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First published in April 2009 in Asian Institutional Investor’s Journal. 

 
How to be SAFE in China 
 
China’s State Administration of Foreign Exchange (SAFE), founded in 1978 at the 
dawn of Deng Xiaoping’s reform era, is one of the most powerful, and yet 
misunderstood financial organisations in the world.  
 
SAFE, though persistently criticised for its opaque operations, plays an active role in 
each of its’ four core competencies: two regulatory and two as a direct market 
participant.  
 
SAFE’s primary role is that of a regulator, and is responsible, first, for all activities in 
China foreign exchange markets, and secondly as the overseer for China’s Qualified 
Foreign Institutional Investor (QFII) scheme. Through QFII, SAFE designates the 
quota of the investment portfolios of non-domestic institutions wishing to invest in 
China. 
 
As a direct market participant, SAFE is the manager of China’s state reserves, and 
through this role established China’s largest sovereign wealth manager, the SAFE 
Investment Co. This provides SAFE a major and overt role, in the currency and bond 
markets as well as a somewhat more discreet player in equity markets, able to 
directly impact financial and political decision making globally.  
 
This unique combination of functions and through them the power SAFE can wield 
makes it potentially one of the world’s most formidable organisations. Yet SAFE 
manages to fly under the radar, its activities seemingly only attracting the attention of 
specialist financial publications and the US Congress during its hearings on currency 
manipulation.  
 
Fewer still will know the name of SAFE’s chief, Hu Xiaolian, with the remarkably 
understated title of administrator. Hu is deputy-governor of the People's Bank of 
China (PBOC). 
 
Yet recently SAFE appears to be deliberately – though selectively – raising its profile. 
Senior SAFE managers, for example, in the past month have pronounced on the US 
dollar exchange rate and China’s 2009/10 US Treasury buying programme.  
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Intriguingly, though not unsurprisingly, little has been spoken about SAFE Investment 
Co and its activities, yet SAFE Investment has access to 15% of China’s almost  
 
US$2 trillion reserves making it the second-largest sovereign wealth manager after 
the Abu Dhabi Investment Authority. 
 
To understand why SAFE is such a critical player within the global financial system, 
we must understand where and how it became so influential and most importantly 
whether this influence will be benign or potentially interventionist. 
 
Notionally an autonomous agency of the People’s Bank of China, SAFE has proven a 
canny operator within the murky politics of competing and overlapping competencies 
and shifting relationships between China’s financial regulators, particularly with 
PBOC and the China Banking Regulatory Commission.  
 
SAFE is also a fierce defender of its market role. In March 2008, for example, SAFE 
flexed its muscles to temporarily halt trading in the onshore OTC renminbi foreign 
exchange swap markets, while the grey area of licences and which organisation has 
the power to regulate the market was agreed upon.  
 
This competitiveness is not restricted to the regulatory environment either. On April 
13 2010 chinastakes.com reported that SAFE has been engaged in a turf war with 
the better known, but much smaller sovereign wealth fund, China Investment 
Corporation (CIC).  
 
More recently it has been announced that SAFE will supervise all renminbi flow and 
has initiated plans to promote direct renminbi settlement for trade, particularly with 
Asian partners, to reduce US dollar risk.  
 
This expansion of responsibilities confirms SAFE’s pre-eminence in not only 
regulating foreign exchange, but making and implementing renminbi policy decisions.  
 
As China moves closer to more flexible trading in renminbi it will be SAFE leading the 
way, though PBOC governor Zhou Xiaochuan's call on March 23 2010 for a new 
global “super-reserve” currency for the longer term, will possibly lead to policy friction 
with SAFE, creating uncertainties in the markets as to China’s true intentions. 
 
As currency, bond and equity markets look for direction during the credit crunch; 
China’s key decision makers will be making their deliberations behind closed doors.  
 
SAFE’s activities as regulator and market participant extend far beyond the strategic 
level. It operates a network of 843 offices right across China, including the head 
office and 36 regional offices that serve as China’s front line in combating an 
increase in illegal foreign exchange activity and controlling foreign exchange markets 
at the local level. 
 
It is SAFE’s control over and access to China’s reserves – which SAFE’s website 
lists as standing at US$1.954 trillion in March – which provides the clout it needs to 
impose its will on the market and increase its power base. China’s reserves have 
grown exponentially from the US$53bn held in the breakout year of 1995, a 
staggering increase of 3,572%.  
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No less than 70% of this US$1.954 trillion is invested in US dollar Treasuries and 
cash, according to a recent Standard Chartered Bank paper, and a direct result of the 
trade imbalance between the US and China.  
 
As the US runs a trade deficit and cash flows west across the Pacific, China 
reinvests in US Treasury holdings thereby funding the US government’s ballooning 
borrowing. Ultimately this has become self-fulfilling, locking both partners into a cycle 
of ill-virtue which economists have argued does neither side any favours.  
 
It is apparent by the sometimes strident calls by the US for China to do something to 
alleviate the situation, that the key to the solution lies in China’s, and thereby SAFE’s 
hands. 
 
SAFE’s policy appears to be to maintain the overall level of US dollar holdings and 
decrease risk by diversification, not into other currencies but through managing bi-
lateral renminbi foreign exchange trading, with emphasis on clearing and settlement. 
 
This policy of diversification is not new. In June 1997 SAFE established its own 
sovereign wealth fund, SAFE Investment, with initial capital of a mere US$13   
million. This has rapidly developed into the fourth leg of SAFE’s stool.  
 
The true size of the fund is known only to China’s State Council and SAFE itself, as 
there are no official figures available. However, enterprising researchers, particularly 
at the Sovereign Wealth Foundation Institute, have analysed Thomson Reuters data 
to arrive at informed estimates. 
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This highlights the secretive nature of the SAFE Investment, despite becoming the 
world’s second-largest sovereign wealth fund with headquarters in Hong Kong and 
branches in London, New York and Singapore – although even an interested 
observer will have difficulties identifying any addresses or telephone numbers, let 
alone a website.  
 
This lack of transparency has ensured SAFE Investment a transparency rating of 2 
on the Sovereign Wealth Fund Institute’s Linaburg-Maduell Transparency Index, joint 
lowest out of a possible score of 10. 
 
 

  Sovereign wealth fund Country Founded 
Assets 
 US$ bn 

1 Abu Dhabi Investment Authority UAE 1976 750 

2 SAFE Investment Co China 1997 312 

3 Government Pension Fund-Global Norway 1990 306 

4 Kuwait Investment Authority Kuwait 1953 228 

5 Government of Singapore Investment Corp Singapore 1981 220 

6 China Investment Corp China 2007 200 

7 Hong Kong Monetary Authority Investment Portfolio Hong Kong 1993 163 

8 Reserve Fund Russia 2008 137 

9 Temasek Holdings Singapore 1974 85 

1
0 

National Wealth Fund Russia 2008 84 

Source Prequin 
 
 
Fortunately Western disclosure requirements ensure there is information on SAFE 
Investment’s activities in the public domain, though journalists have noted certain 
British companies will not release details of stakes below 3%.  
 
From the meagre information available it would appear SAFE Investment has 
adopted a strategy of focusing on key industries in major markets and of strategic 
value to China’s economy. This strategy, until the credit crunch, was based around 
three core areas: 
 

 Investment in key industries, with emphasis on finance, energy and 
commodities. 

 

 Focus on western markets, particularly Australia, UK and the US. 
 

 Take stakes of around 1% and just above, large enough to make boardrooms 
sit up and listen if necessary, though as far as anyone is aware this has yet to 
occur. 

 
However, SAFE Investment's portfolio has not been immune to global equity markets 
turmoil. The purchase of a stake in TPG and its lacklustre market debut in 2007 was 
roundly criticised in the Chinese press. Further investment in a TPG equity vehicle 
that got burnt investing in Washington Mutual did not help. Equally, exposure to UK 
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banks, particularly RBS in which it held 1.5% at one stage, has seen investments 
diluted to virtually zero value.  
 
The purchase of stakes in Australian banks looks to be more successful investments, 
and along with stakes in strategic industries offer more positive long-term returns. 
 
 

Company Industry Country Holdings 

ANZ  Banking Australia 1.00% 

CBA Banking Australia 1.00% 

RBS Banking UK 1.50% 

BHP Billiton Commodities Australia/UK 0.50% 

Rio Tinto Zinc Commodities Australia/UK 0.52% 

BG Group Energy UK 0.72% 

British Petroleum Energy UK 1.60% 

Total Energy France 1.30% 

Cadbury Food UK 0.97% 

Tate & Lyle Food UK 0.75% 

Aviva Insurance UK 0.97% 

Prudential Insurance UK 1.00% 

 Source: Sovereign Wealth Fund Institute 
 
When you look (see table) at the somewhat sensitive nature of some of SAFE 
Investment’s holdings, two critical questions come to mind. Is SAFE Investment a 
passive investor looking for overall returns or is there a political agenda? Even if 
there is not, is there anything to prevent SAFE Investment adopting a political 
agenda in the future?  
 
These are questions not easily answered, especially if there is increased competition 
with SAFE Investment’s smaller brother CIC. Equally SAFE Investment cannot be 
seen in isolation from SAFE’s other functions and uses, each reinforce the other. 
 
Without the regulatory role, SAFE would not have control over either inbound QFII 
investment or China’s immense foreign reserves. Control over these reserves has 
allowed the establishment of SAFE Investment.  
 
These roles increasingly make SAFE a major global player, yet the perceived lack of 
transparency in decision making and the questions over its role as a global investor 
could well lead to misperceptions of SAFE’s intentions.   


