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MADE IN CHINA

China Sourcmg Update February 1, 2016

Energy Costs

1. Crude prices drop further in early to mid-January

In line with the movement of global crude prices, China’s crude prices continued to drop
in early to mid-January.* For example, the Daqing® crude price plunged further from
US$ 27.9 per barrel on 31 December to US$ 21.1 per barrel on 19 January (see exhibit

1).

The price of Brent crude, the international oil benchmark, plunged all the way from
US$ 37.28 per barrel on 31 December to US$ 27.92 per barrel on 21 January. One of
the major factors contributing to the plunge in crude prices was the lifting of economic
sanctions against Iran in January. The International Atomic Energy Agency (IAEA)
announced on 16 January that Iran had abided by the agreement last year with six
countries to curtail its nuclear program, which triggered the end of sanctions.® As the
market anticipated a rise in Iranian exports after the lifting of sanctions, the crude prices
slumped.

According to the Monthly Oil Market Report published by the Organization of the
Petroleum Exporting Countries (OPEC) on 18 January 2016, the global oil oversupply
still persisted in 4Q15. According to secondary sources quoted by the report, the crude
production from the OPEC member countries averaged 32.18 million barrels per day in
December, down by 211,000 barrels per day from the previous month, and averaged
32.2 million barrels per day in 4Q15, staying significantly above the target of 30 million
barrels per day. Also, according to the report, the total supply excluding the OPEC

From the year 2000 onwards, China’s crude prices were determined with reference to global crude prices.
Daqlng Field is the largest oil field in China.
http /lwww.reuters.com/article/us-iran-nuclear-zarif-idUSKCNOUUOQC7



crude oil production averaged 63.07 million barrels per day in 4Q15; and the world oil
demand averaged 93.95 million barrels per day in 4Q15. Thus, there remained an
oversupply of crude oil by about 1.32 million barrels per day on average, during 4Q15.

Looking ahead, the oversupply of crude oil is expected to last in the coming months. We
therefore expect the oil prices to fluctuate at low levels in the foreseeable future.

Exhibit 1: China’s crude prices, January 2015 to January 2016
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2. Wholesale price index of refined oil products falls in December

The wholesale price index of refined oil products dropped by 2.0% mom in December
(see exhibit 2).*

The movement of the price index in the month was mainly driven by the government
moves to adjust the wholesale prices of refined oil products. The National Development
and Reform Commission (NDRC) made downward adjustments to the wholesale prices
of refined oil products on 2 December, in response to the further drop in global crude
prices in the second half of November. However, on 15 December the NDRC
suspended the adjustment mechanism for refined oil prices, in a bid to contain the
excessive growth of petroleum consumption and protect the environment.®> On 13
January 2016, the NDRC announced some revisions to the pricing mechanism for

* The index is compiled by the China Logistics Information Center (CLIC).
® http://www.ndrc.gov.cn/xwzx/xwfb/201512/t20151215_767558.htm|



refined oil products.® The revised pricing mechanism sets a lower bound on the prices of
refined oil products. Specifically, if the global crude prices fall below US$ 40 per barrel,
the NDRC will not adjust the prices of refined oil products downward anymore.

Looking ahead, we expect the global crude prices to stay around the current low levels.
Besides, the newly revised pricing mechanism will help ensure the stability of the prices
of refined oil products if the global crude prices continue to be on a downward trend.
Overall, the refined oil prices are expected to stay stable at low levels in the near future.

Exhibit 2: China’s wholesale price indices of refined oil products,
January to December 2015
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6 http://www.sdpc.gov.cn/zcfb/zcfbtz/201601/t20160113 _771288.html



3. The benchmark Qinhuangdao coal prices rise slightly

The benchmark Qinhuangdao coal prices have edged up since early December (see
exhibit 3). For instance, the price of coal with calorific value of 5,500 kcal/ kg rose
slightly from 360 yuan per tonne on 7 December 2015 to 370 yuan per tonne on 25
January 2016.

According to the local media, a number of major coal enterprises continued to stabilize
the coal prices in December and January. Also, affected by the cold weather since early
December, the domestic demand for coal has increased, which has in turn supported
the coal prices.

Looking ahead, the average temperatures over central and eastern areas in China are
forecast to rebound since early February. Also, the industrial consumption of coal is
expected to stay low in the coming month, as most factories will suspend operations
during the Chinese New Year holidays. Thus, in our view, the domestic coal prices are
unlikely to start an upward trend, but are likely to stay stable around the current levels in
the foreseeable future.

Exhibit 3: Qinhuangdao coal prices, January 2015 to January 2016
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Source: Cqcoal.com
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The Fung Group is a privately held multinational group of companies headquartered in Hong Kong whose core
businesses are trading, logistics, distribution and retailing. The Fung Group employs over 46,800 people across 40
economies worldwide, generating total revenue of more than US$24.65 billion in 2014. Fung Holdings (1937)
Limited, a privately held business entity headquartered in Hong Kong, is the major shareholder of the Fung group
of companies.

The Fung Business Intelligence Centre (FBIC) collects and analyses market data on sourcing, supply chains,
distribution and retail. It also provides thought leadership on technology and other key issues shaping their future.

Headquartered in Hong Kong, FBIC leverages unique relationships and information networks to track and report on
trends and developments in China and other Asian countries. In addition, its New York-based Global Retail &
Technology research team follows broader retail and technology trends, specialising in how they intersect and
building collaborative knowledge communities around the revolution occurring worldwide at the retail interface.

Since its establishment in 2000, the FBIC (formerly known as the Li & Fung Research Centre) has served as the
knowledge bank and think tank for the Fung Group. Through regular research reports and other publications, it
makes its market data, impartial analysis and expertise available to businesses, scholars and governments around
the world. It also provides advice and consultancy services to colleagues and business partners of the Fung Group
on issues related to doing business in China, ranging from market entry and company structure, to tax, licensing
and other regulatory matters.
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