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Retail sales of consumer goods grow by 10.4% yoy in 2016.

Ex-factory prices of industrial products continue to go up.

Both rural and urban households see high single-digit
income growth in 2016.

Number of new births in China increases by 11% yoy in 2016.

Growth in fixed asset investment falls to 8.1% yoy in 2016.

Top leaders pledge to ensure economic and social stability.

Entrepreneurs in secondary industry become more optimistic.

Foreign Trade

Both exports and imports drop by 7.7% and 5.5%
respectively in 2016.

Exports to the US, the EU, Japan, the ASEAN and Brazil
register negative growth in 2016.

Only three provinces see positive growth in exports in 2016.

FDI grows by 4.1% in 2016.

Foreign exchange reserves fall below US$ 3 trillion.

Depreciation of the Chinese yuan against the US dollar
quickens slightly in 2016.

Major economies refuse to recognize China as a market
economy.
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Executive
Summary

Domestic Trade

Retail sales of consumer goods reached 33,231.6 billion
yuan in 2016, up nominally by 10.4% yoy. Online retail
sales of goods, which accounted for 12.6% of total retail
sales, rose strongly by 25.6% yoy in the year.

Ex-factory prices of industrial products have been going
up, led by strong rise in prices of industrial products in
heavy industries. The producer price index of industrial
products went up by 1.6% mom in December, posting
month-on-month gain for six consecutive months.

Both rural and urban households saw high single-digit
income growth in 2016: the per capita disposable income
of rural households increased nominally by 8.2% yoy to
reach 12,363 yuan; while that of urban households rose
by 7.8% yoy in nominal terms to reach 33,616 yuan.

Number of new births in China increased by 11% yoy to
18.67 million in 2016. Looking forward, the National Health
and Family Planning Commission predicts that number of
new births will rise further this year and will range from 17
million to 20 million per annum by 2020. The expected
high number of new births bodes well for sectors such as
toys, baby and kids products, maternal and child health
care, and education, to name just a few.

Growth in fixed asset investment dropped to 8.1% yoy in
2016 from 10.0% yoy in 2015, mainly dragged down by
the deceleration in growth in FAl in the secondary industry.

Top leaders pledged to ensure economic and social
stability in the Central Economic Work Conference held on
14-16 December. The key tasks for year 2017 will include
stabilizing growth, promoting reforms, adjusting structure,
improving people’s livelihood and preventing risks.

Chinese entrepreneurs in the secondary industry have
become more optimistic. China’s Entrepreneur Confidence
Index for the secondary industry rose to a seven-quarter
high of 115.4 in 4Q16.

Foreign Trade

Both exports and imports posted year-on-year drop in
2016. Exports fell by 7.7% yoy to US$ 2,097.4 billion, while
imports slid 5.5% yoy to US$ 1,587.5 billion in the year.

Exports to the US, the EU, Japan, the ASEAN and Brazil
dropped by 5.9% yoy, 4.7% yoy, 4.7% yoy, 7.8% yoy and
19.9% yoy respectively in 2016. In contrast, exports to
Russia and India managed to record positive growth of
7.3% yoy and 0.2% yoy respectively in the year.

Only three provinces in China saw positive growth in
exports in 2016: Shanxi, Shaanxi and Xinjiang, all of which
are in the central and the western regions. Exports from
Shanxi, Shaanxi and Xinjiang expanded by 9.5% yoy,
8.0% yoy, and 11.1% yoy respectively in 2016.

FDI grew by 4.1% yoy to reach 813.2 billion yuan in
2016.The share of the service sector in China’s total FDI
reached 70.3% in 2016, up from 61.1% in 2015. Among
the industries, FDI in the ‘information and consultancy
services’, the ‘computer services’, the ‘integrated
technology services’, the ‘distribution services’ and
the ‘retail’ industries posted rapid growth of 59.8% yoy,
112.8% yoy, 66.4% yoy, 42.9% yoy and 83.1% yoy
respectively in 2016.

Foreign exchange reserves went down to US$ 2,998.2
billion as at the end of January, dipping below the US$ 3
trillion level for the first time since March 2011.

Depreciation of the Chinese yuan against the US dollar
quickened slightly in 2016. The USD-CNY spot exchange
rate depreciated by 6.56% in 2016, compared to the
4.46% depreciation in 2015.

11 December 2016 marked the 15" anniversary of China’s
accession to the World Trade Organization (WTO). The
Chinese government expected China to gain the market
economy status on the same day. However, the EU, Japan
and the US have refused to recognize China as a market
economy and to abolish the practice of using prices of
goods of a ‘surrogate’ market economy in anti-dumping
investigations against China.
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Recent developments

1. China’s real GDP grows by 6.7% yoy
in 2016

According to the National Bureau of Statistics, China’s
real GDP growth came in at 6.8% year-on-year (yoy)
in 4Q16, up from 6.7% yoy in 3Q16 (see exhibit 1).
Overall, in 2016, China’s nominal GDP amounted to
74.4 trillion yuan. The real GDP growth rate in 2016
was 6.7% yoy, a slight deceleration from 6.9% yoy in
2015.

The tertiary industry has continued to grow faster
than the secondary industry. The value-added of the
tertiary industry, which contributed 51.6% of China’s
nominal GDP in 2016, gained 7.8% yoy in real terms in
2016. Meanwhile, the value-added of the secondary
industry, which contributed 39.8% of the country’s
nominal GDP, increased 6.1% yoy in real terms over
the same period.

Compared to investment, consumption has played
a more important role in driving economic growth.
In 2016, final consumption expenditure contributed
4.3 ppts to the real GDP growth, while gross capital
formation contributed 2.8 ppts. Meanwhile, net
exports made a negative contribution of 0.5 ppts to
real GDP growth in 2016.

ECIED chinas real GDP growth, 1016 to 4Q16

Looking ahead, the Chinese government will put more
efforts into maintaining stable economic growth and
improving the quality of economic development in
near term. According to the official media’s report
on the Central Economic Work Conference held
in December 2016, the meeting which sets the key
economic tasks for year 2017, China will adopt a
prudent and neutral monetary policy to help maintain
stable liquidity conditions, and will carry out a more
active fiscal policy. Meanwhile, the government will
accelerate the ‘supply-side reforms’, the main tasks
of which include tackling the overcapacity problem,
reducing housing inventories, de-leveraging, bringing
down costs on enterprises and shoring up weak areas.

China’s economic growth is set to be relatively stable
in coming future. We forecast the real GDP growth to
be around 6.7% yoy in 1Q17. Downside risks to the
economic growth, in our view, come mainly from the
negative impact of the recent introduction of property
tightening measures and the less accommodative
monetary policy.

6.9 r
FY16 6.7%
< 6.8 |
< 1Q16 6.7%
S
S 2Q16 6.7%
o |\ e
g 67 = @ 3Q16 6.7%
4Q16 6.8%
6.6 Source: National Bureau of Statistics, PRC
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2. Growth in retail sales accelerates

According to the National Bureau of Statistics, the
growth in China’s total retail sales of consumer goods
rose from 10.0% yoy in October to 10.8% yoy in
November and 10.9% yoy in December, indicating an
improvement in consumption demand.

The month-on-month (mom) growth in seasonally-
adjusted retail sales accelerated from 0.75% in October
to 0.98% in November, before dropping to 0.89% in
December.

Overall, in 2016, the total retail sales of consumer goods
reached 33,231.6 billion yuan. The nominal growth
rate was 10.4% yoy in 2016, lower than the 10.7% yoy
growth seen in 2015 (see exhibits 2 and 3).

China’s online retail sales of goods increased by 25.6%
yoy to reach 4,194.4 billion yuan in 2016. Consequently,
the share of online retail sales in the total retail sales of
consumer goods went up to 12.6% in 2016 from 10.8%
in 2015, indicating that popularity of online shopping
has been growing rapidly.

S'G1i%8 China’s total retail sales, year-on-year nominal growth, January 2015 to December 2016

yoy growth (%)

FY16 10.4%

Jan-Feb 16 10.2%

12.0
Mar 10.5%

Apr 10.1%

1.0 } May 10.0%
Jun 10.6%

Jul 10.2%

10.0 Aug  10.6%
Sep 10.7%

Oct 10.0%

9.0 — . T N """"""" 1 08/
WO EE>2ES228388925525529838 ov 8%
cE=SI<23°2H8028TLSIT23°2H02 8

g %U Dec 10.9%

Source: National Bureau of Statistics, PRC

m China’s total retail sales, month-on-month nominal growth, July to December 2016

Jul 16 Aug

mom growth (%), seasonally adjusted

Sep

Oct Nov Dec

Total retail sales  0.79 0.93

0.88

0.75 0.98 0.89

Source: National Bureau of Statistics, PRC
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Rural retail sales have been rising slightly faster than
urban retail sales. In 2016, rural retail sales expanded
by 10.9% yoy to reach 4,650.3 billion yuan, while urban
retail sales rose by 10.4% yoy to 28,581.4 billion yuan.

Growth in both sales of goods and catering services
sales decelerated: the nominal growth in catering
services sales moderated from 11.7% yoy in 2015 to
10.8% yoy in 2016, while the nominal growth in sales
of goods softened from 10.6% yoy in 2015 to 10.4%
yoy in 2016.

Retail sales of goods by enterprises above a
designated size' rose 8.3% yoy to reach 14,507.3

m China’s total retail sales, 2015 to 2016

Nominal growth, yoy (%)

billion yuan in 2016. By product category, sales of
‘furniture’ and ‘building and decoration materials’
posted rapid growth of 12.7% yoy and 14.0% yoy
respectively, attributed to the strong sales of new
homes. Besides, boosted by the cut in the purchase
tax rate on passenger-vehicles with less than 1.6 litre,
the growth in sales of ‘automobiles’ accelerated to
10.1% yoy in 2016 from 5.3% yoy in 2015. In contrast,
sales of ‘gold, silver and jewellery’ recorded zero
yoy growth in 2016, indicating that the demand for
jewellery from Chinese consumers has remained
sluggish. Exhibit 5 demonstrates the growth in China’s
retail sales by product among enterprises above a
designated size.

Total retail sales

- Catering services

3. Chinese consumers are quite
optimistic

The consumer confidence index? rose all the way
from 104.6 in September to its recent peak of 108.6
in November. The index then stayed high at 108.4 in

4. Both rural and urban households
enjoy high single-digit growth in income
in 2016

Both rural and urban households witnessed high
single-digit nominal growth in income in 2016. The per
capita disposable income of rural households grew
nominally by 8.2% yoy (or 6.2% yoy real) to reach
12,363 yuan; while the per capita disposable income
of urban households rose by 7.8% yoy in nominal
terms (or 5.6% yoy real) to reach 33,616 yuan in 2016.

Source: National Bureau of Statistics, PRC

December, indicating that Chinese consumers have
been quite optimistic lately (see exhibit 6).

Earning more income, both rural and urban households
had more room to increase their consumption
expenditures in 2016. The per capita consumption
expenditure of rural households reached 10,130
yuan, up nominally by 9.8% yoy (or 7.8% yoy real);
while the per capita consumption expenditure of
urban households grew by 7.9% yoy in nominal terms
(or 5.7% yoy real) to reach 23,079 yuan in 2016.

1 ‘Enterprises above a designated size’ refers to enterprises with annual sales of 5 million yuan or more and with an employee strength of 60 or more.

2 Areading above 100 indicates that consumers tend to be optimistic; a reading below 100 indicates that consumers tend to be pessimistic.



m China’s retail sales by enterprises above a designated size, by product, 2015 to 2016

Nominal growth, yoy (%) 2015 1Q16 1H16  1-3Q16  FY16

Grain, oil and food 151 12.7 12.3 1.7 10.9
Beverages ..................................................... 15398 ......... 107 .......... 1 10105 ..... B
Tobaccoand“quor ................................... 127 ..... 76 ..... ..... 92 ..... 91 ..... 93 ...... 45
ClommgShoeShatsandtexmeS ............... ...... 98 ..... 72 ..... ..... 70 ..... 7270 ...... Fee
: Cosmetlos ....................................................... 88 .......... 1 O 6 ........... 89 .......... 84 ......... 8 3 ...... .

Gold, silver and jewellery 7.3 -3.9 -1.5 -1.3 0.0 %
PrOductsforda”yuse ..................................... 123 .......... 109 ......... 117 .......... 1 1 411 4 ..... CZJ
: Sports and em ertamment prOduc ts ................. 16 6 .......... 1 6 3 ......... 169 .......... 1 29 s 1 3 9 ..... E
Homeapp“ances andeeoequpmem .......... 11472 ........... 73 .......... 79 ......... 87 ...... g

Chinese and Western medicines 14.2 15.1 13.3 12.5 12.0 ©
StatloneryandOmceaocessorles .................... 15274 ........... 92 .......... 9711 2 .....

Fumlture ........................................................ 16 .1 ........... 162 ......... 156 .......... 1 39127 ..... @

Te|ecommumcatlons equment ...................... 293 .......... 189 ......... 149 .......... 1 271 1 9 .....

Petrdeumandrelatedpmduots ....................... 6604 .......... 13 .......... 0512 ......

AUtomOb”eS .................................................... 5377 ........... 77 .......... 91101 .....

BU”dmg anddecoratlonmaterlals .............. 187 ..... 152 ..... 156 ..... 154140 .....

m China’s consumer confidence index, January 2015 to December 2016 Jan 16 104.0

110.0
108.0
106.0
104.0
102.0
100.0

98.0

96.0

Source: National Bureau of Statistics, PRC Dec 108.4
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5. Consumer inflation stays high

The year-on-year growth rate of China’s consumer
price index (CPI) stayed high, registering 2.1%, 2.3%
and 2.1% in October, November and December
respectively.®

Food inflation has eased recently. The year-on-year
growth in the food component in the CPI dropped
from 4.0% in November to a four-month low of 2.4%
in December, due largely to a slower increase in
vegetable prices, a major driver of food inflation. In
contrast, non-food inflation has continued to go up in
past few months. The year-on-year growth in the non-

in August to a five-year high of 2.0% in December
(see exhibits 7 and 8).

Overall, in 2016, China’s CPI growth was 2.0% yoy,
up from 1.4% yoy in 2015, but was still below the
government’s target of 3.0% set for the year.

Going forward, the food inflation is set to stay low in
the near term, due to the recent stabilization of pork
prices and vegetable prices; and we expect the non-
food inflation to stay around the current level in the
near future. All in all, we forecast the CPI growth to

food component in the CPI rose all the way from 1.4% fluctuate between 2.0% yoy and 2.5% yoy in 1Q17.

~
\8)

(L@ China's CPI growth, January 2015 to December 2016

yoy growth (%) Feb 2.3%
""" Mar  23%
30 ¢ Apr 23%
""" May  20%
20t SN Jn 9%
""" o o18%
ot/ - Aig 13%
""" Sep  19%
00 P O 21
28285333828 °P22853288288 v 2o
1.0 _‘% S Dec 2.1%

Source: National Bureau of Statistics, PRC

3 The CPI, compiled by the National Bureau of Statistics (NBS) of China, measures the price of a basket of goods and services purchased by a typical household. It is noteworthy
that the NBS has changed the weights assigned to the various components in the CPI basket, effective from January 2016. The weight of the food component, for example, has
been reduced by 3.2 ppt; the weight of the housing component has been increased by 2.2 ppt; and the weights of other components have been adjusted by around or less
than 1 ppt. The impact of the re-weighting on the CPI growth was limited, according to the NBS
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m China’s CPI growth by commodity, July to December 2016* -
2017
yoy growth (%) Jul 16 Aug Sep Oct Nov Dec ;:
Food, tobacco and liquor 2.8 1.5 2.7 3.0 3.2 2.2 gz;
Clothing 1.4 1.5 1.2 1.3 1.4 1.1 %
................................................................................................................................................................ ©
Housing 1.6 1.5 1.5 1.8 2.0 2.1 "~
................................................................................................................................................................ o
Household goods and services 0.6 0.4 0.3 0.4 0.3 0.4 6
Transportation and communication -1.6 -1.2 -0.4 -0.4 0.0 0.9
Edgqqtlon, culture and recreational 16 13 20 5 1 55 53 @
e O OO U T U PUE SEOPUO OV OPUN: OUOT O SOTON SOVPO TS UOPUN: OUORUOTOPOs SOPRUUIURTO SOURUUSORO
Medical and healthcare 4.3 4.3 4.3 4.8 4.4 4.6
Other goods and services 44 1 45 1 44 1 36 i 42 i 40

Source: National Bureau of Statistics, PRC

The year-on-year growth in China’s producer price
index of industrial products (PPI)® rose to 5.5% in
December, the highest level since October 2011 (see
exhibits 9 & 10). The acceleration in the PPI growth in
December was mainly driven up by the faster growth in
prices of industrial products of some heavy industries.
For example, the PPl growth rates for ‘manufacture
and processing of ferrous metals’, ‘manufacture
and processing of non-ferrous metals’, ‘mining and
washing of coal” and ‘processing of petroleum, coking
and processing of nucleus fuel’ went up to 35.0% yoy,
17.1% yoy, 34.0% yoy and 16.6% yoy respectively in
December, up strongly from 22.2% yoy, 12.6% yoy,
28.6% yoy and 9.0% yoy respectively in November.

On a month-on-month basis, the PPl gained 1.6%
in December, posting month-on-month gain for six
straight months. In our view, the continuous rise in the
PPl in recent months was due largely to an increase
in prices of production inputs and a better supply-
demand balance related to the strong government’s
efforts to cut excess capacities in various sectors.

Looking ahead, the year-on-year growth in the PPI
is expected to rise further in the coming months, as
prices of production inputs are set to continue to trend
upward.

4 The NBS has re-categorized the categories in the CPI basket, effective from January 2016. For example, the old category of ‘household goods and maintenance services’ has
been re-categorized into a new category called ‘household goods and services' and the category of ‘other goods and services’. The old category of ‘recreational, educational

products and services’ has been re-categorized into a new category called ‘education, culture and recreational activities’ and the category of ‘other goods and services'.

5 The PPI, compiled by the National Bureau of Statistics of China, measures the prices of industrial products when they are sold for the first time after production.
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m China’s PPI growth, January 2015 to December 2016

Jan 16 -5.3%

yoy growth (%) Feb -4.9%
6.0 r Mar -4.3%
Apr -3.4%
40
May -2.8%
20 Jun -2.6%
0.0 Jul -1.7%
Aug -0.8%
-2.0 Sep 0.1%
-4.0 Oct 1.2%
Nov 3.3%
(10) 60 -~ S/
& Dec 5.5%

Source: National Bureau of Statistics, PRC

m China’s PPI growth by selected industry, July to December 2016

yoy growth (%) Jul 16 Aug Sep Oct Nov Dec
Textile 14 0.8 0.4 0.3 1.0 1.0
Textile wearing apparel and ornament 0.7 0.4 0.3 0.3 0.5 0.5
Processing of timbers, manufacture of .
wood, bamboo, rattan, palm, and straw ~ : 0.4 -0.2 -0.2 0.0 0.1 0.1
products :

The year-on-year growth rate of the purchaser price
index of industrial products, a major indicator of
upstream prices, went up from 0.9% in October to
3.5% in November, and further to 6.3% in December,
the highest level since October 2011 (see exhibits 11
& 12).

On a month-on-month basis, the purchaser price
index of industrial products rose by 1.9% in December,
posting month-on-month gain for ten consecutive
months. The uptrend of the purchaser price index in

Source: National Bureau of Statistics, PRC

recent months can be attributable to the increase in
global commodity prices, in our view.

The input prices sub-index of China’'s manufacturing
PMI, a leading indicator of upstream prices, came in
at 64.5 in January, well above the critical 50-mark,
indicating the strong rise in prices of production
inputs. Thus, we believe that the year-on-year growth
rate of the purchaser price index of industrial products
will climb further in the near future.



m Growth in China’s purchaser price index of industrial products, January 2015 to December 2016

yoy growth (%)
8.0 r
6.0
4.0
2.0

Jan 16 -6.3%

0.0
2.0
4.0
6.0
-8.0

Source: National Bureau of Statistics, PRC

(LAY China's purchaser price index of industrial products by selected commodity, July to December 2016

yoy growth (%) Jul 16 Aug Sep Oct Nov Dec
Fuel and power L 6.2 5.0 1.9 1.8 6.0 10.1
Non-ferrous metal materials and wires 25 03 i 03 | 22 | 95 | 149
Chemical raw materials 36 | 25 i 46 | 01 i 20 | 53
Woodandpup i 08 | 06 @ 07 i 08 @ 05 | 21
Toxtle raw materils . 04 | 01 . o1 i 10 i 18 i 25

Source: National Bureau of Statistics, PRC
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6. Growth in industrial production stays 7. Growth in industrial profits turns
relatively stable positive in 2016
The growth rate for China’s industrial production (IP), The growth in the total profits earned by large and
measured by value-added of industrial output (VAIO), medium industrial enterprises above a designated
stayed relatively stable at between 6.0% yoy and 6.2% yoy size” fluctuated within the range of 2.3% vyoy to
throughout October to December (see exhibit 13).¢ Overall, in 14.5% yoy throughout October to December. Overall,
2016, China’s IP expanded by 6.0% yoy, slightly slower than in 2016, China’s industrial profits totalled 6,880.3
the 6.1% yoy growth recorded in 2015. billion yuan. The growth in China’s industrial profits
recovered to 8.5% yoy in 2016 from minus 2.3% yoy
Looking ahead, we expect that the industrial production in 2015, due largely to an acceleration in the growth in
(VAIO) will show relatively fast growth in near term. The output sales revenue and an increase in profit margins (see
sub-index of China’s manufacturing PMI, a leading indicator exhibit 14).
of output of manufacturers, came in at 53.1 in January, still
the third highest level since November 2014. Among the sectors, profits of the manufacturing

sector recorded double-digit growth of 12.3% yoy in
2016. In contrast, profits of the mining sector plunged
by 27.5% yoy, while profits of the electricity, heat, gas
. and water sector dropped by 14.3% yoy over the year.

N/

- Jan-Feb 5 49,
China’s industrial production growth, January 2015 to December 2016 16 e
70 £ Mer L oee
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Ma 6.0%
es + \ /\ /v = Lo .
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= u U7
€ 60 |\ / Y\ /N | Y VY N
o Aug 6.3%
o | Y/ N\ [/ N\ | T
>
(S Sep 6.1%
> 55 1S N PN
Oct 6.1%
Nov 6.2%
50 Lottt 8 o o o e D """"""" 60/ """
WO FE5E2559220838LLe 58355298838 ec %
=<2 3°28028T =<2 3°2H028
© ©
) rl

Source: National Bureau of Statistics, PRC

6 The National Bureau of Statistics has changed the method of compiling the value added for industry (industrial production, IP), effective January 2011. The statistical threshold
for industrial enterprises has been raised to cover those with annual revenues of 20 million yuan or above, up from the previous threshold of 5 million yuan or above.

7 ‘Industrial enterprises above a designated size’ refers to industrial enterprises with annual sales of 20 million yuan or more.



m China’s industrial profits growth, July to December 2016

yoy growth (%) Jul 16

Aug Sep Oct Nov Dec

Total profits made by industrial

enterprises above a designated size 1o

19.5 7.7 9.8 14.5 2.3

8. Fixed asset investment growth
decelerates in 2016

Mainly dragged down by the deceleration in growth
in FAl in the secondary industry, the growth in China’s
nominal fixed asset investment (FAIl) (excluding rural
households) came in at 8.1% yoy in 2016, down from
10.0% yoy in 2015.2 In 2016, China’s nominal FAl
(excluding rural households) amounted to 59.7 trillion
yuan (see exhibit 15).

The growth in FAI (excluding rural households) in the
secondary industry fell to 3.5% yoy in 2016 from 8.0%
yoy growth in 2015. This could be due largely to the
weak export demand for industrial products and the
overcapacity problem in some sectors. In contrast,
the growth in FAI (excluding rural households) for real
estate development accelerated to 6.9% yoy in 2016
from 1.0% yoy in 2015, boosted by the strong sales of
new homes last year. Meanwhile, FAI in infrastructure
(excluding power, heat, gas and water infrastructure)
still managed to rise rapidly by 17.4% yoy in 2016,

Source: National Bureau of Statistics, PRC

as the government has continued to provide great
support to infrastructure investment.

Looking ahead, we expect China’s FAI growth to
moderate in coming future. The main reasons are
that the government’s efforts to cut excess capacities
in certain industrial sectors and to tighten property
markets in various cities are likely to slow down the
growth in investments in the secondary and the real
estate industries. Nevertheless, China’s FAI growth is
unlikely to decelerate markedly, supported by the rapid
growth in infrastructure investment. In coming future,
the government will push forward the construction of
the major projects identified in the 13" Five-year Plan,
promote Public-Private Partnership (PPP) projects and
encourage central state-owned enterprises to make
investment in weak areas such as power grids and
telecommunication infrastructure in rural areas.

m China’s FAI (excluding rural households) growth, July to December 2016

Jul16  Aug Sep Oct Nov  Dec

FAI (excluding rural households) 8.1 8.1 8o 83 83 8.1
(year-to-date, yoy growth %) ' ' ' ’ ' ’

FAI (excluding rural households)
(mom growth %, seasonally adjusted)

Source: National Bureau of Statistics, PRC

8 The National Bureau of Statistics has expanded coverage of the monthly statistics for FAI from the urban areas to rural enterprises and institutions, effective from 2011.
Thus: ‘FAI (excluding rural households)’, the new indicator, has been released by the bureau as from March 2011 to replace ‘urban FAI’, the previous indicator. Also, a
new statistical criterion has been adopted. The statistical threshold for the size of investment projects has been adjusted upwards from 500,000 yuan to 5 million yuan.
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1. High number of new births bodes well
for many sectors

According to the National Health and Family Planning
Commission, the number of new births in China
increased by 11% yoy to 18.67 million and second
child accounted for 45% of the new births in 2016.
In our view, the year-on-year increase in new births
in the year was due largely to the introduction of the
policy that all couples are allowed to have two children
effective from 1 January 2016.

Looking forward, the Commission predicts that the
number of new births will rise further this year and
will range from 17 million to 20 million per annum by
2020. The expected high number of new births bodes
well for sectors such as toys, baby and kids products,
maternal and child health care, and education, to
name just a few.

2. Growth in sales of housing-related
items decelerates amid slower growth in
new home sales

Growth in the sales of new homes has decelerated in
recent months: the sale of residential housing in terms
of floor space posted a slower growth of 22.4% yoy in
2016, compared to the 27.1% yoy growth in 1-3Q16.
We believe that the growth deceleration can be
attributed to the introduction of the property tightening
measures in various first tier and second tier cities from
late September last year onwards.

Against this backdrop, the sales of housing-related
items have increased at a slower pace in past few
months. For example, the growth rates for retail sales
of ‘furniture’ and ‘building and decoration materials’
by enterprises above a designated size were 12.7%
yoy and 14.0% yoy respectively in 2016, compared to
13.9% yoy and 15.4% yoy respectively in 1-3Q16.

According to the latest media report, the sales of new
homes during the Chinese New Year holidays were
weak in some first tier and second tier cities such

as Guangzhou, Tianjin and Zhengzhou.® Looking
ahead, we expect that the growth in the sales of
residential housing will drop further this year, as
local governments in many cities are set to continue
their property tightening measures. This will have an
adverse impact on the sales of housing-related items
in the foreseeable future.

3. Growth in RMB loans accelerates

The growth in RMB loans has accelerated in recent
months. As at the end of December, the total
outstanding RMB loans gained 13.5% yoy, compared
to the growth of 13.0% yoy as at the end of September.
Overall, in 2016, the increase in the total outstanding
RMB loans reached 12.65 trillion yuan, up from 11.72
trillion yuan in 2015. Meanwhile, the broad money
supply (M2) grew by 11.3% yoy as at the end of
December 2016 (see exhibit 16).

Driven mainly by the demand for housing mortgages,
the total outstanding medium- to long term RMB loans
to households gained 5.68 trillion yuan, contributing
44.9% of the increase in RMB loans in the year.
Meanwhile, the total outstanding medium- to long term
RMB loans to non-financial business and other sectors
expanded by 4.18 trillion yuan, contributing 33.0% of
the increase in RMB loans in the year.

Recently, there have been signs that China’s central
bank may have started to adopt a less accommodative
monetary policy. On 24 January, China’s central bank
lent 245.5 billion yuan via the medium-term lending
facility (MLF) to 22 financial institutions. The one year
MLF rate was 3.1%, while the six-month MLF rate
was 2.95%. Both rates were 10 bps higher than the
rates at which the central bank lent money via the
MLF the previous time. Afterwards, on 3 February, the
overnight, the seven-day and the one-month interest
rates of the standing lending facility (SLF) were raised
by 35 bps, 10 bps and 10 bps respectively. The rise
in the interest rates of MLF and SLF is believed to
increase the financing costs on financial institutions,
which would lead to a less accommodative credit
conditions in China.

9  hitp://www2.hkej.com/instantnews/china/article/1484941



m Broad money supply (M2) and RMB loans, January to December 2016

Increase in
RMB loans
Broad money supply (M2) Total outstanding RMB loans (trillion yuan)
FY15 11.72
o (trimgﬂﬁ%; .y Yoy growth (triﬁirgr?t;gg Yoy growth R e :
Enodane | 416 i 140% PG 965 G 153%  Jani6 251
End-feb 1425 L 133% i 92 il LSS Feb 0.73
S E e e 0 e § e M ar ............... 137 .......... -
End-Apr | tiaas e 1Ue9n i4d% g TTTTUgss T 4
End-May 1462 G 18% s 1001 G 144% May 0.99
Enddun A9 8% i 1015 i 4Sn Jun 1.38
Enddul 1492 102% i 1020 i 129% .. u 046 z
End-Aug P st G 1% 5 1029 G 180% ... A 095 %
EnoSep i 1816 i 5% i 1041 i 190% Sep 1.22 3
End-Qct 51820 i 116% i 1048 il 191 Oct 0.65 L
End-Nov ...1880 il 4% i 1096 i 181% .. Nov 079 £
End-Dec : 155.0 So11.3% 106.6 : 13.5% Dec 1.04 ©
~
@)

Source: People’s Bank of China

4. ‘Total social financing’ increases by
17.8 trillion yuan in 2016

®

Theincrease in ‘total social financing’ (covering sources Compared to 2015, trust loans, entrusted loans and
of financing such as RMB loans to the real sector, equity issuance played a more important role in driving
foreign currency loans to the real sector, trust loans, up ‘total social financing’ in 2016. For example, equity
entrusted loans, bank acceptance bills, corporate issuance contributed 7.0% of the increase in ‘total
bonds, equity issuance and other instruments) social financing’ in 2016, compared to a 4.9% share in
amounted to 17.8 trillion yuan in 2016, larger than the the previous year.

increase seen in the previous year (i.e. 15.41 trillion
yuan) (see exhibit 17).

GILNMNg Increase in total social financing, 2015 to 2016

2015 2016

Amount
(billion yuan)

Amount

(billion yuan) Share (%)

Share (%)

Total social financing : 15410  : 1000  : 17,800  :  100.0

(M Joans fo the rest 11,269 73.1 12,440 69.9

..... T e e T
..... T B T T
..... e B 1950110
..... o
..... e P e

Source: People’s Bank of China
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Outlook

1. Top leaders pledge to ensure
economic and social stability

On 14-16 December last year, top leaders in China
attended the Central Economic Work Conference, the
meeting which sets the key economic tasks for year
2017.1° The key takeaways are:

China will strive to ensure economic and social stability
ahead of the 19" National Party Congress which will be
held in late 2017. The key tasks will include stabilizing
growth, promoting reforms, adjusting structure,
improving people’s livelihood and preventing risks.

Fiscal policy will be more proactive and effective, and
should be in line with the requirements to push forward
supply-side structural reforms, reduce tax burden on
enterprises and improve people’s livelihood.

2. Entrepreneur Confidence Index for the
secondary industry reaches a seven-
quarter high

China’s Entrepreneur Confidence Index (ECI) for the
secondary industry rose by 4.0 pts from the previous
quarter to a seven-quarter high of 115.4 in 4Q16.
The index has posted quarter-on-quarter gain for
three consecutive quarters, indicating that Chinese
entrepreneurs in the secondary industry have become
more optimistic (see exhibit 18).

China will continue with its prudent and neutral
monetary policy, to help maintain stable liquidity
conditions.

Greater importance will be attached to the prevention
and control of financial system risks.

The Chinese yuan exchange rate will be kept basically
stable at an appropriate and equilibrium level, and its
flexibility will increase.

China will provide credit support to purchases of homes
for self-use, while loans for property speculations will
be strictly limited.

China will continue to deepen the supply-side structural
reforms.

The rise in profits of enterprises is believed to be
one of the major reasons behind the improvement
in confidence among Chinese entrepreneurs in
the secondary industry. According to the NBS, the
total profits earned by large and medium industrial
enterprises above a designated size posted positive
growth of 8.5% yoy in 2016, compared to the 2.3% yoy
drop in 2015.

10 http://news xinhuanet.com/politics/2016-12/16/c_1120133804.htm

11 China’s Entrepreneur Confidence Index (ECI) ranges from 0 to 200. A reading above 100 indicates that entrepreneurs tend to be optimistic; a reading below 100 indicates

that they tend to be pessimistic.



m China’s Entrepreneur Confidence Index (Secondary Industry), 1Q15 to 4Q16

1Q15 2Q15

3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

Entrepreneur Confidence
Index (Secondary Industry)

120.6 1145

1121 1089 108.7 1093 1114 1154

3. PMI indicates relatively fast expansion
of China’s manufacturing sector

After reaching its recent peak of 51.7 in November,
China’s manufacturing Purchasing Managers’ Index
(PMI) remained high at 51.4 in December and 51.3
in January. The index readings in the past three
months indicate the relatively fast expansion of China’s
manufacturing sector (see exhibit 19).

The new orders index stayed high at53.2,53.2and 52.8
in November, December and January respectively.'
Meanwhile, the new export orders index rose by 1.1 pts
from the previous month to 50.3 in November, returning
to the expansionary zone, and then registered 50.1
and 50.3 in December and January respectively.
These index readings indicate that both new domestic
and export orders have expanded at a relatively quick
pace in recent months.

Output growth has continued to be strong. The output
index moderated from 53.9 in November to 53.3 in
December and 53.1 in January; the January level was
still the third highest level since November 2014.

Source: National Bureau of Statistics, PRC

Against this backdrop, manufacturers have been
active in purchasing production inputs: the purchases
of inputs index stayed high at between 52.1 and 52.9
throughout November to January.

Both the stocks of finished goods index and the
stocks of major inputs index have remained below the
critical 50-mark in the past few months, indicating that
destocking activities have continued.

The input prices index went up from 68.3 in November
to 69.6 in December, before moderating to 64.5 in
January. The index was well above the critical 50-mark
in the past three months, showing that the prices of
production inputs have been rising at a fast pace.
Accordingly, cost pressure on manufacturers has been
intensifying.

The business expectations index edged up from
58.2 in December to 58.5 in January, indicating that
purchasing managers have remained optimistic about
the near term outlook for their respective industries.

12 The ‘new orders index’ covers both domestic and export orders. That is to say, the manufacturers are not asked to differentiate between domestic and export orders when

filling in questionnaires.
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m China’s manufacturing PMI at a glance, January 2017

Index Seasonally Index Compared with Direction
Adjusted Index the Previous Month
PMI 51.3 Lower Expanding
OUtpUt ......................................... 5 31 ............................ Lower ............................ Expandmg .............
Neworders ................................. 5 28 ........................... Lower ............................ Expandmg .............
. New EX port Orders ....................... 5 O 3 ........................... H lgher ............................ Expa n d mg .............
BaCklOgSOforders ....................... 4 63 ........................... nghercomractmg ............
StOCkS OmeIShedGOOdS .............. 4 50 ........................... nghercomractmg ............
. PurCh ases of .l HDUtS ....................... 5 2 6 ........................... H lgher ............................ Expa n d mg .............
. |mp Orts ........................................ 5 O . 7 ........................... H lgher ............................ Expa n d mg .............
mpUtPrlceS .................................. 6 45 ........................... LowerRlsmg ................
StOCkS ofmajorlnpms ................... 4 80 ....................... Unchangedcomrammg ............
Exfactoryprlces ........................... 5 47 ........................... LowerRlsmg ................
Employmem ................................. 4 92 ........................... nghercomractmg ............
. Suppl Iers . De l lvery Tlme ................ 4 9 8 ........................... Lower .............................. SlOW mg ...............
. B USI ness EXp e Ctatlons ...... ............ 5 8 5 ........... ............... H lgher ............... ............. O ptlmlstlc .............

Source: China Federation of Logistics & Purchasing; National Bureau of Statistics, PRC



4. Non-manufacturing sector expands at
a rapid pace

China’s Business Activity Index, which is quoted as
the Non-manufacturing Purchasing Managers’ Index
(NMI), stayed high at 54.7 in November, the highest
level since July 2014, 54.5 in December and 54.6
in January. The index readings in past three months
indicate that the non-manufacturing sector has
expanded at a rapid pace recently (see exhibit 20).

The fast growth of the non-manufacturing sector was
highly associated with the continuous increase in
new orders. The new orders index came in at 51.3
in January, staying above the critical 50-mark for five
consecutive months.

In response to rising new orders, enterprises have
been increasing their service charges. The sales
prices index registered 51.4, 519 and 51.0 in
November, December and January respectively,
above the critical 50-mark. Meanwhile, the input
prices index went up from 53.5 in November to its
recent peak of 56.2 in December, and then stayed
high at 55.1 in January, indicating a marked rise in
input prices in recent months.

The business expectation index has stayed at high
level: 60.7 in November, 59.5 in December and
58.9 in January. Purchasing managers in the non-
manufacturing sector have continued to be optimistic.

m China’s non-manufacturing purchasing managers’ index (NMI) at a glance, January 2017

Seasonally Adjusted

Index Compared with

naex Index the Previous Month Direction

Business activity 54.6 Higher Expanding
Neworders s13 Lower  ©  Expanding
nputprices L ss1 Lower Rsng
‘Salesprices s10 Lower L Rsing
‘Business expectations | s89 i lower i  Optmistc

Source: China Federation of Logistics & Purchasing; National Bureau of Statistics, PRC
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Recent developments

1. Both exports and imports post year-
on-year drop in 2016

China’s exports fell by 4.8% yoy in 4Q16, posting year-
on-year drop for seven consecutive quarters (see
exhibits 21, 22 and 23). The weak export performance
in 4Q16 can be attributable to the slackening external
demand, intense competition in the international
market as well as rising labour and environmental costs
in China. Overall, in 2016, China’s exports amounted to
US$ 2,097 .4 billion, down by 7.7% yoy.

China’s exports to most of its major trading partners
showed negative yoy growth in 2016. Exports to the
US, the EU, Japan, the ASEAN and Brazil dropped by
5.9% yoy, 4.7% yoy, 4.7% yoy, 7.8% yoy and 19.9%
yoy respectively in 2016. In contrast, China’s exports to
Russia and India managed to record positive growth of
7.3% yoy and 0.2% yoy respectively in 2016, indicating
that the demand for Chinese products from these two
emerging countries was relatively strong in the year.

China’s imports gained 2.7% yoy in 4Q16, recording
positive year-on-year growth for the first time since
4Q14. In our view, the improvement in China’s import
growth was due largely to the rise in commodity prices
and the stronger domestic demand. Overall, in 2016,
China’s imports totalled US$ 1,587.5 billion, down by
5.5% yoy.

China’s imports of some major commodities managed
to show year-on-year gains in 2016. The imports of iron
ore, crude, coal, steel and copper increased by 7.5%
yoy, 13.6% yoy, 25.2% yoy, 3.4% yoy and 2.9% yoy,
respectively, in volume terms during the period.

In January 2017, China’s exports and imports gained
7.9% yoy and 16.7% yoy respectively. One of the
possible reasons behind the strong year-on-year rise
in both exports and imports was the different timing
of the Chinese New Year holiday in 2016 and 2017:
Chinese enterprises rushed to export and import their
goods before the Chinese New Year, which falls in late
January this year.

China’s trade surplus remained high at US$ 134.5
billion in 4Q16, after registering US$ 146.3 billion in
3Q16. Overall, in 2016, China’s trade surplus totalled
US$ 510.0 billion. Amid the rising tide of foreign
trade protectionism, a country having massive trade
surplus with another country is likely to face more trade
disputes. As China’s trade surplus with the US was
as much as US$ 250.8 billion in 2016, China is likely
to face difficult challenge in maintaining good trade
relations with the US under the Trump’s administration.

m China’s quarterly foreign trade data, 1Q16 to 4Q16

USD billion (yoy growth)

Exports Imports Trade Balance

FY16 2,097.4  (-7.7%) 15875 (-5.5%) 510.0
""" Q16 | 4639 (96%) | 382 (135%) | 1287
""" 2016 | 5342 (44%) | 3906 (68%) | 1437
""" 3016 | 5598 (63%) | 4135 (47%) | 1463
""" 416 | 5844 (48%) | 4499 (27%) | 1345

Source: China Customs



m China’s monthly foreign trade data, February 2016 to January 2017

USD billion (yoy growth)

Exports Imports Trade Balance -
February 2016 1261  (-25.4%) 936 (-138%) 32.6 ig
"""" March | 1608 (115%) : 1310  (76%) | 209
"""" ppril L 1728 (18%) | 1272 (109%) | 458 _
"""" May ¢ 1811 (41%) 1311 (04%) | 500 E
"""" June | 1804  (48%) | 1323  (84%) | 481 E
"""" day L 1847 (44%) | 1324 (125%) | 523 3
"""" August | 1906 (28%) | 1885  (15%) | 520 .
"""" September | 1845 (-10.0%) i 1425  (19%) | 420 £
"""" October | 1782  (7.3%) | 1294  (14%) 491
 MNovemoer {1988 1% 522 (e7H) | 46
December 209.4  (-6.1%) 168.6  (3.1%) 408
"""" January 2017 | 1828  (7.9%) . 1314 (167%) | 513

Source: China Customs

SUTPEY  Growth rates of exports and imports, February 2015 to January 2017

yoy growth (%)

500
400 |

300 |

200 }

100 } /\ /\/
-10.0

-20.0

-30.0 *- — Exports —— Imports

Source: China Customs



Part2:
Foreign
Trade

m Exports by category, 2015 and 2016 SGINPLY  Imports by category, 2015 and 2016

yoy growth (%) of export value, yoy growth (%) of import val-

calculated in USD 2015 2016 ue, calculated in USD 2015 2018
Textile materials and products -2.3 -4.1 Cereal and cereal flour 51.1 -39.3
Garments and clothing accessories -6.4 -9.6 Soybean -13.6 23
et S 48121 ronore 383} 05
oS 108: 174 Cudeol 4117 133
Coal -28.3 39.8
----------------------------------------------------------------------------------- Refined oll -39.0: -21.8
Crude oil 215,01 =39.0 rrrrrrrrresresseessses
---------------------------------------------------------- Steel -20.0 -8.2
Refined ol -25.9 1.5 f ----------------------------------------------------
----------------------------------------------------------------------------------- Textile yarns, fabric and tex-
@ e 413: 184 tlepoducts G ot e
Mechanical and electrical products 0.1 7.7 Vehicles and vehicle chassis @ -26.1: -0.5

Source: China Customs Source: China Customs

2. Both general trade exports and
processing trade exports continue to post
year-on-year declines in 4Q16

Both the general trade'® exports and the processing
trade' exports continued to post year-on-year negative
growth in 4Q16. It is noteworthy that the growth of the
general trade exports deteriorated to minus 10.3% yoy
in 4Q16 from minus 9.9% yoy in 3Q16. Meanwhile, the
processing trade exports fell by 5.4% yoy in 4Q16,
compared with the 8.7% yoy decline in 3Q16 (see
exhibit 26).

On the import side, the year-on-year growth of the
general trade imports turned positive in 4Q16, partly
attributed to the rise in commodity prices. After falling
by 0.3% yoy in 3Q16, the general trade imports gained
7.2% yoy in 4Q16. Meanwhile, the processing trade

imports fell by 5.1% yoy in 4Q16, compared to the
7.9% yoy drop in 3Q16. In our view, the fall in the
processing trade imports in 4Q16 suggests that the
processing trade exports are likely to continue to show
negative growth in the near future, as processing trade
imports serve as a leading indicator of processing
trade exports performance.

In 4Q16, the share of processing trade in China’s total
trade was 32.3%, much lower than that of general
trade (i.e. 52.5%). Nevertheless, with a large surplus
of US$ 91.8 billion in 4Q16, processing trade still plays
an important role in China’s foreign trade.

13 ‘General trade’ refers to China’s import or export of goods by enterprises holding import-export rights. According to China’s National Bureau of Statistics, the scope of
general trade covers: Imports and exports using loans or aids; the import of materials by foreign invested enterprises (FIEs) for processing of goods for sale in the domestic
market; the export of goods purchased by FIEs or manufactured by processing domestically-produced materials; the import of food and beverages by restaurants and
hotels; the supply of domestically-produced fuels, materials, parts and components to foreign vessels or aircraft; the import of goods as payment in kind, in lieu of wages in
labour service cooperation projects with foreign countries; and the export of equipment and materials by enterprises in China for their investment abroad.

14 ‘Processing trade’ refers to the business of importing all or part of the raw and auxiliary materials, parts and components, accessories and packaging materials from abroad,
and re-exporting the finished products after processing or assembly by enterprises within the Chinese Mainland.



m China foreign trade (general and processing trades), 2015 to 4Q16

ltem yoy growth (%) Share (%)
FY15 FY16 3Q16 4Q16 FY15 FY16 3Q16 4Q16
Exports . 28 77 63 48 100.0 : 100.0 i 100.0 : 100.0
Of which: : : : : ' '
General Trade 11§ -70 : 99 : -103 535 : 538 i 512 i 505
Processing Trade -98 :-10.3: -8.7 -5.4 35.0 341 33.4 37.2
Imports -141: -5 : 47 2.7 100.0 : 100.0 : 100.0 : 100.0
Of which:

General Trade 16.8: -25 i -0.3 i 7.2 549 i 566 : 57.2 : 549
Processing Trade : -14.8: -11.3: -7.9 : -5.1 266 i 250 i 254 : 26.1
Totalof Importsand © ¢ o i ioiooioi
Exports 80 | 68 | 56 -17 100.0 : 100.0 | 100.0 : 100.0

Of which : : : :
General Trade -7.5 : -51 -5.8 -2.9 541 55.0 53.8 52.5
Processing Trade :-11.6:-10.6: -8.4 : -5.3 314 i 302 i 300 : 323

3. China’s exports to the US post the first
year-on-year drop in seven years

The EU was still China’s largest trading partner,
accounting for 14.8% of China’s total foreign trade in
2016. Sino-EU trade amounted to US$ 546.9 billion in
2016, down by 3.1% yoy. Specifically, China’s exports
to the EU fell by 4.7% yoy in 2016, compared to the
4.0% yoy drop in 2015; and China’s imports from the
EU fell by 0.4% yoy in 2016, compared to the 14.5%
yoy drop in 2015 (see exhibits 27 and 28).

Accounting for 14.1% of China’s total foreign trade,
the US continued to be China’s second largest trading
partner in 2016. Sino-US trade fell by 6.7% yoy in
2016. For the first time in seven years, China’s exports
to the US posted negative year-on-year drop, down by
5.9% yoy in 2016. Meanwhile, China’s imports from the
US decreased at a faster pace, by 9.1% yoy, in 2016,
compared to the 6.5% yoy drop in 2015.

Source: China Customs

The Association of South East Asian Nations (ASEAN)
accounted for 12.3% of China’s total foreign trade in
2016. China’s trade with ASEAN dropped by 4.2% yoy
to US$ 451.8 billion in 2016. Of which, China’s exports
to ASEAN shrank by 7.8% yoy, and China’s imports
from ASEAN gained 0.9% yoy, in 2016.

Sino-Japanese trade contracted by 1.3% yoy to US$
274.8 billion in 2016. China’s exports to Japan fell by
4.7% yoy, while China’s imports from Japan rose by
1.9% yoy in 2016.
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4. China’s exports to Russia recover
quickly in 2016

In 2016, the growth of China’s exports to Russia turned
positive to 7.3% yoy, up from minus 35.2% yoy in
2015. The recovery could be attributed to the recent
improvement in Russia’s economy. Meanwhile, China’s
imports from Russia fell at a slower pace, by 3.1% yoy,
in 2016, compared to the 20.0% yoy drop in 2015 (see
exhibits 27 and 28).

Sino-Brazilian trade dropped by 5.3% yoy in 2016.
China’s exports to Brazil fell by 19.9% yoy in 2016. In
contrast, China’s import from Brazil expanded by 3.7%
over the same period.

Together, these three BRIC members accounted for
5.6% of China’s total exports and 5.7% of China’s total

imports in 2016, up from 5.3% and 5.4%, respectively,
In 2016, China’s exports to India gained 0.2% yoy, in 2015.
while China’s imports from India dropped by 12.0%
yoy. Overall, the growth of Sino-Indian trade worsened
to minus 2.1% yoy in 2016 from 1.5% yoy in 2015.

~

o
B>/

DG NPA@ China's trading partners, 2016

Country/  Trade value Share of ~ Export value Import value yoy growth (%)
Region  (USD billion) total trade (%) (USD billion)  (USD billion)  Totaltrade  Exports  Imports

EU 546.9 14.8 339.0 207.9 -3.1 -4.7 -0.4
US ................. 5196 ................. 1413852 ............... 1344-67_59-91 ......

ASEAN ........... 4518 ................. 123 ............... 2 556 ............... 1962_42_78 .............. O 9 .....

Japan ............ 274875 ............... 1292 ............... 1456_13_47 .............. 19 .....

BraZ” ............... 6 77 ................... 18220 ................ 457_53 ........... _199 .............. 3 7 .....

RUSSla ............. 6 95 ................... 1937332222 .............. 7 3_31 ......

mdla ................ 7 01 .................... 19583 ................. 1 18_21 ............... O 2 ........... _120 .....

Source: China Customs



m China’s trading partners, comparing growth rates for 2015 and 2016

yoy growth (%)
Country/Region Total Trade Exports Imports

2015 2016 2015 2016 2015 2016

EU -8.2 -3.1 -4.0 -4.7 -14.5 -0.4
us i 06 | 67 34 59 65 91
ASEAN 47 42 21 78 66 09
Japan . 108 43 | 92 47 22 0 19
Brazl . 473 53 | 214 199 45 37
Russia | 286 © 22 352 | 73 . 200 © 31
India 15 i 21 74 02 | 182 | 120

5. Exports from Shanxi, Shaanxi and
Xinjiang manage to show positive growth
in 2016

All top six provinces and municipalities in terms of
value of exports — Guangdong, Jiangsu, Shanghai,
Zhejiang, Shandong and Fujian — witnessed negative
year-on-year growth in exports in 2016 (see exhibit
29)."" Among these provinces, Guangdong, which
accounted for 31.2% of total China’s exports in 2016,
saw the sharpest fall in exports in 2016. Exports from
Guangdong dropped by 10.4% yoy to US$ 654.2
billion in 2016.

Source: China Customs

In fact, only three provinces in China saw positive
growth in exports in 2016: Shanxi, Shaanxi and
Xinjiang, all of which are in the central and the western
regions. Exports from Shanxi, Shaanxi and Xinjiang
expanded by 9.5% yoy, 8.0% yoy, and 11.1% yoy
respectively in 2016.

15 China’s top six provinces and municipalities in terms of value of exports — Guangdong, Jiangsu, Shanghai, Zhejiang, Shandong and Fujian - jointly accounted for
79.0% of China’s total China’s exports in 2016.
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SUTIL@LEY  Top six provinces and municipalities in terms of value of exports, 2016

Provinces/ Municipalities Value of exports

yoy growth (%) Share of total exports

(USD billion) (%)

Guangdong 654.2 10.4 31.2
gangsu i 312 . 81 T s
Zhejang i o735 i 34 S
‘Shanghai i 185 i s o 79
“Shandong ¢ 1a44a 28 - 69
CRgien i 73 . 69 o 42

.............................................................................

6. Share of service sector in total FDI
reaches 70.3% in 2016

China’s foreign direct investment (FDI) in Renminbi
terms gained 5.7% vyoy in December, recording
positive year-on-year growth for five consecutive
months. Overall, in 2016, China’s FDI amounted to
813.2 billion yuan, up by 4.1% yoy (see exhibit 30).

FDI in the service sector increased by 8.3% yoy to
571.6 billion yuan in 2016. The share of the service
sector in China’s total FDI reached 70.3% in 2016,
up from 61.1% in 2015. Among the industries in the
service sector, FDI in the industries of ‘information and
consultancy services’, ‘computer services’, ‘integrated
technology services’, ‘distribution services’ and ‘retail’
posted rapid growth of 59.8% yoy, 112.8% yoy, 66.4%
yoy, 42.9% yoy and 83.1% yoy respectively in 2016.
The figures indicate that foreign enterprises are
optimistic about these industries in China.

..........................................................................

Source: China Customs

Among industries in the manufacturing sector, FDI
in the ‘pharmaceutical industry’ and the ‘medical
equipment, instruments and meters industry’ grew
strongly by 55.8% yoy and 95.0% yoy respectively
over the same period.

Among regions, FDI in the western region rose by
1.6% to reach 62.7 billion yuan in 2016. Meanwhile,
FDI in the eastern region increased by 7.6% yoy to
704.7 billion yuan in 2016.

FDI from the US and the EU soared by 52.6% yoy and
41.3% yoy respectively in 2016. Meanwhile, FDI from
the Japan gained 1.7% yoy in 2016, after posting year-
on-year drop in 2014 and 2015.



m China’s FDI, January to December 2016

Amount

(billion yuan) yoy growth

FY15 781.4 6.4%

Fyie A R VR T A
January 16§ 883 i 82%
Feoruary i 536 i 1%
March ¢ 823 L 7e%
Apil C ee C eo%
May Cses L ow
June A R T
o s hen
august i s7a i s1%
September i 602 i 1o2%
October i 873 i 47%
November i 685 i 09%
December i 814 i s7%

Source: Ministry of Commerce, PRC

m Foreign exchange reserves by quarter,

1Q16 to 4Q16

USD billion  Accumulation End of the quarter

Fy16 -319.8

1Q16 -117.8 3,212.6
2Q16 -7.4 3,205.2
3Q16 -38.8 3,166.4
4Q16 -155.9 3,010.5

Source: State Administration of Foreign Exchange, PRC

7. China’s foreign exchange reserves fall
below US$ 3 trillion

After decreasing by US$ 38.8 billion in 3Q16, the
foreign exchange reserves fell at a faster pace, by
US$ 155.9 billion, in 4Q16. Then, the foreign exchange
reserves went down further by US$ 12.3 billion to US$
2,998.2 billion as at the end of January, dipping below
the US$ 3 trillion level for the first time since March
2011 (see exhibit 31). We believe that the drop in
the foreign exchange reserves was mainly due to the
continuous capital outflows.

It is noteworthy that, since early January, the
government has strengthened scrutiny on individual’s
purchases of foreign currency. According to the
Chinese media report, effective from 1 January,
individuals who purchase foreign currencies at banks
are required to fill in an application forms to declare
the purposes of the purchases. Using the foreign
currencies to buy flats, securities, life-insurance plans
and investment type insurance plans overseas are
prohibited — and the penalties for doing so are clearly
stated on the application form.

It is expected that the measure will ease the demand
for foreign currencies from individuals. Nevertheless,
we still predict that China’s foreign exchange reserves
will fall further in coming future due to increase in
overseas investment and hot money outflows driven by
the expectation of quicker hike in the US interest rate.
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1. Major economies refuse to recognize
China as a market economy

11 December 2016 marked the 15" anniversary of
China’'s accession to the World Trade Organization
(WTO).

According to a clause of the treaty of China’s accession
to the WTO, other WTO members can use prices of
goods of a ‘surrogate’ market economy instead of
prices of goods sold in China for calculating dumping
margins in anti-dumping investigations in the first 15
years of China’s membership given that China was not
regarded as a market economy under the standards of
the WTO. The clause expired on 11 December 2016.6.
Accordingly, the Chinese government expected China
to gain the market economy status on the same day.
However, according to media reports, the EU, Japan
and the US have refused to recognize China as a
market economy and to abolish the practice of using
prices of goods of a ‘surrogate’ market economy in
anti-dumping investigations against China."” This
would put China in an unfavourable position in anti-
dumping investigations, as importing economies are
likely to choose a ‘surrogate’ market economy where
products are sold at high prices, which will result in
stronger chances of proving allegations of dumping
by Chinese manufacturers and higher anti-dumping
duty rates on Chinese products. Amid the rising tide
of trade protectionism, China is expected to face more
allegations of dumping in coming future.

According to China’s Ministry of Commerce spokesman
Shen Danyang, if WTO members continue to adopt
the methodology of a ‘surrogate’ market economy in
antidumping investigations against Chinese products
after 11 December 2016, China would defend its rights
through taking necessary actions in accordance with
WTO rules.™

2. China announces a package of tariff
adjustments

On 19 December 2016, the Customs Tariff Commission
of the State Council announced to introduce a package
of tariff adjustments in 2017."° The key takeaways are:

e Starting from 1 July 2017, the most-favoured-
nation (MFN) tariff rates for a number of information
technology products will be lowered.?

e  Starting from 1 January 2017, the provisional tariff
rates will be imposed on 822 imported items; and
starting from 1 July 2017, the number of imported
items to which the provisional tariff rates apply will
be reduced to 805.?" It is noteworthy that, for those
items, the provisional tariff rates are lower than the
most-favoured-nation tariff rates.

16 http://www.reuters.com/article/us-china-trade-wto-idUSKBN14112M
17 http://theory.people.com.cn/BIG5/n1/2017/0209/c40531-29067649.html
18 http://www.gov.cn/xinwen/2016-12/09/content_5145896.htm

19 http://gss.mof.gov.cn/zhengwuxinxi/zhengcefabu/201612/t20161223_2498029.html
20 http://gss.mof.gov.cn/zhengwuxinxi/zhengcefabu/201612/P020161223553420693120. pdf
21 http://gss.mof.gov.cn/zhengwuxinxi/zhengcefabu/201612/P020161223553420940646. pdf



3. Exchange rate of Chinese yuan
against the US dollar appreciates in
early to late January

The daily fixing rate (also known as the central parity
rate) of the Chinese yuan against the US dollar
depreciated from the recent peak of 6.6056 on 17
August to 6.9508 on 16 December, the weakest
level since late May 2008, before staying relatively
stable until the end of year 2016 (see exhibit 32).2
Afterwards, the daily fixing rate appreciated from
6.9498 on 3 January, the first trading day of this year,
to 6.8331 on 24 January, and stayed relatively stable
in late January to early February, before depreciating
slightly to 6.8806 on 14 February.

In line with the trend of the daily fixing rate, the USD-
CNY spot exchange rate depreciated throughout mid-
August to mid-December last year, appreciated in
early to late January this year, and has stayed relatively
stable since then (as of 14 February).?®

Overall, in 2016, the USD-CNY spot exchange rate
depreciated by 6.56%, compared to the 4.46%
depreciation in 2015. In our view, the depreciation of
the Chinese yuan against the US dollar in 2016 was
mainly driven by hot money outflows from China.

The daily fixing rate of the Chinese yuan against the
Euro appreciated from 7.5099 on 7 November to
7.2270 on 21 December, and then depreciated to
7.4010 on 6 February (see exhibit 33). Since then,
the daily fixing rate of the Chinese yuan against the
Euro has appreciated again, reaching 7.2948 on 14
February. Overall, in 2016, the daily fixing rate of the
Chinese yuan against the Euro depreciated by 2.90%.

According to the Bank for International Settlements,
the real effective exchange rate (REER) of the yuan has
shown a slight rebound in recent months, rising all the
way from 120.91 in October to 122.86 in December,
the highest level since July 2016.2* Overall, in 2016,
the Chinese yuan depreciated in real terms against its
trading partners by 5.7% (see exhibit 34).

Looking ahead, we predict that the exchange rate of
the Chinese yuan against the US dollar will stay weak
in coming months, amidst the expectations of the US
interest rate hikes this year.

22 According to the PBOC, the daily fixing rate (also known as the central parity rate) of the Chinese yuan against the US dollar is directly formed by market makers based on the
closing rate of the previous day, the supply-demand conditions in the market and the movements of major international currencies.

23 The daily trading band of the Chinese yuan against the US dollar is +2.0% around the daily fixing rate.

24 The Bank for International Settlements (BIS) calculates effective exchange rate (EER) indices for a total of 61 economies (including individual Eurozone countries and,
separately, the Eurozone as an entity). Nominal EERs are calculated as geometric weighted averages of bilateral exchange rates. Real EERs are the same weighted averages
of bilateral exchange rates adjusted by relative consumer prices. The weighting pattern is time-varying, and the most recent weights are based on trade in 2011-13.
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m USD-CNY daily fixing rate, February 2016 to February 2017
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m Real effective exchange rate of the Chinese yuan, January 2015 to December 2016 -
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Outlook

1. US economic growth moderates in
4Q16

The economic growth in the US moderated, but was
still strong in 4Q16. After growing by an annual rate of
3.5% in 3Q16, the US real GDP advanced by 1.9% in
4Q16, the second highest level in five quarters. Overall,
in 2016, the real GDP growth was 1.6%, weaker than
2.6% in 2015 (see exhibit 35).

Latest indicators show that the US manufacturing
sector has gained momentum recently. According to
the Institute for Supply Management, the manufacturing
Purchasing Managers’ Index (PMI) rose all the way from
49.4 in August 2016 to 56.0 in January 2017, indicating
that the growth of the manufacturing sector has
continued to accelerate in past few months. Besides,
industrial production gained 0.8% mom in December,
posting the fastest month-on-month growth since
November 2014 (see exhibit 36). However, the new
orders for manufactured durable goods dropped by
0.5% mom in December, posting negative month-on-
month growth for two consecutive months, indicating
moderation in the demand for durable goods.

The non-manufacturing index (NMI), compiled by the
Institute for Supply Management, went up from 54.8
in October to 57.2 in November and in December, the
highest level since November 2015, and then edged
down to 56.5 in January. The index readings in recent
months indicate that the non-manufacturing sector has
expanded at a fast pace lately.

m US national accounts, 2015 to 4Q16

Annual growth (%) 2015

US consumers have continued to increase their
purchases in past few months. The US retail sales
gained 0.6% mom in December, recording positive
month-on-month growth for four consecutive months.
Meanwhile, the Reuters/University of Michigan Index
of consumer sentiment rose all the way from 87.2 in
October to 98.5 in January, the highest level since
2004. The latest reading indicates that US consumers
have been quite optimistic recently, attributable to
the anticipation of better job prospects under Trump
administration (see exhibit 37).

The pace of job creation has been relatively fast lately.
The non-farm payroll employment rose by 227,000 in
January, higher than its 12-month average of 195,000.
In the meantime, the US unemployment rate rose
slightly to 4.8% in January from 4.7% in December
(see exhibit 38).

Looking ahead, we forecast that the US economic
growth will accelerate this year, driven partly by the tax
cuts and increase in infrastructure investment under
the Trump administration. According to the latest
projection by the International Monetary Fund (IMF),
the real GDP growth in the US is forecast to rise from
1.6% in 2016 t0 2.3% in 2017.%

2016 1Q16 2Q16 3Q16 4Q16

Real GDP 2.6

1.6 0.8 1.4 3.5 1.9

m US industrial sector, July to December 2016

Source: US Department of Commerce

mom growth (%), seasonally adjusted  Jul 16 Aug Sep Oct Nov Dec
Industrial production 0.3 -0.1 -0.2 0.2 -0.7 0.8
New orders for manufactured durable 36 0.2 03 50 47 05

goods

Source: US Federal Reserve, US Department of Commerce

25 IMF, World Economic Outlook Update, January 2017



SOILIEYY US consumer market, August 2016 to January 2017

Aug 16 Sep Oct Nov Dec Jan 17

Retail and food services sales

(mom growth %, seasonally adjusted) 0.0 : 10 ¢ 07 : 02 : 06 )
Beuters/Umversny of I\/||_ch|gan 898 912 87 2 938 98.2 985
index of consumer sentiment

CP!I (yoy growth %) R G T S DR -2 A

Source: US Department of Commerce, Reuters/University of Michigan Surveys of Consumers, US Department of Labor

SOILIERY  US employment

nemploymen
Y eratg‘()},;)e ! Nonfarm payroll employment, February 2016 to January 2017
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2. Eurozone economy shows signs of
improvement

The real GDP growth in the Eurozone accelerated
slightly to 0.5% goq in 4Q16 from 0.4% goq in 3Q16.2
Overall, in 2016, the real GDP in the region gained
1.7% yoy (see exhibit 39).

Recent indicators point to relatively strong growth of
both the service sector and the manufacturing sector
in past few months. According to the global survey
firm Markit Economics, the Eurozone services PMI
went up all the way from 52.2 in September to 53.8
in November, and then remained high at 53.7 in
December and in January, indicating that the services
sector in the Eurozone has expanded at fast pace
recently. Meanwhile, the Eurozone manufacturing PMI
rose all the way from 51.7 in August to 55.2 in January,
the highest since May 2011, indicating that the growth
momentum of the manufacturing sector in the region
has become more robust.

m Eurozone’s real GDP growth, 2015 to 4Q16

On a seasonally adjusted basis, the retail trade volume
in the Eurozone fell by 0.3% mom in December, posting
negative month-on-month growth in four of the past
five months (see exhibit 40).

The labour market conditions in the region have
shown signs of improvement recently. The seasonally-
adjusted unemployment rate fell all the way from 10.0%
in August to 9.6% in December, the lowest level since
May 2009 (see exhibit 41). Meanwhile, confidence on
the economy in the region has continued to strengthen
in past few months. The Eurozone’'s economic
sentiment indicator (ESI) rose all the way from 103.5 in
August to 107.9 in January (see exhibit 42).

Looking ahead, the Eurozone economy is expected to
maintain the current pace of growth this year, supported
by the accommodative monetary policy. According to
the latest projection by the IMF, the Eurozone’s real
GDP is forecast to grow by 1.6% in 2017, slightly lower
than the 1.7% growth in 2016.%7

2015 2016 1Q16 2Q16 3Q16 4Q16
Real GDP (gog growth %) 0.5 0.3 0.4 0.5
Real GDP (yoy growth %) 2.0 1.7 1.7 1.6 1.8 1.8

Source: Eurostat

w Eurozone consumer market, July to December 2016

Jul 16 Aug Sep Oct Nov Dec
Volume of retail trade : : : :
(mom growth %, seasonally ad- : 0.4 -0.1 -0.3 15 -0.6 -0.3
justed) :
Annual inflation (%) 0.2 0.2 0.4 0.5 0.6 1.1

Source: Eurostat

m Eurozone labour market, July to December 2016

seasonally adjusted

Aug

Sep Oct Nov Dec

Jul 16

Unemployment rate (%) 10.0

10.0

98 { 97 i 97 i 96

Source: Eurostat

26 Lithuania has become the 19th member of the Eurozone as from 1 January 2015. Other member countries include Austria, Belgium, Cyprus, Estonia, Finland, France,
Germany, Greece, Ireland, ltaly, Latvia, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia and Spain.

27 IMF, World Economic Outlook Update, January 2017



m Eurozone economic sentiment indicator, August 2016 to January 2017

seasonally adjusted

Oct Nov Dec Jan 17

Economic
sentiment indicator

Aug 16 Sep

1034 i 1047

1063 | 1065 : 107.8 | 107.9

3. China’s export growth is expected to
improve in 1Q17

In its World Economic Outlook Update released on
16 January this year, the IMF predicts that the world
economic growth will improve from 3.1% in 2016
to 3.4% in 2017, as the advanced economies, the
emerging market economies and the developing
economies are all set to grow at a faster pace due
partly to the anticipated policy stimulus carried out by
the US (see exhibit 43).

SOTEEY | atest GDP growth forecasts by the IMF

Source: Eurostat

Looking ahead, against the backdrop of an improving
global economy, we forecast that the year-on-year
growth in China’s exports will improve to minus 2-3% in
1Q17 from minus 4.8% in 4Q16. Still, challenges facing
Chinese manufacturers persist, which include greater
uncertainty in the US trade policies under the Trump
administration, intense competition in the international
market, stronger government’s efforts to cut excess
capacities in various sectors, increasing labour and
environmental costs, as well as tough operating
environment.

yoy growth (%) 2015 (Esicr:a?es) (Fofeocj;sts)
World economy : 3.2 3.1 : 3.4
‘Advanced economies . o1 16 19
""" s i 28 i 16 i 23
""" Eurozore . 20 . 17 i 18
""" Japan i 12 i o9 i o8
""" UK i g g
e, o

""" China i  e9 i e7 i 65
""" ndia~ i 76 i 66 i 712
""" Brazl . 38 . 35 02
""" Russa ¢ 37 . o0& i 11

* Data and forecasts are presented on a fiscal year basis. India’s fiscal year runs from 1 April to 31 March.

Source: IMF, World Economic Outlook Update, January 2017
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