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MADE IN CHINA

China Sourcing Update February 28, 2017

Energy Costs

1. Crude prices fluctuate during early January to late February

In line with the movement of global crude prices, China’s crude prices have fluctuated
within a narrow range since the start of 2017.* For example, the Daging®crude price
hovered between US$ 48.5 per barrel and US$ 52.0 per barrel during early January to
mid-February, before closing at US$ 50.7 per barrel on 22 February (see exhibit 1).

As the impacts of the crude output cut led by the member countries of the Organization
of the Petroleum Exporting Countries (OPEC) have been partly offset by a rise in the
US oil output in recent months, global oil output has not fallen as much as initially hoped.
According to a Reuters survey, as the crude output cut kicked in on 1 January, the total
crude output of the member countries of the OPEC dropped by over 1 million barrels
per day to 32.27 million barrels per day in January 2017 from the previous month.® On
the other hand, data from the US Energy Information Administration showed that the
US’s production of crude oil rose by more than 456,000 barrels per day from October
2016 to January 2017 and is expected to increase further in the coming months.

Looking ahead, the rising US oil output is likely to continue to undermine the positive
impacts of the OPEC’s output cut on global crude prices. Moreover, there is great
uncertainty about the pace of interest rate hikes in the US, which will affect the strength
of the US dollar in which global oil prices are denominated. In view of these factors, we

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/global-oil-idUSL4N1FMOFP



expect that oil market will lack a clear direction and global oil prices will fluctuate around
the current levels in the near future.

Exhibit 1: China’s crude prices, February 2016 to February 2017
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2. Benchmark Qinhuangdao coal prices drop further

The benchmark Qinhuangdao coal prices went down during early January to mid-
February (see exhibit 2). For instance, the price of coal with calorific value of 5,500 kcal/
kg fell from 621 yuan per tonne on 9 January to 602 yuan per tonne on 20 February. We
believe that the main reason for the decline in domestic coal prices in the period was a
fall in the demand for coal from power producers.

Looking ahead, the domestic supply of coal is expected to rise in the near term, boosted
by a series of government measures to increase coal supply; and the restocking
demand for coal from power producers is likely to slow further in the coming low season.
Therefore, we expect the domestic coal prices to fall further in the foreseeable future.



Exhibit 2: Qinhuangdao coal prices, February 2016 to February 2017
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