreign 
exchange businesses are detailed in accordance with regulations on insurance-related 
foreign exchange supervision and administration.

Facing the trend of insurance market’s continuous opening-up, the SAFE will continue 
to set up and improve the administrative mechanism for insurance-related foreign 
exchange business in 2004, improve the statistics of, and monitor for, insurance-related 
foreign exchange funds, and further study the expansion of investment channels for 
foreign exchange funds of insurance companies to promote the sound development of 
insurance-related foreign exchange business. 

The Development and Administration of Foreign Currency Bankcards in China

With the development  of  China’s  economy and f inance and the booming of  external  contacts  the foreign currency 
bankcards,  payment  instruments  that  are  secure,  fas t ,  and convenient  to  be used overseas ,  have developed rapidly.

In order  to  fur ther  regulate  and encourage the development  of  foreign currency bankcards ,  the SAFE promulgated 
Circular  on the  Adminis trat ion of  Foreign Currency Bankcards  in  2003.  The es tabl ished bas ic  pr inciples  are  as  
fol lows:  f i rs t ,  current  account  payments  such as  consumption by individuals  who go abroad for  pr ivate  purpose,  
t ravel l ing expenses  for  business  and so on are  a l lowed to  be paid with domest ical ly  issued foreign currency bankcards ,  
but  payments  of  other  t ransact ions are  not ;  second,  cardholders  can choose to  pay back the overdraf t  under  normal  
overseas  t ransact ions by their  own foreign exchange or  by purchase with renminbi ;  third,  a  cei l ing is  set  to  overseas  
cash withdrawal  with foreign currency bankcards;  fourth,  report ing is  required for  overseas  large-sum cash withdrawal  
and consumption with foreign currency bankcards .

The pol icy plays an act ive role  in  promoting the development  of  China’s  foreign currency bankcards .  Besides  the 
ex is t ing  seven  i ssuers  o f  Bank  of  China ,  Indus t r ia l  and  Commerc ia l  Bank  of  China ,  China  Cons t ruc t ion  Bank,  
Agricul tural  Bank of  China,  Bank of  Communicat ions,  Guangdong Development  Bank and China Merchants  Bank,  
three new issuers  of  CITIC Industr ia l  Bank,  Shanghai  Pudong Development  Bank and Shanghai  Bank emerged in  2003.  
The above ten banks al together  had issued 2.6 mil l ion foreign currency bankcards  by the end of  2003,  with an increase 
of  1 .84 mil l ion than that  of  the end of  November 2002.  The overseas  cash withdrawal  and consumption with foreign 
currency bankcards  amounted to  5 .26 mil l ion bi l ls  with a  sum of  US$966 mil l ion in  2003,  while  f rom January to  
November,  2002,  the relevant  volume was 2.32 mil l ion and the sum totaled US$658 mil l ion.  

In  order  to  def ine the scope of  the use of  domest ical ly  issued foreign currency bankcards  and faci l i ta te  banks’ 
examinat ion for  legal i ty  of  overseas  t ransact ion,  the SAFE sets  res t r ic t ions and bans on the t ransact ions under  the 
i tem of  t rade and capi ta l  account  and forbidden by nat ional  laws by screening category codes of  commercial  f i rms.  
Banks should also prepare relevant  faci l i t ies  in  the foreign currency bankcards  system to guarantee the normal  and 
legal  overseas  use of  foreign currency bankcards .

Box



Exploring to improve foreign exchange administration of securities companies and 
other non-bank financial institutions

In order to keep up with the opening-up of China's capital market, the SAFE continued 
to study and amend securities-related foreign exchange regulations in 2003. The SAFE 
and concerning administrative bodies have made definite the responsibilities for each 
other after times of communications. On the above basis the SAFE, after preliminary 
researches, has drafted administrative regulations for the foreign exchange business of 
securities companies, which regulate the relevant business in an all-round way. By the 
end of 2003, 102 securities companies had got the go-ahead from the SAFE to operate 
foreign exchange business.

To further strengthen the foreign exchange administration for non-bank financial 
institutions such as trust & investment companies, finance companies and financial 
leasing companies, the SAFE drafted foreign exchange regulations for the three kinds 
of institutions after researches and broad consultation with relevant parties. The 
regulations mainly deal with administration for foreign exchange capital, foreign 
exchange accounts and foreign exchange operations.

In 2004 the SAFE will promulgate the regulations for the foreign exchange business of 
securities companies, trust & investment companies, finance companies and financial 
leasing companies, and strengthen supervision and administration according to the 
regulations.



Rectifying and Regulating Foreign Exchange Market

In 2003, focusing on rectifying and regulating foreign exchange market, the SAFE 
intensified the professional spirit of “improving administration through inspection, and 
promoting service through inspection” made a further integration of on-site examination 
with off-site inspection, and took effective measures to maintain a good order of foreign 
exchange market.

In 2003, the total number of cases involving illegal foreign exchange transactions that 
have been investigated and dealt by the SAFE was 3,472, of which, 3,436 cases have 
been closed. The amount of fines accumulated to RMB81 million, with the fines and 
confiscation collected accumulating to RMB76 million. And the major work 
accomplished in 2003 as follows:

Clampdown on such illegal foreign exchange transactions as “underground money shops” 
reinforced. In 2003, in further collaboration with the Ministry of Public Security, taking 
advantage of the Joint Office on Combating Nationwide Illegal Foreign Exchange 
Transactions, the SAFE focused on the crackdown on harmful dens of illegal foreign 
exchange trading and “underground money shops” in major regions. In the whole year, 
it took more than 2,614 person-times to participate in the inspection, with 150 suspected 
offenders seized and 24 dens and “underground money shops” destroyed. The SAFE 
also succeeded in destroying a passel of large-scaled “underground money shops” in 
Fujian, Guangdong, Heilongjiang and Beijing, with striking a heavy blow to the illegal 
traders’ swollen arrogance.

Special inspection over foreign exchange receipts and sales of designated foreign 
exchange banks. In the second half of 2003, the SAFE launched a special compliance 
inspection over foreign exchange receipts and sales of designated foreign exchange 
banks. The inspection and timely punishment of transactions violating foreign exchange 
regulations has deterred the inflows of speculative funds, and helped the SAFE get the 
information of the compliance of banks’ foreign exchange receipts and sales and laid a 
solid foundation for analyzing current foreign exchange influx and improving relevant 
policies.

Foreign exchange operations of designated banks regularized. In 2003, the SAFE 
organized compliance inspections over the foreign exchange operations of 4 designated 
Chinese-funded foreign exchange banks. After the inspection, the SAFE penalized a 
bank with significant violations by means of fines, responsibility ascertainment of main 
principals, notification within the banking industry and follow-up check over the bank’s 
corresponding rectification.

The responsibilities of anti-money laundering undertaken in an all-round way. In 2003, 
the SAFE adopted a series of policy measures for the sake of the implementation of 
Measures on the Administration of Reporting by Financial Institutions of Large-sum and 
Suspicious Foreign Exchange Transactions. The SAFE also launched pilot program on 



extracting data related to large-sum and suspicious foreign exchange transactions from 
the banks’ core database such as original accounting database, strengthened 
coordination and cooperation with the People’s Bank of China, the Ministry of Public 
Security and took joint actions for some important clues, intensified anti-money 
laundering training for staff of SAFE offices and banks and enhanced communication 
with the anti-money laundering departments of international organizations including 
the International Monetary Fund and the World Bank. By the end of 2003, the number 
of large-sum and suspicious foreign exchange transactions reported to the SAFE by 
designated foreign exchange banks nationwide was 2.65 million, with the amount 
reaching US$661.8 billion. Therefore, a preliminary anti-money laundering mechanism 
in terms of foreign exchange has been established.

The infrastructure construction for foreign exchange inspection strengthened. The 
development of the Management Information System of Foreign Exchange Inspection 
further enhanced the level of foreign exchange inspection. Meanwhile, special training 
in such aspects as anti-money laundering for officials in charge of foreign exchange 
inspection was intensified.

The establishment of foreign exchange market credit system proactively advanced. In 
accordance with the spirit of national working conference on rectifying and regulating 
market economic order, the SAFE formulated a five-year plan for the establishment of 
foreign exchange market credit system, which has laid a solid foundation for further 
development. Currently the SAFE is one of the important contact agencies of the 
Leading Office on Rectifying and Regulating Market Economic Order Nationwide in 
terms of establishing social credit system.

Foreign Exchange Market Credit System

Foreign exchange market credit  system mainly includes:  a perfect  legal framework for foreign exchange 
administration, standardized administrative enforcement and internal control system, expedite channels of policy 
dissemination and feedback, efficient management system of foreign exchange market credit information, connected 
credit information sharing system, scientific credit evaluation, rewards and punishment system, and strict punishment 
mechanism against default.

The general target of the establishment of a sound foreign exchange market credit system set by the SAFE in the near 
future is as follows: under the guidance of the overall objective of the reform of foreign exchange administration, 
which is to improve foreign exchange administration under current account and to advance capital  account 
convertibility steadily and gradually, change the pattern of administration and strengthen the supervision over 
financial institutions so as to realize ex-post surveillance and indirect administration, take both pro-active and 
preventative measures to tackle problems either on the surface or at the root, establish the framework and operational 
mechanism for the foreign exchange market credit system step by step, and finally formulate an honest, reliable and 
compliant foreign exchange market credit system. 

Box



Special Inspection over Foreign Exchange Receipts and Sales of Designated Foreign Exchange Banks 

To fully understand the foreign exchange capital flows into China and the effectiveness of existing foreign exchange 
administrative polices, and to command the changes and trends in the balance of payments developments, from 
September to November 2003, the SAFE launched a special inspection over the foreign exchange receipts and sales 
conducted by designated banks in the first half of 2003.

After the head offices of all designated foreign exchange banks conducted self-inspection over their 10,300 branches 
and sub-branches having foreign exchange business, the SAFE and its branches launched on-site examination on the 
head offices of 22 designated banks and 1,143 branches and sub-branches subordinated to them. The on-site 
examination involved 2.56 million transactions of foreign exchange receipts amounting to US$85.4 billion and 3.83 
million transactions of foreign exchange purchases amounting to US$2.2 billion, covering almost 80 percent of the 
total transactions currently conducted by banks for the corresponding period.

During the inspection, violations committed by some designated banks and enterprises in their foreign exchange 
operations were found, such as misbehaviors in the banks’ foreign exchange receipts and sales business, illegal 
behaviors in the domestic foreign exchange transfer business,  extending renminbi loans pledged with foreign 
exchange funds to Chinese-funded enterprises without approval, non-compliance with related regulations on export 
verification, non-compliance with regulations on opening and using foreign exchange accounts, inaccuracy in balance 
of payments reporting and statistics of foreign exchange sales and purchases, and non-compliance with large-sum 
foreign exchange transaction reporting system, etc.. The overall compliance of banks nevertheless has been improved. 
Through the special inspection, the SAFE found out the basic situation of the operations of foreign exchange receipts 
and sales conducted by designated banks and got to know the channels and scale of foreign exchange capital inflows, 
which laid a solid foundation for extending inspection and improving foreign exchange administrative policies in the 
future.

Box



In 2003, China's foreign exchange reserves kept a rapid rising by US$116.844 billion or 
a growth by 40.8 percent to US$403.251 billion by the year-end, with the margin of 
increase hitting a record high. 

The international financial market experienced violent fluctuations in 2003 due to the 
imbalance of the economic recovery in major developed countries. The US dollar 
depreciated dramatically. The euro appreciated by 20 percent against the US dollar from 
the end of 2002 to the end of 2003, with the exchange rate setting a record high. The 
green back plumped through the support line against the Japanese yen, ending up with a 
9.5 percent depreciation at the year-end. The major bond markets put the interest rates 
to one bottom after another. The yields of 10-year treasury bonds of the United States, 
Germany and Japan each hit its 45-year low in June, but soared afterwards. All in all, 
the market fluctuated acutely. 

Though facing the complex and volatile international market and the investment 
pressure brought by additional large reserves, the SAFE has pushed the management of 
foreign exchange reserves in normalization, specialization and internationalization to a 
new stage. They satisfactorily accomplished the annual investment task by gaining a 
handsome return on the basis of security and liquidity. 

Various operational activities carried out with PIBM at the core. To counter the US 
dollar's continued depreciation in the foreign exchange market the SAFE strengthened 
the monitor and study on the exchange rate, accurately grasped the trends of exchange 
rate and actively optimized the currency structure. Facing the bond market characterized 
by a low interest rate and a steep yield curve the SAFE took advantageous opportunity 
to adjust the asset structure and term structure rationally and effectively improved the 
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profitability of the assets. Meanwhile, the SAFE further diversified the investment,  
boosted active operations, strove to tap managerial potentials, continued to expand 
repurchase transactions and bond offerings, and vigorously exploited new products and 
new market.
  
The investment operational procedure further improved around PIBM. First, facing the 
complex and volatile condition of international politics, economy and finance, the 
SAFE strengthened relevant research and preliminarily set up a systematic analysis 
framework. Second, the SAFE strengthened the mechanism of Risk Management 
Committee so as to trace, analyze and control credit risk, market risk and operational 
risk promptly. Third, the SAFE effectively controlled the general risk of reserve 
management by fully revising the investment guideline, amending and improving 
relevant rules and regulations, strengthening internal audit and further improving 
investment and operational management. Fourth, in order to improve the assessment 
system and ameliorate methodology of performance evaluation, the SAFE set up 
comprehensive means to assess the present return and future profitability of the asset, 
which accurately reflected the actual performance of each investment department.

Team construction vigorously enhanced to guarantee the stability and development of 
reserve management team. The SAFE took various effective means to strengthen 
personnel training such as education by foreign universities, professional training by 
foreign banks and participation in symposium and seminars. The SAFE also actively 
improved the human resource management, preliminarily established an all-round 
quantified assessment system and ameliorated the stimulating and binding mechanism.



Improvement of Rules and Regulations for Foreign Exchange Administration
Administrative License Law implemented in an all-round way, and the reform of 
administrative approval system advanced

Existing administrative approval items further cleaned up with some being cancelled 
afterwards, and administrative functions transformed. According to the overall 
arrangement of the State Council on the reform of administrative approval system, the 
SAFE cancelled another 6 administrative approval items on the basis of 20 
administrative approval items being cancelled in 2002, and publicized the follow-up 
supervision measures. After the promulgation of Administrative License Law, the SAFE 
screened and reviewed existing administrative approval items once again, decided to 
take advantage of market rules and means and cut as many administrative approval 
items as possible, especially for those items that can be regulated by market competition 
mechanism, and shifted from direct administration of enterprises to indirect 
administration via banks, and from focusing solely on administration to focusing on 
both administration and service.

Legal basis for existing administrative approval items examined, and follow-up 
supervision over administrative approval items reinforced. According to Administrative 
License Law, the SAFE screened the legal basis, prescribed conditions, procedures and 
vouchers/certificates for existing foreign exchange administrative approval items, 
speeded up the pace of adjusting and amending those administrative approval items 
inconsistent with Administrative License Law in terms of content and the effectiveness 
of legal basis, simplified the procedures of approval, and further standardized relevant 
operational procedures. Meanwhile, the SAFE also strengthened supervision to prevent 
additional administrative approval items by means of issuing new regulations on foreign 
exchange administration, so as to ensure the reform of administrative approval system.

Great efforts made to innovate and improve legislation for foreign exchange 
administration

Reform strengthened to satisfy various market entities' demand. With the development 
of the socialist market economy, the economic demand of different market entities has 
become more and more diversified and complicated. On the basis of in-depth 
investigation, making full use of the initiatives, innovation and guiding functions of the 
legislation, the SAFE further reformed foreign exchange policies such as canceling the 
approval for sales of foreign exchange capital by foreign-funded enterprises, allowing 
multinational companies to make payments to their overseas headquarters or affiliates 
for advanced or apportioned expenses, and raised the ceiling of foreign exchange 
accounts opened for current account purposes for some special enterprises. All these 
measures have satisfied the demands of various market entities and promoted their 
development.

Strengthening supervision of capital outflows and inflows to maintain the balanced 



development of national economy. In 2003, the SAFE reinforced full-course 
administration over both capital outflows and inflows. On the one hand, the SAFE 
improved monitoring of cross-border capital flows and management of foreign 
exchange capital inflows; on the other hand, based on the objective needs of economic 
development, reform and opening-up the SAFE also lifted restrictions on capital 
outflows stage by stage and steadily advanced the convertibility of renminbi under 
capital account so as to promote sound and balanced development of the internal and 
external economies.

Service incorporated into administration, and the operational environment for market 
entities improved. Foreign exchange administration is the unification of enhanced 
supervision and improved service. While strengthening supervision over various 
market entities' foreign exchange transactions and urging them to conduct business 
according to laws and regulations, the SAFE also made great efforts to better its 
service, simplify approval procedures, and enhance efficiency, such as adjusting the 
foreign exchange purchase policies for individuals and simplifying import and export 
verification procedures, which further facilitated the development of foreign trade and 
investment.

The establishment of legislation strengthened to enhance transparency and 
feasibility of lawmaking

The argumentation system for legislation improved. The SAFE established the 
argumentation system for draft of foreign exchange regulations. In the process of 
making foreign exchange regulations, the SAFE and its branches actively carried out 
argumentation for the draft and sought comments from relevant government 
departments, banks, enterprises and other institutions, enhanced the participation of 
the public and reinforced the feasibility and operationalization of the regulations.

The information feedback mechanism for legislation established. In order to track the 
enforcement and effectiveness of the foreign exchange regulations, find out problems 
and solve them in time, the SAFE set up the information feedback mechanism for the 
enforcement of foreign exchange regulations. For major foreign exchange regulations 

The SAFE's Second Set of Administrative Approval Items Cancelled

1. Approval of repaying domestic foreign exchange loans to local banks with self-owned foreign exchange of debtors
2. Approval of sales of foreign exchange capital for foreign-funded enterprises
3. Approval of registration of domestic foreign exchange loans for borrowers
4. Approval of annual inspection of foreign exchange receipts and payments regarding ocean fishery for ocean fishery enterprises
5. Approval of payment of over-standard outbound travel expenses to overseas from the foreign exchange accounts under the item  
    of inbound travel for travel agencies
6. Approval of foreign exchange purchase and making repayments outside its locality of registration by borrowers of domestic 
    foreign exchange loans
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and policies that have been issued, the SAFE collected comments and suggestions from 
all circles, and studied and evaluated them seriously, thereby to ensure that the 
regulations were well implemented. 

Perfecting information exchange with the public through various channels. Taking 
advantage of various channels including internet, press media and symposium, the 
SAFE acquainted itself with the difficulties, problems and suggestions of banks, 
enterprises and individuals in terms of daily foreign exchange activities, understood the 
demands of various economic entities in terms of foreign exchange administration. 
Based on the information the SAFE ameliorated legislation and policy-making, made 
due policy adjustments, and improved foreign exchange administration correspondingly.



IT Application

In 2003, based on the information technology (IT) development plans and supported by 
establishment of regulations, the SAFE focused on the construction of service platform, 
and developed the IT application work in terms of foreign exchange administration in 
an all-round way. 

Focusing on the construction of service platform. In 2003, the SAFE accomplished the 
overall layout of business demand for the "network business system for foreign 
exchange administration"; launched the software development and pilot programs for 
export reporting and verification via network (network export verification); popularized 
the Export Proceeds Verification and Reporting System nationwide and improved the 
processing of export verification data; completed the design, development and pilot 
programs of the IC card system for comprehensive administration of enterprises' foreign 
exchange business (stage I), and expanded the application scope of the system. 

Speeding up the construction of supervision platform. In 2003, the SAFE accomplished 
the key research of Foreign Exchange Information Management and Decision-making 
System of the State with such functions as data sharing, data checking and quantified 
analysis, which has enhanced the timeliness and accuracy of analysis on foreign 
exchange receipts and payments. The development of the information system for 
statistics and analysis of foreign exchange accounts realized the functions including 
compilation of report forms, statistics and analysis for data of foreign exchange 
accounts.

Improving office automation system and constructing internal information website. The 
SAFE upgraded its office automation system, enlarged its information capacity, 
increased confidentiality measures and standardized working procedures, which laid a 
solid foundation for realizing electronic transfer of documents. The SAFE also began to 
construct the internal information website, which will provide a platform for 
information distribution, sharing and communication among the SAFE, its branches and 
sub-branches.

Carrying on infrastructure construction, backbone network expansion and update. The 
backbone network is the information alternation centrum among SAFE offices and the 
key to smooth operations of the application system. Through the expansion and update 
of backbone net, the width of the backbone network and the exchange speed of core 
nodes were raised, the width bottleneck of data transmission was reduced, and the 
reliability and usability of backbone network was enhanced. The completion of 
principal projects of the backbone network has laid a solid foundation for the coming 
construction of the decision-making support system, related application system and 
multimedia application.

St rengthening the  es tabl ishment  of  regula t ions .  The formulat ion of  Provis ional  



Regulations on IT Project Management clarifies the work division and detailed 
procedures for construction of IT projects, which is helpful to standardize the 
management of IT projects and to make full use of all the IT resources of the SAFE, its 
branches and sub-branches. 

In 2004, according to the requirements of the plans for IT development, the SAFE will 
continue to focus on both service and supervision, make a breakthrough by conducting 
foreign exchange business via network, and tackle the key problem of constructing a 
service platform; improve office automation system and start using the internal 
information website; study and explore the platform and framework for foreign 
exchange supervision and regulation on the basis of data integration and reuse of 
information resources. 

Brief Introduction to Some Application Systems of the SAFE

Box

No. System Time of popula-
rization

Scope of Application Functions
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Statistical System for 
Foreign Exchange Sale 
and Purchase of Banks

1 9 9 5

The SAFE, its branches 
and sub-branches; head 
offices, branches and sub-
branches of designated 
foreign exchange banks

The SAFE, its branches 
and sub-branches; head 
offices, branches and sub-
branches of designated 
foreign exchange banks

The SAFE, its branches 
and sub-branches; head 
offices, branches and sub-
branches of designated 
foreign exchange banks

The SAFE, its branches 
and sub-branches; head 
offices, branches and sub-
branches of designated 
foreign exchange banks

The SAFE, its branches and 
sub-branches

The SAFE, its branches and 
sub-branches

The SAFE, its branches and 
sub-branches

The SAFE, its branches 
and sub-branches

Generating statistics of the foreign exchange sale and 
purchase data reported by banks on a ten-day/monthly basis, 
which is the channel of gathering data of foreign exchange 
sale and purchase by banks.

Generating statistics of BOP transactions which are 
conducted via banks and reported by banks. This system has 
provided technical support for the establishment of the 
International Transactions Reporting System (ITRS), and 
enhanced the completeness, accuracy, and timeliness of 
related data. 

Generating statistics of exchange transactions related to 
individuals inbound and outbound that take place in banks or 
at exchange agents. The system is an important means of data 
collection for balance of payments statistics.

Via the system, the SAFE receives information of export 
verification forms, customs declaration forms and 
information of enterprises in batches from the General 
Administration of Customs, and distributes the data to sub-
centres.

The SAFE, its branches and sub-branches collect, process 
and analyze the information of foreign exchange accounts, 
thereby to monitor capital flows effectively via foreign 
exchange accounts.

The SAFE, its branches and sub-branches fulfill export 
verification and relevant statistics and analysis. Through the 
system, the SAFE, its branches and sub-branches can obtain 
information of export proceeds and export declaration at 
Customs, realize electronic check with the information 
reported by enterprises, and go through authenticity 
examination and verification, which is propitious to 
enhancing the efficiency of verification and promoting the 
development of enterprises. 

Used for external debt registration, statistics and monitoring, 
analysis and early warning, this system is the technical basis 
for external debt statistic and monitoring.

The SAFE, its branches and sub-branches fulfill 
administration and statistics of foreign exchange purchase 
business by domestic resident individuals via the system, and 
banks conduct foreign exchange sale business for domestic 
resident individuals through the system. It was the first real-
time network business system connected with banks that was 
developed by the SAFE. The system is favorable for lifting 
the restrictions on banks' conducting foreign exchange sale 
business for individuals, preventing duplicate foreign 
exchange purchase by individuals and realizing cross-
locality foreign exchange purchase.

Statistica and 
Monitoring System for 
Balance of Payments 

Statistical and Reporting 
System for Exchange 
Business 

Statistical and 
Monitoring System 
for External Debt 

Management 
Information 
System for Foreign 
Exchange Purchase 
by Domestic 
Resident 
Individuals 

System for Batch 
Exchange of 
Export Verification 
Data

Management 
Information System for 
Foreign Exchange 
Accounts 

Export Proceeds 
Verification and 
Reporting System

1 9 9 6

1 9 9 8

2 0 0 2

2 0 0 2

2 0 0 2

2 0 0 3

2 0 0 3



Pursuant to the focuses of its foreign exchange administration work, the SAFE sent 
quite a few missions for investigation and training overseas in 2003 so as to widely 
draw on foreign experiences in financial and foreign exchange surveillance. In the 
meantime, it received visits from international and foreign organizations and 
disseminated China's foreign exchange policies.

   

Disseminating China's foreign exchange policies to the international community. As 
China adjusted its foreign exchange policies with greater force in recent years, the 
international community has shown much concern and visits of overseas organizations 
have increased remarkably. In 2003, the SAFE received 290 foreign visits, during which 
it disseminated such contents as China's foreign exchange policies, progress of capital 
account liberalization, designs of the QFII system, exchange rate of renminbi, launch of 
renminbi services in Hong Kong, and management of foreign exchange reserves. 
Contacts with overseas organizations enhanced the international community's 
understanding of China's current foreign exchange policies, and raised the public 
confidence and transparency in foreign exchange administration. The opinions and 
suggestions put forward by international financial organizations, foreign central banks, 
foreign financial institutions and foreign enterprises also served as helpful references to 
China's reforms in foreign exchange administration. 

Organizing missions to go abroad for on-site investigation. In order to learn from 
foreign experiences in such aspects as financial surveillance, opening of capital market, 
reform of exchange rate system and balance of payment statistics, the SAFE sent 99 
missions involving 270 person-times abroad throughout 2003. These investigation 
missions wrote a lot of high-quality investigation reports by borrowing international 
experiences and combining them with domestic circumstances, providing references for 
further promoting trade and investment facilitation and opening the domestic capital 
market wider to the outside world.

Arranging training abroad in different forms. In 2003, two missions were organized to 
receive short-term training abroad. The mission for anti-money laundering training in 
the United States was aimed mainly to train persons engaged in anti-money laundering 
and foreign exchange examinations. It invited experts from the US Department of 
Justice, Department of the Treasury, Customs and other government departments to 
introduce anti-money laundering work in the United States, such as anti-money 
laundering legislation, anti-money laundering organs and operations, current conditions 
about anti-money laundering in the financial field and international cooperation in 
fighting against money laundering. The mission for training of foreign exchange 
surveillance theory and practice in Australia heard the introduction of treasury, finance, 
Reserve Bank and other departments of Australian government on financial and foreign 
exchange administration practices, and learned the experiences of Australia in the 
aspects of insurance and foreign exchange surveillance. Meanwhile, the SAFE also sent 
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young staff members to receive training abroad through the scholarship projects of the 
International Monetary Fund, the UK government, and the German Development 
Foundation.

Building international platform for seminars on foreign exchange policies. In 2003, the 
State Administration of Foreign Exchange and the China Foreign Exchange Trade 
System jointly sponsored an international seminar on development of China's foreign 
exchange market in Shanghai, in which more than 150 representatives from Chinese 
and foreign government agencies, international financial organizations and financial 
institutions participated. The Chinese and foreign experts attending the seminar put 
forward a lot of opinions and suggestions on such issues as new development trends 
and new features of international foreign exchange markets, the relationship between 
development of foreign exchange market and convertibility of renminbi under capital 
account and improvement of renminbi exchange rate formation mechanism, and 
development prospects and system designs of China's foreign exchange market.


