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Retail sales of consumer goods grow by 10.0% yoy in 1Q17.

Uptrend of ex-factory prices of industrial products reverses.

Consumption expenditure of both rural and urban
households shows high single-digit growth in 1Q17.

Growth in nominal fixed asset investment accelerates to 9.2%
yoy in 1Q17.

Government to take a series of measures to boost consumption.

Real GDP growth target of about 6.5% set for 2017.

Entrepreneur Confidence Index for the secondary industry
rises markedly by 13.8 pts in 1Q17.

April PMI indicates a growth moderation of the
manufacturing sector.

Foreign Trade

Both exports and imports continue to post year-on-year
gain in April.

Exports to the US, the EU, Japan and the ASEAN grow by 10.0%
yoy, 7.4% yoy, 4.8% yoy and 11.4% yoy respectively in 1Q17.

Exports from Guangxi, Shaanxi, Qinghai and Xinjiang show
stunning growth in 1Q17.

FDI gains 1.0% yoy in 1Q17.

Foreign exchange reserves bottom out.

Exchange rate of the Chinese yuan against the US dollar
stays relatively stable.

Xi-Trump summit seems successful.
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Executive
Summary

Domestic Trade

Retail sales of consumer goods reached 8,582.3 billion
yuan in 1Q17, up nominally by 10.0% yoy. Online retail
sales of goods, which accounted for 12.4% of total retail
sales, rose strongly by 25.8% yoy over the period.

Uptrend of ex-factory prices of industrial products has
reversed recently. For the first time in ten months, the
producer price index of industrial products recorded a
drop, down by 0.4% mom in April.

Consumption expenditure of both rural and urban
households showed high single-digit growth in 1Q17: the
per capita consumption expenditure of rural households
increased nominally by 8.1% yoy to reach 2,921 yuan;
while that of urban households grew by 7.0% yoy in
nominal terms to reach 6,387 yuan in 1Q17.

Growth in nominal fixed asset investment rose to
9.2% yoy in 1Q17 from 8.1% yoy in 2016, due largely
to the acceleration in the growth in investment in the
manufacturing sector, the real estate development and
the infrastructure.

Government will take a series of measures to boost
consumption this year. For example, the government will
continue to push forward the ‘10 initiatives for boosting
consumption’; foster the integrated development of brick-
and-mortar stores and online shopping; and ensure that
more domestically sold products come off the same
production lines, meet the same standards, and are of the
same quality as export products.

Macroeconomic targets set for 2017. During the fifth
session of the 12" National People’s Congress, the
government set a real GDP growth target of about 6.5%
for 2017, compared to the actual growth rate of 6.7% in
2016 and the 6.5% - 7.0% growth target set for 2016.

Entrepreneur Confidence Index for the secondary industry
rose markedly by 13.8 pts in 1Q17, indicating a great
improvement in confidence among Chinese entrepreneurs
in the secondary industry in the quarter.

April PMI indicates a growth moderation of the
manufacturing sector. PMI went down to 51.2 in April from
51.8 in March, the highest level in almost five years.

Foreign Trade

Both exports and imports continued to post year-on-year
gain in April. Exports rose by 8.0% yoy, while imports
expanded by 11.9% yoy in the month.

Exports to the US, the EU, Japan and the ASEAN grew by
10.0% yoy, 7.4% yoy, 4.8% yoy and 11.4% yoy respectively
in 1Q17. Exports to some commodity-exporting emerging
countries posted robust growth in 1Q17: the exports to
Brazil and Russia increased by 35.8% yoy and 22.4% yoy
respectively in 1Q17.

Exports from Guangxi, Shaanxi, Qinghai and Xinjiang
showed stunning growth, up by 34.6% yoy, 35.3% yoy,
56.3% yoy and 50.3% yoy respectively in 1Q17.

FDI grew by 1.0% yoy to reach 226.5 billion yuan in 1Q17.
The share of the service sector in China’s total FDI went
up to 73.0% in 1Q17 from 70.3% in 2016. Among the
industries, FDI in the ‘transportation, warehousing and
postal industry’ and the ‘rental and commercial service
industry’ posted rapid growth of 43.7% yoy and 62.3%
yoy respectively in 1Q17.

Foreign exchange reserves have bottomed out recently.
Forthefirsttime in eight months, foreign exchange reserves
in February recorded month-on-month gain, up by US$
6.9 billion. Then, foreign exchange reserves increased by
US$ 4.0 billion and US$ 20.4 billion respectively in March
and April.

Exchange rate of the Chinese yuan against the US dollar
has stayed relatively stable in recent months. The daily
fixing rate of the Chinese yuan against the US dollar has
stabilized in a range between 6.8456 and 6.9125 since
late January (as of 12 May).

Xi-Trump summit in early April seemed successful. After
the meetings, Trump said he and Xi had ‘developed
a friendship’, while Xi said he had established a good
working relationship with Trump. In addition, at Xi's
invitation, Trump will pay a state visit to China later this
year. Besides, China and the US announced to establish
four high-level dialogue mechanisms, including the
Diplomatic and Security Dialogue, the Comprehensive
Economic Dialogue, the Law Enforcement and Cyber-
security Dialogue, as well as the Social and Cultural
Dialogue.
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Recent developments

1. China’s real GDP growth quickens in
1Q17

According to the National Bureau of Statistics, China’s
real GDP growth rose to 6.9% vyear-on-year (yoy)
in 1Q17, the highest in six quarters (see exhibit 1).
The real GDP growth has accelerated since 4Q16,
indicating a continuous improvement in the Chinese
economy. Overall, in 1Q17, China’s nominal GDP
amounted to 18.1 trillion yuan.

The acceleration in the real GDP growth in 1Q17 was
led by the faster growth of the secondary industry
amid rising prices of industrial products as well as
stronger domestic and foreign demand. The real
growth rate for the value-added of the secondary
industry quickened to 6.4% yoy in 1Q17 from 6.1%
yoy in 4Q16. In contrast, the real growth rate for the
value-added of the tertiary industry decelerated to
7.7% yoy in 1Q17 from 8.3% yoy in 4Q16.

Comparedtoinvestment and net exports, consumption
has played a more important role in driving economic
growth. In 1Q17, final consumption expenditure
contributed 5.3 ppts to the real GDP growth, while
gross capital formation contributed 1.3 ppts and net
exports contributed 0.3 ppts.

Looking ahead, the Chinese government will strive to
maintain stable economic growth ahead of the 19"

m China’s real GDP growth, 2Q16 to 1Q17

National Party Congress which will be held in autumn
this year. According to the Government Work Report
published in early March, the fiscal policy is expected
to be more proactive and effective. The ratio of fiscal
deficittonominal GDP is setat 3% for this year, meaning
that the fiscal deficit is budgeted to be 2.38 trillion
yuan this year, higher than the actual fiscal deficit last
year by 200 billion yuan. The major reason for the high
level of fiscal deficit is that the government plans to
further cut taxes and fees this year: the taxes and the
fees on enterprises are expected to be reduced by
350 billion yuan and 200 billion yuan respectively in
2017. Also noteworthy is that, according to the media
report, more Public Private Partnership (PPP) projects
will be carried out this year, which will greatly support
the growth in infrastructure investment in China.

As demand has been improving, we predict that
China’s economy will show relatively fast growth
in near future. Going forward, we also forecast the
real GDP growth to be around 6.9% yoy in 2Q17.
Downside risks to the economic growth, in our view,
come mainly from the negative impact of the property
tightening measures recently introduced, the less
accommodative monetary policy as well as the
government's crackdown on illegal activities in the
financial industry.
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2. Growth in retail sales reaccelerates in
March

According to the National Bureau of Statistics, the
growth in China’s total retail sales of consumer goods
fell from 10.9% yoy in December last year to 9.5%
yoy in January to February. However, the growth rate
reaccelerated to 10.9% yoy in March, indicating the
latest improvement in the consumption demand. The
month-on-month (mom) growth in seasonally-adjusted
retail sales fluctuated within the range of 0.78% to 0.96%
throughout December to March. Overall, in 1Q17, the

total retail sales of consumer goods reached 8,582.3
billion yuan. The nominal growth rate was 10.0% yoy in
1Q17, lower than the 10.4% yoy growth seen in 2016
(see exhibits 2 and 3).

China’s online retail sales of goods increased by 25.8%
yoy to reach 1,067.4 billion yuan, accounting for 12.4%
of China’s total retail sales of consumer goods in 1Q17.

Y0118 China’s total retail sales, year-on-year nominal growth, April 2015 to March 2017
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Source: National Bureau of Statistics, PRC

Exhibit 3 China’s total retail sales, month-on-month nominal growth, October 2016 to March 2017

mom growth (%), seasonally adjusted

Dec

Jan 17 Feb Mar

Total retail sales  0.82 0.95

0.87

0.78 0.96 0.84

Source: National Bureau of Statistics, PRC
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Rural retail sales have been rising faster than urban
retail sales. In 1Q17, rural retail sales expanded by
11.9% yoy to reach 1,242.6 billion yuan, while urban
retail sales rose by 9.7% yoy to 7,339.8 billion yuan.

The nominal growth in catering services sales came in
at 10.8% yoy in 1Q17, the same as in 2016. Meanwhile,
the nominal growth in sales of goods dropped from
10.4% yoy in 2016 to 9.9% yoy in 1Q17.

The growth rate for the retail sales of goods by

enterprises above a designated size', which amounted
to 3,524.8 billion yuan in 1Q17, decelerated to 7.9%

m China’s total retail sales, 2016 to 1Q17

yoy in 1Q17 from 8.3% yoy in 2016, dragged down by
the growth deceleration of the sales of ‘automobiles’.
In 1Q17, the growth in sales of ‘automobiles’ came
in at 2.3% yoy, down markedly from 10.1% yoy in
2016. A possible reason for the slowdown was that
the purchase tax rate on passenger-vehicles with
less than 1.6 litre was adjusted upward from 5% to
7.5% on 1 January 2017. In contrast, sales of ‘building
and decoration materials’ posted rapid growth of
14.8% vyoy, supported by the strong sales of new
homes. Exhibit 5 demonstrates the growth in China’s
retail sales by product among enterprises above a
designated size.

Nominal growth, yoy (%) FY16 1Q17
Total retail sales 10.4 10.0
C.Goods i 04 i e
~ Sales by enterprises above a designated size | 83 i 79
~ Onlinesales i %6 | 258
" -Catering services i 108 i 108

3. Confidence among Chinese
consumers improves

The consumer confidence index? rose from 108.4 in
December to 109.2 in January, and further to its recent
peak of 112.6 in February, indicating that confidence

4. Consumption expenditure of both
rural and urban households shows high
single-digit growth in 1Q17

Both rural and urban households witnessed high
single-digit nominal growth in income in 1Q17. The
per capita disposable income of rural households
grew nominally by 8.4% yoy (or 7.2% yoy real) to reach
3,880 yuan; while the per capita disposable income of
urban households rose by 7.9% yoy in nominal terms
(or 6.3% yoy real) to reach 9,986 yuan in 1Q17.

Source: National Bureau of Statistics, PRC

among Chinese consumers has improved lately (see
exhibit 6).

With higher income, both rural and urban households
had more room to increase their consumption
expenditures in 1Q17. The per capita consumption
expenditure of rural households reached 2,921 yuan,
up nominally by 8.1% yoy (or 6.8% yoy real); while
the per capita consumption expenditure of urban
households grew by 7.0% yoy in nominal terms (or
5.4% yoy real) to reach 6,387 yuan in 1Q17.

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, 2016 to 1Q17

Nominal growth, yoy (%) FY16 1Q17

Grain, oil and food 10.9 10.4

Beverages i w5 o127
Tobaccoand fiouor 08 i 98
Clothing, shoes, hats and textles | 0 i e2
Cosmetes i 83 . 99
Gold, silver and jewellery 0.0 7.9

Products for dalyuse . 114 i 85
‘Sports and entertainment products | 189 i -
‘Home appliances and video equipment | &7 . 80
Chinese and Western medicines ¢ 120 i 107
‘Stationery and office accessories | 112 i 148
Fumiwe i w27 i 128
Telecommunications equipment 119 | 110
Petroleum and related products |\ 12 i 180
Auomobies i 101 i 23
‘Bulding and decoration materials | 140 | 148

Source: National Bureau of Statistics, PRC

m China’s consumer confidence index, March 2015 to February 2017
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5. Consumer inflation goes up gradually

After dropping from 2.5% in January to a two-year
low of 0.8% in February, the year-on-year growth rate
of China’s consumer price index (CPI) rebounded to
0.9% in March, and went up further to 1.2% yoy in
April 3

The CPI has grown at a relatively slow pace in recent
months, affected by the movement of food prices. The
food component in the CPI posted year-on-year drop,

component gained 2.2%, 2.3% and 2.4% in February,
March and April respectively (see exhibits 7 and 8).

Looking ahead, we predict that the food inflation will
pick up in the near future due to a slowdown in the
year-on-year decline of vegetable prices; meanwhile,
we expect the non-food inflation to rise slightly in the
near term. Overall, in our view, the CPI growth is likely
to go up but stay below 2% in the coming couple of

down by 4.3%, 4.4% and 3.5% in February, March months.
and April respectively. In contrast, the non-food

~
\8)

ST China's CPI growth, May 2015 to April 2017

yoy growth (%) Jun 1.9%
""" ol 18%
30 ¢ Aug 13%
""" Sep  19%
N 2 N e VA U ot 21%
""" Nov  23%
N e Dec  214%
CJan17 25%
00 e R 0%
2533582882 8282853338248°88&8 e 09
10 _g s 8 Apr 1.2%

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



m China’s CPI growth by commodity, November 2016 to April 20174

yoy growth (%) Nov 16 Dec Jan 17 Feb Mar Apr
Food, tobacco and liquor 3.2 2.2 2.5 2.4 2.4 -1.8
C|Oth|n914111112 ........... 13 ........... 13 ......
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: House ho|d go O ds and . Serv' Ces ........................ O 3 ........... O 4 ........... O 6 ........... 05 ........... O 7 ........... O . 8 ......
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The year-on-year growth in China’s producer price
index of industrial products (PPI)®> went down from an
eight-year high of 7.8% in February to 7.6% in March,
and dropped further to 6.4% in April (see exhibits 9 &
10). On a month-on-month basis, for the first time in
ten months, the PPI recorded a drop, down by 0.4%
in April. The latest reading indicates that the uptrend
of ex-factory prices of industrial products has reversed
recently.

Source: National Bureau of Statistics, PRC

Going forward, due to the recent fall in prices of
production inputs, the year-on-year growth in the PPl is
expected to fall further in the coming months.

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, May 2015 to April 2017

May 16 -2.8%
yoy growth (%) Jun -2.6%
8.0 Jul -1.7%
6.0 Aug -0.8%
Sep 0.1%
4.0 ---------------------------------
Oct 1.2%
2.0 Nov 3.3%
0.0 Dec 55%
20 Jan 17 6.9%
Feb 7.8%
40 F 0
Mar 7.6%
—~ o T~
o 6.0 Apr 6.4%

Source: National Bureau of Statistics, PRC

m China’s PPI growth by selected industry, November 2016 to April 2017

yoy growth (%) Nov 16 Dec Jan 17 Feb Mar Apr
Textile L 10 i 10 i 26 : 32 35 | 38
Textile wearing apparel and ornament 0.5 0.5 0.6 0.9 1.0 1.0
Processing of timbers, manufacture of . : : : : :

wood, bamboo, rattan, palm, and straw : 01 : 01 : 02 : 01 : 06 : 05

products

Source: National Bureau of Statistics, PRC

The vyear-on-year growth rate for the purchaser
price index of industrial products, a major indicator
of upstream prices, went up to 10.0% in March, the
highest level in more than five years. Afterwards, in
April, the year-on-year growth rate fell to 9.0% (see
exhibits 11 & 12). On a month-on-month basis, the
purchaser price index of industrial products dropped
by 0.3% in April, indicating a fall in upstream prices.
We believe this was attributable to the recent drop in
global commodity prices.

The input prices sub-index of China’s manufacturing
PMI, a leading indicator of upstream prices, dropped
markedly from 64.2 in February to 59.3 in March, and
further to 51.8 in April. Thus, the year-on-year growth
rate of the purchaser price index of industrial products
is likely to trend downward in the coming months, in
our view.



m Growth in China’s purchaser price index of industrial products, May 2015 to April 2017

yoy growth (%)

12.0
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Source: National Bureau of Statistics, PRC

SOILIAPY  China's purchaser price index of industrial products by selected commodity, November 2016 to April 2017

yoy growth (%) Nov 16 Dec Jan 17 Feb Mar Apr
Fuel and power 6.0 10.1 14.7 18.7 19.0 17.6
Non-ferrous metal materials and wires | 05 | 149 | 188 | 171 | 161 | 154
Chemical raw materials 20 | 53 i 81 | 108 | 100 | 81
Woodandpup i 05 | 21 | 33 i 40 | a5 | 47
Textie raw materials i 18 | 25 | 83 i 40 : 46 | 47

Source: National Bureau of Statistics, PRC
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6. Growth in industrial production continues 7. Industrial profits show strong growth
to rise in1Q17
The growth rate for China’s industrial production (IP), The total profits earned by large and medium industrial
measured by value-added of industrial output (VAIO), enterprises above a designated size’ increased
accelerated from 6.0% yoy in December last year to 6.3% yoy by 28.3% yoy in 1Q17, compared to the 8.5% yoy
in January to February, and rose further to 7.6% yoy in March growth in 2016. The strong growth in China’s industrial
(see exhibit 13).6 Overall, in 1Q17, China’s IP expanded by profits in the first three months of this year was due
6.8% yoy, much faster than the 6.0% yoy growth recorded in largely to the acceleration in the output growth and
2016. the increase in prices of industrial products. In 1Q17,
China’s industrial profits totalled 1,704.3 billion yuan
The output sub-index of China’s manufacturing PMI, a (see exhibit 14).
leading indicator of output of manufacturers, stayed high at
53.7,54.2 and 53.8 in February, March and April respectively, Among sectors, profits of the manufacturing sector
suggesting that the industrial production is set to show fast rose by 23.4% yoy to 1,491.4 billion yuan in 1Q17.
growth in coming months. Looking ahead, we expect that the Meanwhile, the mining sector, which made losses of
growth in VAIO will be around 7% yoy in 2Q17. 8.0 billion yuan in 1Q16, earned profits of 122.9 billion

yuan in 1Q17. In contrast, profits of the electricity,
. heat, gas and water sector fell sharply by 29.4% yoy
to 90.1 billion yuan over the same period.

N/

SOIMAEY China's industrial production growth, April 2015 to March 2017 oo P

May 6.0%
8-0 i
Jun 6.2%
Jul 6.0%
Au 6.3%
70 + g ......................
& Sep 6.1%
= | /N e
2 Oct 6.1%
s 1 /N A o~
o [¢)
TN R AN B Nov . 82%
Dec 6.0%
Jan-Feb o
17 6.3%
5.0 L e S
L >XCcCS52208238LL2583E522B8388828 & ar 6%
S 835288288 22283528888-22
< 3 3

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, September 2016 to March 2017

yoy growth (%) Sep 16 Oct Nov Dec Jan1-7Feb Mar
Total profits made by industrial 77 98 145 03 315 038

enterprises above a designated size

8. Fixed asset investment growth
accelerates in 1Q17

The growth in China’s nominal fixed asset investment
(FAI) (excluding rural households) accelerated to 9.2%
yoy in 1Q17, compared to 8.1% yoy in 2016.8 In 1Q17,
China’s nominal FAI (excluding rural households)
amounted to 9.4 trillion yuan (see exhibit 15).

The growth in investment in the secondary industry,
the real estate development and the infrastructure
accelerated in 1Q17, compared to 2016. The growth
in FAI (excluding rural households) in the secondary
industry rose to 4.2% yoy in 1Q17 from 3.5% yoy growth
in 2016, attributable to stronger confidence among
entrepreneurs amid the improvement in both domestic
and foreign demand for industrial products as well
as a continuous rise in prices of industrial products.
Meanwhile, due partly to the recent drop in housing
inventories in China, the growth in FAI (excluding rural
households) for real estate development quickened to

Source: National Bureau of Statistics, PRC

9.1% yoy in 1Q17 from 6.9% yoy in 2016. The growth
in FAl in infrastructure (excluding power, heat, gas and
water infrastructure) improved to 23.5% yoy in 1Q17
from 17.4% yoy in 2016.

According to the media report, more Public Private
Partnership (PPP) projects will be carried out this year,
which will greatly support the growth in infrastructure
investment in China. Nevertheless, the government’s
efforts to tighten property markets in various cities
have already triggered a deceleration in growth of
sales of new homes in recent months. This may have
negative impact on the growth in investments for real
estate development later this year. All in all, we expect
that China’s FAI growth will peak in near future.

m China’s FAI (excluding rural households) growth, October 2016 to March 2017

Oct 16 Nov Dec Jan 17 Feb Mar
FAI (excluding rural households)
(year-to-date, yoy growth %) 8.3 83 8.1 ) 8.9 9.2
FAI (excluding rural households) 0.74 0.67 0.74 0.72 0.86 0.87

(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. China to take a series of measures to
boost consumption

According to the Government Work Report published
in March, China’s government will take a series of
measures to boost consumption this year. For example,
the government will continue to push forward the ‘10
initiatives for boosting consumption’ (see exhibit 16 for
more details); relax unreasonable restrictions on entry
into the service sectors; support non-governmental
agencies to provide education, elderly care and
medical services; promote information consumption
in areas such as digital homes, online education

m 10 initiatives for boosting consumption

and virtual reality; launch the ‘specific actions for
accelerating innovation in distribution for domestic
trade, pushing forward the supply-side structural
reforms and expanding consumption’; foster the
integrated development of brick-and-mortar stores and
online shopping; and ensure that more domestically
sold products come off the same production lines,
meet the same standards, and are of the same quality
as export products.

Facilitating the flows of products in distribution network, with a focus on reducing

Urban Sales

Health, Elderly Care, &
Domestic Services

logistics costs while enhancing efficiency, and extending sales of high-quality brands
 to third- and fourth-tier cities

Tapping the potential for e-commerce consumption in rural areas, facilitating flows in
: two-way sales channels between urban and rural areas, improving rural infrastructure
: for consuming information goods and services, and bringing about higher-quality
consumption in rural areas

Cutting the housing inventory by using measures which are tailored to local conditions,
: establishing a housing system which encourages both renting and purchasing,

: ensuring efficient use of the housing provident fund, and meeting consumer demand

: for better housing conditions

: Initiating trials to loosen restrictions on driving pickup trucks in cities, accelerating
: construction of parking facilities, working to improve after-sales services for
: automobiles, and meeting consumer demand for automobiles

: Developing demonstration zones for all-for-one tourism, accelerating the development
: of cruise and yacht tourism, promoting ecotourism and elderly-friendly tourism, and
: stepping up development of the general aviation market

Providing more training for domestic service workers, developing combined medical
: and care services for the elderly, supporting the integration and transformation of

¢ idle non-governmental resources to provide elderly care services, and encouraging
development of diversified and personalized health services



Developing high-level vocational education, promoting Chinese-foreign cooperation

, : in operating schools, encouraging the development of cultural & creative industries,
Education, Culture & :

Information . increasing application of new information products such as smart-home technology, SSUE

: and strengthening infrastructure for cultural consumption such as physical bookstores, 46

: digital cinemas in county-level cities MAY
B R R R R R R R 2017

: Continuing to put stadiums and gymnasiums to best use, improving market-based
: competitive mechanisms for sports event operations, and hosting a wider range of
: sports events to stimulate and satisfy household demand in the area of sports

: Carrying out a ‘frontrunner program’ for energy efficient household appliances,
‘ increasing the supply of eco-friendly household purifiers, and promoting the use of
: green materials in construction

Extending application of the national platform for sharing information on credit, making

Consumption
Environment & Quality

: effective use of the ‘12358’ pricing monitoring platform, strengthening price monitoring,
working to improve the quality of consumer goods, and supporting development of

: new forms of consumption such as sharing economy

Extracted from Report on the Implementation of the 2016 Plan and on the 2017 Draft Plan for National Economic and Social Development

2. Growth rates for RMB loans and
broad money supply decelerate

The growth rates for broad money supply and RMB
loans have decelerated in recent months. As at the
end of March, the growth of the broad money supply
(M2) was 10.6% yoy, lower than 11.3%% yoy as at the
end of December last year (see exhibit 17). The total
outstanding RMB loans gained 12.4%% yoy as at the
end of March, compared to the growth of 13.5% yoy as
at the end of December last year. Overall, in 1Q17, the
increase in the total outstanding RMB loans amounted
to 4.22 trillion yuan, smaller than the increase seen in
the same period of the previous year (i.e. 4.61 trillion
yuan). Driven mainly by the demand for housing
mortgages, the total outstanding medium- to long term
RMB loans to households gained 1.46 trillion yuan in
1Q17, contributing 34.6% of the increase in RMB loans
in 1Q17; the total outstanding short term RMB loans to
households increased by 387 billion yuan, contributing
9.2%.The total outstanding medium- to long term RMB
loans to non-financial business and other sectors
expanded by 2.66 trillion yuan, contributing 63.0% of
the increase in RMB loans in 1Q17.

One of the possible reasons behind the moderation in
the growth in RMB loans in the past few months was
the central bank’s actions to raise the rates of medium-
term lending facility (MLF) on 24 January and 16 March,
and the standing lending facility (SLF) on 3 February
and 16 March. The hike in rates of the MLF and the
SLF has increased the financing costs on financial
institutions, thereby putting upward pressure on the
interbank rates: the overnight Shanghai interbank
offered rate (Shibor), for example, reached 2.8348%
on 5 May, compared to 2.1640% on 24 January. Banks
may pass through the higher costs to borrowers, which
in turn will have less incentive to raise loans.

Looking ahead, we expect the growth rate for RMB
loans to soften in near future, as China’s central bank
has adopted a less accommodative monetary policy
recently.

China Trade Quarterly
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SUILIANY Broad money supply (M2) and RMB loans, April 2016 to March 2017 ,
Increase in

RMB loans
Broad money supply (M2) Total outstanding RMB loans (trillion yuan)
Amount Amount . _FY_16 . 1265 .
e of titon yuan) YOV growth It yoy growth . 1Q17 ............. 4..22 ..........
EndAprie | 1445 128% 10 991 P 144%  Apri6 086
End-May i 1462 8% i 1001 G aan May 0.99
Enddun i MA9d 8% i 1015 il 143% Jun 138
Enddul 1492 102% il 1020 i 129% . u 046
End-Aug G ISTT 4% i 1029 i 180% . Ag 095
EndSep i 1816 i . 5% il 1041 i 190% Sep 1.22
EndQct i 1820 i 6% i 1048 1% Oct 0.65
End-Nov 51880 il 4% i 1056 Gl 181% . Nov 079
End-Dec i 1880 il 3% i 1066 135% . Dec 104
JEnd-Jan 17 1876 i 8% i 1086 il 126% . Jan17 203
End-Feb 11983 A% i 1098 il 180% . 1 Feb 117
Y e e 0 I I\/I ar ............... 102 ...........

Source: People’s Bank of China

3. Shadow banking activities show signs
of increase

The increase in ‘total social financing’ (covering sources
of financing such as RMB loans to the real sector, foreign
currency loans to the real sector, trust loans, entrusted
loans, bank acceptance bills, corporate bonds, equity
issuance and other instruments) amounted to 6.9 trillion
yuan in 1Q17, larger than the increase seen in the previous
year (i.e. 6.7 trillion yuan) (see exhibit 18).

Shadow banking activities have shown signs of increase
in recent months. Compared to 2016, trust loans and bank
acceptance bills played a more important role in driving
up ‘total social financing’ in 1Q17. For example, trust loans
contributed 10.6% of the increase in ‘total social financing’
in 1Q17, compared to a 4.8% share in 2016. In contrast,
RMB loans contributed 64.9% of the increase in ‘total social

financing’in 1Q17, compared to the share of 69.9% in 2016.

m Increase in total social financing, 2016 to 1Q17

2016 1Q17
(biﬁi?r?%;n) Share (%) (biﬁ\irc?r?%;n) Share (%)

Total social financing 17,800 100.0 6,930 100.0

B P S [ T S
s S [ E s S R S
B S R e R o
R S e S
TR S e e
B S R R
s s s S S S

Source: People’s Bank of China



Outlook

1. Macroeconomic targets set for 2017

The fifth session of the 12" National People’'s Congress
(NPC) was concluded in mid-March this year, and
the major macroeconomic targets for the year were
announced (see exhibit 19).

The government sets a real GDP growth target of about
6.5% for 2017, compared to the actual growth rate of
6.7% in 2016 and the 6.5% - 7.0% growth target set for
2016. According to Premier Li, the slight reduction in
the economic growth target would give the government

m Macroeconomic targets set for 2017

more room to improve the quality and the efficiency of
the economy and to accelerate economic restructuring
and upgrade. The NDRC Chairman He Lifeng also
commented that setting a lower growth target did
not imply the government was concerned about the
economic growth for this year. At a press conference
on 6 March, He Lifeng said he had confidence that
the real GDP growth target of about 6.5% could be
achieved this year.

I e AR

Real GDP growth of about 6.5% (vs. 6.7% actual in 2016).

CPI growth of about 3% (vs. 2.0% actual in 2016).

Fixed asset investment to grow by about 9% (vs. 7.9% actual in 2016).

Retail sales of consumer goods to increase by about 10% (vs. 10.4% actual in 2016).
Over 11 million new jobs in urban areas (vs. 13.14 million actual in 2016).

M2 growth of about 12% (vs. 11.3% actual as of end-2016).

Source: The Government Work Report delivered by Premier Li Kegiang on 5 March 2017; the Report on the Implementation of the 2016

Plan and on the 2017 Draft Plan for National Economic and Social Development

2. Entrepreneur Confidence Index for
the secondary industry rises markedly in
1Q17

China’s Entrepreneur Confidence Index (ECI) for the
secondary industry rose markedly by 13.8 pts from
the previous quarter to 129.2 in 1Q17, indicating a
great improvement in confidence among Chinese
entrepreneurs in the secondary industry in the quarter
(see exhibit 20).°

The ECls for the ‘manufacturing’ and ‘mining’ sectors
recorded strong quarter-on-quarter increases, up
by 14.2 pts and 16.5 pts respectively in 1Q17. In
comparison, the ECI for ‘electricity, gas and water’
sector rose slightly, by 4.3 pts, in the same quarter (see
exhibit 21).

SOIN@Y China’s Entrepreneur Confidence Index (Secondary Industry), 2Q15 to 1Q17

2Q15  3Q15

4Q15 1Q16  2Q16 3Q16 4Q16 1Q17

Entrepreneur Confidence

Index (Secondary Industry) s e

108.9 108.7 109.3 1134 1164 129.2

Source: National Bureau of Statistics, PRC

9 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.

China Trade Quarterly
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Entrepreneur Confidence Index by sector, 4Q16 and 1Q17

Compared with the

Q16 Qi previous quarter
Secondary industry 1154 129.2 Higher
Mining o73 . 1138 | Hgher
Mandfactuing | 1159 i 1301\ Hgher
Electr|0|tygasand12511294H|gher """""""

water

3. PMlindicates a growth moderation of
the manufacturing sector

China’s manufacturing Purchasing Managers’ Index
(PMI) edged up from 51.6 in February to 51.8 in March,
the highest level in almost five years, but then went
down to 51.2 in April. The latest reading indicates a
moderation of the growth in the manufacturing sector
in China (see exhibit 22).

The growth rates for both new domestic and export
orders have decelerated lately. The new orders index
fell from 53.3 in March to a four-month low of 52.3 in
April, while the new export orders index dropped from
51.0 in March to 50.6 in April.™®

Output growth has also softened recently. After rising
from 53.7 in February to 54.2 in March, the output
index slid to 53.8 in April.

The purchases of inputs index advanced from 51.4 in
February to 53.4 in March. However, the index went
down to 51.9 in April, showing that manufacturers
have slowed their purchasing activities amid a growth
deceleration in new orders.

Source: National Bureau of Statistics, PRC

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 fell from 64.2 in February to
59.3 in March, and then dropped markedly to a ten-
month low of 51.8 in April, showing that upstream
cost pressure has eased lately. This may be the main
reason behind a fall in ex-factory prices of industrial
products: the ex-factory prices index dropped below
the critical 50-mark in April.

The business expectations index went down from
60.0 in February to 58.3 in March, and further to 56.6
in April, indicating that purchasing managers have
become less optimistic recently.

10 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.



Exhibit 22 China’s manufacturing PMI at a glance, April 2017

Seasonally

Index Compared with

ndex Adjusted Index the Previous Month Direction

PMI 51.2 Lower Expanding
. Ou tpUt ......................................... 5 3 8 ........................... Lower ............................ Expan d mg .............
Neworders ................................. 5 2 3 ........................... Lower ............................ Expandmg .............
. New EX port Orders ....................... 5 O 6 ........................... Lower ............................ Expan d mg .............
BaCklogsoforderS ....................... 4 50 ........................... Lowercontractmg ............
StOCkS OmeIShedGOOdS .............. 4 82 ........................... nghercontractmg ............
PurCh ases of mputs ....................... 5 1 9 ........................... Lower ............................ Expan dmg .............
. |mp O rts ........................................ 5 O 2 ........................... Lower ............................ Expan d lng .............
mputprlces .................................. 5 18 ........................... LowerRlsmg ................
. S,[OC kS ofMaJ Or lnDUt S ................... 4 8 7 ........................... Lower ............................... Fa” mg ................
ExfaCtoryPrlces ........................... 4 83 ....................... Unchangedcomrammg ............
Employmem ................................. 4 92 ........................... Lowercomractmg ............
Supp“erSDellvery Tlme ................ 5 05 ........................... ngherQUICKemng ............
. BUSI ness Exp e Ctatlons ................... 5 6 6 ........................... Lower ............................. O ptlml S“C .............

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

ISSUE

46

MAY
2017

China Trade Quarterly



/M)

o/

4. Growth in non-manufacturing sector
decelerates

China’s Business Activity Index, which is quoted as
the Non-manufacturing Purchasing Managers’ Index
(NMI), rose from 54.2 in February to 55.1 in March,
before falling to 54.0 in April. The latest reading
indicates a deceleration in the growth in the non-
manufacturing sector (see exhibit 23).

The growth in the new orders has also moderated
recently: the new orders index dropped from 51.9
in March to 50.5 in April, the lowest level since
September last year.

After going down from 51.4 in February to 49.7 in
March, the sales prices index rebounded to 50.2 in

Exhibit 23

Seasonally Adjusted Index Compared with

April, above the critical 50-mark, suggesting that
enterprises have increased their service charges
recently. Meanwhile, the input prices index has been
on a downward trend in recent months, falling to
51.7 in April, the lowest level since October last year.
The April reading shows that the input prices have
increased at a slower pace lately.

The business expectation index came in at 59.7 in
April, well above the critical 50-mark, suggesting
that purchasing managers in the non-manufacturing
sector have remained optimistic.

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

naex Index the Previous Month Direction

Business activity 54.0 Lower Expanding
Neworders s05 Lower  ©  Expanding
nputprices L si7 Lower Rsng
Salesprices 502 . Hgher | Rsing
‘Business expectations | so7 i Lower i Optimistic

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

1. Both exports and imports continue to
show year-on-year growth in April

For the first time in eight quarters, China’s exports
recorded positive growth of 8.2% yoy in 1Q17 (see
exhibits 24, 25 and 26). The impressive export
performance in 1Q17 was attributable to a recovery
in the foreign demand as well as the weak Chinese
yuan, in our view. Overall, in 1Q17, China’s exports
amounted to US$ 482.8 billion.

China’s exports to its major trading partners registered
year-on-year gain in 1Q17. For example, China’s
exports to the US, the EU, Japan and the ASEAN
gained 10.0% yoy, 7.4% yoy, 4.8% yoy and 11.4% yoy
respectively in 1Q17. Also noteworthy is that China’s
exports to some commodity-exporting emerging
countries posted robust growth in 1Q17: the exports to
Brazil and Russia increased by 35.8% yoy and 22.4%
yoy respectively in 1Q17.

The growth rate for China’s imports rose from 2.7%
yoy in 4Q16 to 24.0% yoy in 1Q17. The acceleration in
China’s import growth was mainly boosted by the rise
in commodity prices and the strengthening domestic
demand. Overall, in 1Q17, China’s imports totalled
US$ 417.2 billion.

In April, China’s exports and imports continued to post
year-on-year gain, up by 8.0% yoy and 11.9% yoy. The
latest figures indicate that both the foreign demand
for Chinese products and the domestic demand for
imported products have remained strong recently.

With imports increasing faster than exports, China’s
trade surplus narrowed markedly to US$ 65.6 billion in
1Q17 from US$ 134.5 billion in 4Q16.

m China’s quarterly foreign trade data, 2Q16 to 1Q17

USD billion (yoy growth)

Exports Imports Trade Balance

FY16 2,097.4  (-7.7%) 1,687.5 (-5.5%) 510.0
""" 2016 | 5342 (44%) | G006 (68%) | 1437
""" 3016 | 5598 (63%) | 4135 (47% | 1463
""" 416 | 5844 (48%) | 4499 (27%) | 1345
""" 1Q17 | 4828 (82%) | 4172 (240%) | 656

Source: China Customs
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SUILPEY  China’s monthly foreign trade data, May 2016 to April 2017

USD billion (yoy growth)

Exports Imports Trade Balance
May 2016 @ 1811  (-41%) 1311 (0.4%) 50.0

"""" June | 1804  (48%) | 1323  (84%) | 481
"""" ay L 1847 (44%) | 1324 (125%) | 523
"""" August ¢ 1906 (2.8%) | 1385 (15%) | 820
"""" September | 1845 (-10.0%) i 1425  (19%) | 420
"""" October  § 1782  (73%) | 1294  (14%) | 491
"""" November | 1968  (0.1%) 1522  (67%) | 446
"""" December | 2094  (6.1%) : 1686  (31%) | 408
"""" January 2017 | 1828  (7.9%) | 1314  (167%) | 513
2 February | 1201 (18%) | 1200 (@81%) | o1
"""" March | 1806  (164%) 1867 (203%) | 239
"""" ppril . 1800 (80%) | 1420 (119%) . 380

Source: China Customs

SOILIPEY  Growth rates of exports and imports, May 2015 to April 2017
yoy growth (%)

400
30.0
20.0
10.0

0.0

-10.0

-20.0

-30.0 *

—Exports —Imports

Source: China Customs
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yoy growth (%) of export value, yoy growth (%) of import MAY

calculated in USD 2016 ey value, calculated in USD 2016 1Q17 o

Textile materials and products -4.1 1.2 Cereal and cereal flour -39.3 4.4 >

...................................................................................................... C]L)

Garments and clothing accessories : -9.6 -0.1 Soybean 23 36.6 =

....................................................................................................................... -]

. a

N 2150 honore 05! 913

.......................................................................... O

©

S e 74381 Crudeoi 1331 790 &

Coal 39.81 188 i 2

----------------------------------------------------------------------------------- Refined oil -21.8 38.2 6
Crude oil m39.01 152.9 s
----------------------------------------------------------------------------------- Steel -8.2 15.2
Refined oil 1.5: 533 Ot R

----------------------------------------------------------------------------------- extile yarns, fabric an

Steel -13.4: 116 textile products 122 9.0 @

Mechanical and electrical products :  -7.7: 8.6 Vehicles and vehicle chassis :  -05: 23.3

Source: China Customs Source: China Customs

2. Growth rates for both general trade
exports and processing trade exports turn
positive in 1Q17

The year-on-year growth rates for both the general
trade'" exports and the processing trade' exports
turned positive in 1Q17. The growth in the general
trade exports improved to 5.1% yoy in 1Q17 from minus
10.3% yoy in 4Q16. Meanwhile, the processing trade
exports expanded by 9.0% yoy in 1Q17, compared to
the 5.4% yoy decline in 4Q16 (see exhibit 29).

On the import side, the growth in the general trade
imports accelerated to 30.3% yoy in 1Q17 from 7.2%
yoy in 4Q16, driven largely by the rise in import prices
and volumes of commodities. In the meantime, the
processing trade imports registered positive growth of
12.9% yoy in 1Q17, compared to the 5.1% yoy drop

in 4Q16. In our view, the year-on-year increase in the
processing trade imports in 1Q17 suggests that the
processing trade exports are likely to maintain positive
growth in the near future, as processing trade imports
serve as a leading indicator of processing trade
exports performance.

In 1Q17, the share of processing trade in China’s total
trade was 28.9%, much lower than that of general
trade (i.e. 56.2%). Nevertheless, with a large surplus
of US$ 71.8 billion in 1Q17, processing trade still plays
an important role in China’s foreign trade.

11 ‘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.

12 ‘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.
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m China foreign trade (general and processing trades), 2016 to 1Q17

yoy growth (%)

Share (%)

ltem FY16 4Q16 1Q17 FY16 4Q16 1Q17
Exports 77 48 82 i 1000 : 1000 : 100.0
Of which: : : Do
General Trade -7.0 -10.3 51 53.8 50.5 53.0
Processing Trade -10.3 -5.4 9.0 34.1 37.2 344
Imports -5.5 2.7 24.0 100.0 100.0 100.0
Of which: : :
General Trade -2.5 7.2 30.3 56.6 54.9 60.0
Processing Trade -11.3 -5.1 12.9 250 i 26.1 22.6
Totalof Importsand ¢ i ioooio
Exports . 68 o 17 15.0 100.0 100.0 100.0
Of which: : :
General Trade -5.1 -2.9 16.2 55.0 52.5 56.2
Processing Trade -10.6 -5.3 10.4 30.2 32.3 28.9

3. China’s exports to the US and ASEAN
show double-digit growth in 1Q17

The EU was still China’s largest trading partner,
accounting for 14.9% of China’s total foreign trade in
1Q17. Sino-EU trade amounted to US$ 134.2 billion,
up by 10.5% yoy in 1Q17. Specifically, China’s exports
to the EU gained 7.4% yoy in 1Q17, compared to
the negative growth of minus 4.7% yoy in 2016; and
China’s imports from the EU grew by 15.5% yoy in
1Q17, compared to the 0.4% yoy drop in 2016 (see
exhibits 30 and 31).

Accounting for 14.0% of China’s total foreign trade,
the US continued to be China’s second largest trading
partner in 1Q17. Sino-US trade expanded by 14.4%
yoy to US$ 126.4 billion in 1Q17. China’s export growth
to the US turned positive in 1Q17: after dropping by
5.9% yoy in 2016, exports to the US grew by 10.0%

Source: China Customs

yoy in 1Q17. Meanwhile, China’s imports from the
US recorded strong growth of 25.9% yoy in 1Q17,
compared to the 9.1% yoy decline in 2016.

The Association of South East Asian Nations (ASEAN)
accounted for 12.4% of China’s total foreign trade in
1Q17. Sino-ASEAN trade grew by 18.0% yoy to US$
112.0 billion in 1Q17. Of which, China’s exports to
ASEAN rose by 11.4% yoy, and China’s imports from
ASEAN soared by 27.1% yoy, in 1Q17.

Sino-Japanese trade increased by 12.3% yoy to US$
68.9 billion in 1Q17. China’s exports to Japan gained
4.8% yoy, while China’s imports from Japan jumped by
20.0% yoy in 1Q17.



4. China’s exports to commodity-
exporting countries such as Brazil and
Russia grow robustly in 1Q17

China’s export growth to Russia accelerated to 22.4%
yoy in 1Q17 from 7.3% yoy in 2016, amid the recovery
in Russia’s economy. Meanwhile, China’s import
growth from Russia improved to 36.1% yoy in 1Q17
from minus 3.1% yoy in 2016 (see exhibits 30 and 31).
Consequently, the growth in China’s trade with Russia
picked up to 29.3% yoy in 1Q17 from 2.2% yoy in 2016.

China’s export growth to India rose to 14.2% yoy in

With Brazil's economy showing strong improvement,
China’s exports to Brazil soared by 35.8% yoy in 1Q17.
Meanwhile, China’s imports from Brazil expanded by
49.3% yoy in 1Q17. Consequently, Sino-Brazilian trade
surged by 44.5% yoy over the same period.

Together, these three BRIC members accounted for
6.0% of China’s total exports and China’s total imports
in 1Q17, up from 5.6% and 5.7%, respectively, in 2016.

1Q17 from 0.2% yoy in 2016. In the meantime, China’s
import growth from India accelerated rapidly to 49.3%
yoy in 1Q17 from minus 12.0% yoy in 2016. Overall, the
growth of Sino-Indian trade improved to 20.4% yoy in
1Q17 from minus 2.1% yoy in 2016.

m China’s trading partners, 1Q17

Country/  Trade value Share of Export value Import value yoy growth (%)

Region  (USD billion)  total trade (%) (USD billion) (USD billion) Totaltrade  Exports  Imports
EU 134.2 14.9 80.3 54.0 10.5 7.4 15.5
TR R e T A P S
S R e R e S
Japan .............. e R e P S
PR S e R e e i o P i
s S e R s P e S
PR S R e i S s o B o

Source: China Customs
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m China’s trading partners, comparing growth rates for 2016 and 1Q17

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

2016 1Q17 2016 1Q17 2016 1Q17

EU -3.1 10.5 -4.7 7.4 -0.4 15.5
us o e7 144 59 100 - o1 259
ASEAN 42 - 180 - 78 114 09 274
Japan . 13 - 123 47 18 19 200
Brazl . 53 445 © 199 © 358 © 37 193
Russia 22 293 1 73 224 1 31 %1
ndia 24 i 204 | 02 i - 142 i 20 | 493

5. Exports from Guangxi, Shaanxi,
Qinghai and Xinjiang show stunning
growth in 1Q17

China’s top six provinces and municipalities in terms
of value of exports — Guangdong, Jiangsu, Shanghai,
Zhejiang, Shandong and Fujian — jointly accounted
for 78.0% of China’s total foreign trade in 1Q17, down
from 79.0% in 2016 (see exhibit 32). Among these
provinces, Shandong saw the fastest growth in exports
in 1Q17. Exports from Shandong grew by 11.2% yoy to
US$ 34.4 billion in 1Q17.

Source: China Customs

In 1Q17, some provinces posted stunning growth
in exports, partly attributed to the relocation of
processing trade enterprises from coastal provinces
to inland provinces. Exports from Guangxi, Shaanxi,
Qinghai and Xinjiang surged by 34.6% yoy, 35.3% yoy,
56.3% yoy and 50.3% yoy respectively over the period.



SOTLEYY  Top six provinces and municipalities in terms of value of exports, 1Q17

Provinces/ Municipalities Value of exports

yoy growth (%) Share of total exports

(USD billion) (%)
Guangdong 139.7 6.9 28.9
engsu i g6 i 81 T e
Zhejang i 615 i 76 Y
Shanghai i 9 i 63 . 83
“Shandong i 344 i 112 - 71
Ry i 201 i 00 o 42

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

6. China’s FDI gains 1.0% yoy in 1Q17

China’s foreign direct investment (FDI) in Renminbi
terms gained 6.7% yoy in March, recording positive
year-on-year growth for two consecutive months.
Overall, in 1Q17, China’s FDI amounted to 226.5 billion
yuan, up by 1.0% yoy (see exhibit 33).

FDI in the service sector increased by 7.1% yoy to
165.4 billion yuan in 1Q17. The share of the service
sector in China’s total FDI went up to 73.0% in 1Q17
from 70.3% in 2016. Among the industries in the service
sector, FDI in the ‘transportation, warehousing and
postal industry’ and the ‘rental and commercial service

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

industry’ posted rapid growth of 43.7% yoy and 62.3%
yoy respectively in 1Q17, indicating the optimism
about these industries among foreign enterprises.

FDI in the manufacturing sector came in at 59.5 billion
yuan, accounting for 26.3% of the total FDI in 1Q17.
Among industries in the manufacturing sector, FDIl in the
‘general machinery industry’ and the ‘communications
equipment industry’ grew strongly by 27.7% yoy and
62.3% yoy respectively over the same period.

)
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BNMEL) China’s FDI, April 2016 to March 2017 7. China’s foreign exchange reserves
bottom out
Amount yoy growth

For the first time in eight months, China’s foreign
exchange reserves in February recorded month-on-

(billion yuan)

September

October

813.2 41% month gain, up by US$ 6.9 billion. Afterwards, the

' """"" 2 265 """"" ' """"" 10% """"" foreign exchange reserves increased by US$ 4.0 billion

L PSR . and US$ 20.4 billion respectively in March and April.
62.6 6.0% As at the end of April, the foreign exchange reserves

568 """""""""" _10% """"" amounted to US$ 3,029.5 billion (see exhibit 34).

98.2 9.7% One of the major reasons behind the bottoming out
'498 """"" ' """"" -16% """"" ’ of the foreign exchange reserves was that the capital
SRR U U U _ outflows moderated amid the recent stabilization of the

' 57.3 57% yuan exchange rate against the US dollar. Besides, the
|602 """"" A 120/ """"" ) appreciation of the non-dollar currencies in the past
SO e, AT _ few months resulted in a higher US-dollar value of non-

: 573 4.7% US-dollar denominated assets in the foreign exchange
'655 """"" ' """"" 09<7 """"" ‘ reserves.

. . o

81.4 57% Looking ahead, we believe that the value of China’s
S ' """""""""""""" ‘ foreign exchange reserves will depend on the
'801 ___________ ' _________ ‘92% _________ _ movement of the US dollar, which affects the trend

586 929, of capital outflows and the value of non-US-dollar
R R A RRRRARE R R R R : denominated assets in the reserves.

87.8 6.7%

Source: Ministry of Commerce, PRC

Foreign exchange reserves by quarter,
2Q16to 1Q17

USD billion  Accumulation End of the quarter
FY16 -319.8

""" 26 | 74 . 3om2

""" a6 | 888 | 31664

""" a6 | 1859 . 30105

""" Q17 ;44 i 30001

Source: State Administration of Foreign Exchange, PRC



1. Exchange rate of the Chinese yuan
against the US dollar stays relatively stable

After appreciating in the first few weeks of January, the
daily fixing rate (also known as the central parity rate) of
the Chinese yuan against the US dollar has stabilized in a
range between 6.8456 and 6.9125 since late January (as
of 12 May) (see exhibit 35)." In line with the trend of the
daily fixing rate, the USD-CNY spot exchange rate has
stayed relatively stable in recent months.™ The USD-CNY
spot exchange rate closed at 6.9027 on 12 May, implying
that the Chinese yuan has appreciated against the US
dollar by 0.68% so far this year (as of 12 May).

Since mid-April, the Chinese yuan against the Euro has
been on a depreciation trend. The daily fixing rate of the
Chinese yuan against the Euro depreciated from 7.3025
on 17 April to 7.5677 on 8 May, the weakest level since

mid-December 2014, before appreciating a bit to 7.5016
on 12 May (see exhibit 36). So far this year, the daily fixing
rate of the Chinese yuan against the Euro has depreciated
by 2.6% (as of 12 May).

According to the Bank for International Settlements, the
real effective exchange rate (REER) of the yuan has
trended downward in recent months, falling to 120.43 in
March, the lowest level since October 2014." Overall, in
1Q17, the Chinese yuan depreciated in real terms against
its trading partners by 1.9% (see exhibit 37).

Looking ahead, it is widely expected that the central bank
in the US will further raise interest rate this year, which
may lead to acceleration in the outflows of hot money from
China and thus put depreciation pressure on the Chinese
yuan. We predict that the exchange rate of the Chinese
yuan against the US dollar will stay weak in near future.

CEITED) Usp-oNY daily fixing rate, May 2016 to May 2017

70 r
6.9
6.8
6.7
6.6
6.5
6.4

6.3 1 1 1 1 1

o \o

ESHIRORO RN
OQ' W «2 @'b ?9 q}@

NN 2N 2N

—USD-CNY daily fixing rate

13 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.
14 The daily trading band of the Chinese yuan against the US dollar is +2.0% around the daily fixing rate.

15 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.

ISSUE

46

2017

China Trade Quarterly



Part2:
Foreign

N

CEIED cuR-CNY daily fixing rate, May 2016 to May 2017

76
7.4
7.2 F
. 70 1 1 1 1 1 1 1 1 1 1 1 1
& %\Q’ Q\"O \\},\q) Q’r@ Q\Q’ C}\Q’ R 0\@ Q(\ 0(\ &<\ &(\ %'(\
& O S O %) '®) o @ > 2 4 Q &
S % Q7 ¥ ¥ Y %
t\(l/@ ,\"l/ ,\(1/ r\q/?~ r\q/ '\q’ r\(l/e r\q/ ,\"1/ ,\‘], ,\"1/ ’\q’ \(L@
—EUR-CNY daily fixing rate
Real effective exchange rate of the Chinese yuan, April 2015 to March 2017
136.0
132.0 F
128.0 F
124.0
120.0 F
116.0 L— : : : : : : e
‘L‘_3>’CSGQB>OS'QEE_>’C5@QB>O":'QE
 £33280628_ 222833386287 ¢82
< 3 S



2. US does not label China a currency
manipulator

The US Treasury Department does not label China a currency
manipulator, according to its bi-annual report on International
Economic and Exchange Rate Policies published on 14
April.1®

According to the report, the US Treasury Department would
undertake an enhanced analysis of exchange rates and
externally-oriented policies for a major trading partner that
meets all three criteria:

(1) has a significant bilateral trade surplus with the US
(i.e. US$ 20 billion or more);

(2) has a material current account surplus (i.e. at least
3% of GDP);

(8) engaged in persistent, one-sided intervention in the foreign
exchange market (when net purchases of foreign currency
are conducted repeatedly and total at least 2% of an
economy’s GDP over a 12 month period).

The ‘currency manipulator’ designation means there will be
intense talks between the US and the labeled country, and
can lead to tariffs imposed by the US.

According to the report, China only met one of the three
criteria in 2016: China’s goods trade surplus with the US
amounted to 347 billion during the period. Therefore, China
was not considered a ‘currency manipulator’ in this latest
round of assessment.

3. Xi-Trump summit seems successful

The Chinese President Xi Jinping visited the US and had
several meetings with US President Donald Trump on 6-7
April. Overall, the Xi-Trump summit seemed successful.
After the meetings, Trump said he and Xi had ‘developed a
friendship’, while Xi said he had established a good working
relationship with Trump. Besides, at Xi’s invitation, Trump will
pay a state visit to China later this year."”

According to Chinese Foreign Minister Wang Yi, one of
the major outcomes of the summit was that the two sides
announced to establish four high-level dialogue mechanisms,
the
Comprehensive Economic Dialogue, the Law Enforcement

including the Diplomatic and Security Dialogue,

and Cyber-security Dialogue, as well as the Social and
Cultural Dialogue. They initiated the Diplomatic and Security
Dialogue as well as the Comprehensive Economic Dialogue
during the summit. Particularly noteworthy is that Xi and
Trump agreed to have a 100-day plan under the framework
of the Comprehensive Economic Dialogue in a bid to discuss
the issues about trade imbalances between China and the
US.

A month later, on 11 May, China and the US reached
consensus on several issues in areas of agricultural trade,
financial services, investment and energy under the 100-day
plan.”® The key takeaways from their consensus related to
trade include:
(1) China is to allow the imports of the US beef by 16 July.
(2) China and the US are to resolve outstanding issues
for the import of China origin cooked poultry as soon
as possible, and after reaching consensus, the US is
to publish a proposed rule by July 16, with the US
realizing China poultry exports as soon as possible.
(3) China’s National Biosafety Committee (NBC) is to
hold a meeting by the end of May 2017, to conduct
science-based evaluations of all eight pending US
biotechnology product applications to assess the
safety of the products for their intended use. For the
products that pass the safety evaluations of the NBC,
China is to grant certificates within 20 working days.
(4) The US welcomes China to receive imports of LNG
from the US. Companies from China may proceed
at any time to negotiate all types of contractual
arrangement with US LNG exporters.

4. Global merchandise trade posts low
single-digit growth in 2016

In mid-April, the World Trade Organization (WTO) released
the world trade statistics for 2016. According to the WTO,
the global merchandise trade volume increased slightly by
1.3% yoy in 2016, due mainly to the slow growth in the world
economy.

In 2016, the global merchandise exports in US dollar terms
dropped by 3.3% yoy to US$15.46 trillion. China continued to
be the world’s largest merchandise exporter in 2016, followed
by the US and Germany. Among the top 30 merchandise
exporters in US dollar terms, Vietnam posted the strongest
growth in merchandise exports (i.e. 9% yoy) in 2016.

16 https://www.treasury.gov/resource-center/international/exchange-rate-policies/Documents/2017-04-14-Spring-2017-FX-Report-FINAL.PDF

17 http://www.fmprc.gov.cn/mfa_eng/zxxx_662805/t1453028.shtm
18 https://www.commerce.gov/print/3122
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Outlook

1. US economic growth decelerates in
1Q17

The economic growth in the US decelerated in 1Q17.
The US real GDP expanded by an annual rate of 0.7%
in 1Q17, compared to the annual growth of 2.1% in
4Q16 (see exhibit 38).

On the production side, industrial production gained
0.5% mom in March, posting month-on-month
growth for two consecutive months (see exhibit 39).
Meanwhile, after staying at 2.4% in January and in
February, the month-on-month growth in the new orders
for manufactured durable goods decelerated to 0.9%
in March. Also noteworthy is that the manufacturing
Purchasing Managers’ Index (PMI) dropped from 57.2
in March to a four-month low of 54.8 in April, according
to the Institute for Supply Management. The April
reading indicates that the growth in the manufacturing
sector has decelerated.

The non-manufacturing index (NMI), compiled by
the Institute for Supply Management, went down
from the recent peak of 57.6 in February to 55.2 in
March. However, the index rebounded to 57.5 in April,
indicating a reacceleration in the growth of the non-
manufacturing sector.

The consumption demand has shown signs of
moderation in recent months. The US retail sales
dropped by 0.2% mom in March, recording negative
month-on-month growth for two consecutive months.
Nevertheless, the Reuters/University of Michigan Index

SaILNEEY US national accounts, 2015 to 1Q17

of consumer sentiment rose from 96.3 in February to
96.9 in March, and further edged up to 97.0 in April.
The latest reading was close to a 13-year high of 98.5in
January this year, indicating that consumer confidence
has been strong recently, boding well for consumption
(see exhibit 40).

The pace of job creation has reaccelerated. After
increasing by 79,000 in March, the non-farm payroll
employment rose at a faster pace, by 211,000, in April.
In the meantime, the US unemployment rate dropped
from 4.5% in March to 4.4% in April, the lowest in
almost ten years (see exhibit 41).

In view of the current situation and the outlook of the
employment market and inflation, the US Federal
Reserve raised the federal funds rate by 25 bps on
16 March for the second time in three months. Overall,
the federal funds rate has been increased three times
since December 2015. Therefore, the latest adjustment
in the federal funds rate implies a faster pace of the
interest rate hike.

Looking ahead, we forecast that the US economic
growth will accelerate in the near future, boosted by
the tax cuts under the Trump administration as well as
the strong consumer sentiment. According to the latest
projection by the International Monetary Fund (IMF),
the real GDP growth in the US will rise from 1.6% in
201610 2.3% in 2017 and 2.5% in 2018.%°

Annual growth (%) 2015 2016 2Q16 3Q16 4Q16 1Q17
Real GDP 2.6 1.6 1.4 3.5 2.1 0.7
Source: US Department of Commerce
m US industrial sector, October 2016 to March 2017
mom growth (%), seasonally adjusted  Oct 16 Nov Dec Jan 17 Feb Mar
Industrial production 0.2 -0.2 0.8 -0.3 0.1 0.5
New orders for manufactured durable 50 47 0.9 o4 4 0.9

goods

Source: US Federal Reserve, US Department of Commerce

19 IMF, World Economic Outlook, April 2017



m US consumer market, November 2016 to April 2017

Nov 16 Dec Jan 17 Feb Mar Apr
Retail and food services sales
(mom growth %, seasonally adjusted) 02 1.0 05 0.3 0.2 )
BeuterS/Umversny of I\/||_ch|gan 938 98.2 98.5 96.3 96.9 97.0
index of consumer sentiment
CPI (yoy growth %) P17 o211 fo25 127 2.4 -

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

m US employment

nemploymen .
Y eratg (()3,; ) ent Nonfarm payroll employment, May 2016 to April 2017
° In thousands, seasonally adjusted
2015 5.3
2016 4.9
» 146,500 1 350
.......................................... C
JMay 16 A £ 146,000 300
Jun 4.9 3 145,500 .
...;j..l ................... ;i.éi ........... EE 2 C
..... C TP 2 145000 200
o
AUQ ................. 49 ........... & 144,500
Sep 4.9 < 150
Ot .................. 48 ........... % 144,000
C I
NOV ................. 46 ........... § 143,500 100
DeC ................. 47 ........... 143,000 50
Jan 17 4.8 142,500 0
.......................................... May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr
e A 16 17
Mar 4.5
Apr .................. 44 ........... == Nonfarm payroll employment £ Job gains

Yearly figures: Annual average
Monthly figures: Seasonally adjusted

Source: US Department of Labor

Job gains
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2. Eurozone economy shows some
signs of acceleration

The quarter-on-quarter growth rate for the real GDP
in the Eurozone came in at 0.5% in 1Q17, the same
as in 4Q16, indicating that the economic growth in the
region stabilized in 1Q17 (see exhibit 42).2°

The Eurozone economy has shown some signs of
acceleration recently, as indicated by the Eurozone
services PMI and manufacturing PMI. According to
the global survey firm Markit Economics, the Eurozone
services PMI went up from 56.0 in March to 56.4 in
April, the highest level since April 2011, indicating
that the growth momentum of the services sector in
the Eurozone has strengthened lately. Meanwhile, the
Eurozone manufacturing PMI has continued to rise in
recent months, going up to a six-year high of 56.7 in
April. The uptrend indicates that the manufacturing
sector in the region has expanded at a faster pace.

The retail trade volume in the Eurozone gained 0.3%

m Eurozone’s real GDP growth, 2015 to 1Q17

mom in March on a seasonally adjusted basis, posting
positive month-on-month growth for three consecutive
months (see exhibit 43).

The labour market conditions in the region have
improved recently. The seasonally-adjusted
unemployment rate fell to 9.5% in March, the lowest
level since April 2009 (see exhibit 44). Meanwhile,
consumers and managers in various sectors have
been optimistic. After staying at 108.0 throughout
January to March, the Eurozone’s economic sentiment
indicator (ESI) went up to almost a ten-year high of
109.6 in April (see exhibit 45).

Looking ahead, the Eurozone economy is expected
to expand at a stable pace in 2017 and 2018,
supported by the accommodative monetary policy,
the mildly expansionary fiscal policy and the weak
Euro. According to the latest projection by the IMF
the growth rate for the Eurozone’s real GDP is forecast
to be 1.7% and 1.6% in 2017 and 2018 respectively,
compared to the 1.7% growth in 2016.%!

2015 2Q16  3Q16 4Q16  1Q17
Real GDP (gog growth %) 0.3 0.4 0.5 0.5
Real GDP (yoy growth %) .20 1.6 1.8 1.8 1.7

Source: Eurostat

m Eurozone consumer market, October 2016 to March 2017

Oct 16 Nov Dec Jan 17 Feb Mar
Volume of retail trade : : : : :
(mom growth %, seasonally o1 -0.3 0.1 0.5 0.3
adjusted) :
Annual inflation (%) 05 1.1 1.8 2.0 15

Source: Eurostat

m Eurozone labour market, October 2016 to March 2017

seasonally adjusted

Dec Jan 17 Feb Mar

Oct 16

Unemployment rate (%) 9.8

96 i 96 i 95 | 95

Source: Eurostat

20 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, Italy, Latvia, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia and Spain.

21 IMF, World Economic Outlook, April 2017



m Eurozone economic sentiment indicator, November 2016 to April 2017

seasonally adjusted

Jan 17 Feb Mar Apr

Economic
sentiment indicator

Nov 16 Dec

1065 | 107.8

1080 1080 | 1080 | 109.6

3. China’s exports are expected to show
high single-digit growth in 2Q17

In its World Economic Outlook released on 18 April this
year, the IMF forecasts that the world economic growth
will accelerate from 3.1% in 2016 to 3.5% in 2017 and
3.6% in 2018, amid the recovery in manufacturing
and trade as well as the booming financial markets.
Both the advanced and the emerging economies are
set to witness acceleration in economic growth in the
near future: the growth in the advanced economies is
projected to rise to 2.0% in 2017 from 1.7% in 2016,
while that in the emerging market and developing
economies is projected to quicken from 4.1% in 2016
to 4.5% in 2017 and 4.8% in 2018 (see exhibit 46).

m Latest GDP growth forecasts by the IMF

Source: Eurostat

As the improvement in the world economy is set to
boost the demand for goods, we forecast that China’s
exports will show high single-digit year-on-year growth
in 2Q17. Still, challenges facing Chinese exporters
persist, which include the 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 and enforce environmental regulations,
increasing costs of labour and materials, and the weak
demand for luxury products.

yoy growth (%) 2016 (Fofe();;sts) (Fofeocja85ts)
World economy : 3.1 35 : 36
‘Advanced economies | 17 °0 20
""" s i 1e i 23 i 25
""" Eurozore . 17 . 17 i 18
""" Japan i 10 i 12 i e
""" UK i qg g g
doveloping economies 4.1 45 a8

""" China i  e7 i es i 62
""" ndia® :  es i 72 i 77
""" Brazl . 36 . 02 i 171
""" Russa . 02 . 14 i 14

* 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, April 2017
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