
Both exports and imports post negative yoy 
growth in January.

Exports to Japan record a decline in 2014.

Foreign exchange reserves decrease for the 
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Retail sales of consumer goods reached 
26,239.4 billion yuan in 2014, up nominally 
by 12.0% yoy. By product category, the growth 
in sales for ‘building and decoration materials’ 
decelerated markedly, pointing to the slowdown 
in demand for housing-related items.

CPI growth fell to 0.8% yoy in January, 
the lowest level in five years. The non-food 
component in the CPI gained 0.6% yoy, while the 
food component in the CPI rose by 1.1% yoy.

Sales of luxury goods posted negative 
growth of minus 1% yoy in 2014, according 
to an estimation by Bain & Company. It is also 
estimated that sales of watches and menswear 
fell in the year, adversely affected by the ongoing 
anti-corruption campaign.  

Confidence among entrepreneurs in the 
secondary industry has weakened. The 
Entrepreneur Confidence Index for the industry 
dropped to a nine-quarter low of 115.1 in 4Q14.

PMI came in at 49.8 in January, falling below 
the critical 50-mark for the first time since 
October 2012. The index reading indicates that 
China’s manufacturing sector has started to 
contract.

Executive
Summary

Domestic Trade Foreign Trade

Both exports and imports posted negative yoy 
growth in January. Exports fell by 3.3% yoy, 
while imports recorded a sharper drop of 19.9% 
yoy in the month.

Exports to Japan recorded a decline of 0.5% 
yoy in 2014. On the contrary, exports to the EU, 
the US and ASEAN gained 9.4% yoy, 7.5% yoy and 
11.5% yoy respectively over the same year.

Foreign exchange reserves fell for the second 
consecutive quarter. China’s foreign exchange 
reserves decreased by US$ 44.7 billion in 4Q14, 
amounting to US$ 3.84 trillion as at the end of 
4Q14. 

Chinese yuan has depreciated against the US 
dollar in recent months. After hitting the recent 
peak of 6.1112 on 29 October, the USD-CNY spot 
exchange rate has been on a downward trend 
in recent months. The exchange rate came in at 
6.2598 on 25 February (as of the time of writing).

China and Australia seal a landmark free trade 
deal. The negotiations on the China-Australia 
Free Trade Agreement (ChAFTA) were concluded 
on 17 November 2014. On full implementation of 
the ChAFTA, all products exported from China to 
Australia will be tariff-free; and 95% of products 
exported from Australia to China will enjoy 
zero tariffs, including dairy products, and all 
resources and energy products.

China raised the export VAT rebate rates for 
various types of textile and garment products 
on 1 January. The move, which helps reduce 
the tax burden on exporters, is viewed as a 
supportive measure to the textile and garment 
sector.
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According to the National Bureau of Statistics, China’s 
real GDP growth came in at 7.3% year-on-year (yoy) in 
4Q14, the same as in 3Q14 (see exhibit 1). On a quarter-
on-quarter (qoq) basis, the growth of seasonally-
adjusted real GDP fell from 1.9% in 3Q14 to 1.5% in 4Q14, 
indicating growth deceleration in the Chinese economy. 

Overall, in 2014, China’s nominal GDP amounted to 63.3 
trillion yuan. The real GDP growth was 7.4% yoy in 2014, 
moderating from 7.7% yoy in 2013. 

The tertiary sector has continued to grow faster than 
the secondary sector. The value-added of the tertiary 
industry, which contributed 48.2% of China’s nominal 
GDP in 2014, gained 8.1% yoy in real terms in 2014. In 
comparison, the value-added of the secondary industry, 
which contributed 42.6% of the country’s nominal GDP, 
increased 7.3% yoy in real terms.

Compared with the previous year, consumption has 
played a more important role in driving the economic 
growth. The contribution by final consumption 

expenditure to the GDP growth was 51.2% in 2014, 
up from 48.2% in 2013.

In response to the growth moderation in economic 
activities, the government has been taking moves to 
boost domestic demand. According to the local media, 
the government has accelerated the construction of 
infrastructure projects lately. On 26 November, the State 
Council issued the ‘guiding opinions on innovation of 
investment and financing mechanisms in key areas to 
encourage social investment’, which outlines a number 
of measures to stimulate private investment. On the 
monetary front, the central bank cut the benchmark 
interest rates on 22 November, in addition to a series of 
other easing measures announced earlier. That being 
said, structural reforms will continue to be a major 
policy theme for 2015. During the Central Economic 
Work Conference (concluded on 11 December) which 
set the economic policies for 2015, much emphasis was 
given to furthering the economic reforms called for at 
the Third Plenum in 2013. This year, the government 
will accelerate reforms in areas such as administrative 
approval, investment, pricing, monopolies, capital 
market and market access for private banks. Taking 
these factors into consideration, we forecast that China’s 
real GDP growth will slow further to 7.1% yoy in 1Q15, but 
stabilize from 2Q15 onwards. 

Recent developments

1  China’s economic growth decelerates

China’s real GDP growth, 1Q14 to 4Q14

Source: National Bureau of Statistics, PRC

FY14 7.4%

1Q14 7.4%

2Q14 7.5%

3Q14 7.3%

4Q14 7.3%
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2  Growth of retail sales shows 
slight improvement nominal growth rate was 12.0% yoy in 2014, lower than 

the 13.1% yoy growth seen in 2013 (see exhibits 2 and 3).

Rural retail sales have been growing faster than urban 
retail sales. In 2014, rural retail sales expanded by 12.9% 
yoy to 3,602.7 billion yuan, while urban retail sales rose 
by 11.8% yoy to 22,636.8 billion yuan.

The pace of retail sales growth diverged for different 
modes of sales: The nominal growth for catering services 
sales improved from 9.0% yoy in 2013 to 9.7% yoy in 
2014. By contrast, the nominal growth for sales of goods 
moderated to 12.2% yoy in 2014 from 13.6% yoy in 2013.

Recent figures show a slight improvement in China’s 
retail sales in recent months. The growth of total retail 
sales edged up from 11.5% yoy in October to 11.7% yoy 
in November, and further reached a four-month high 
of 11.9% yoy in December. Besides, on a month-on-
month (mom) basis, the growth of seasonally-adjusted 
retail sales went up from 0.90% in November to 1.01% 
in December, according to the National Bureau of 
Statistics. Overall, in 2014, the total retail sales of 
consumer goods reached 26,239.4 billion yuan. The 

China’s total retail sales, year-on-year nominal growth, 
January 2013 to December 2014

China’s total retail sales, month-on-month nominal growth, July to December 2014

Source: National Bureau of Statistics, PRC

Source: National Bureau of Statistics, PRC

FY14 12.0

Jan - Feb 14 11.8

Mar 12.2

Apr 11.9

May 12.5

Jun 12.4

Jul 12.2

Aug 11.9

Sep 11.6

Oct 11.5

Nov 11.7

Dec 11.9

Exhibit 2

Exhibit 3

Jul 14 Aug Sep Oct Nov Dec

Total retail sales 0.89 0.89 0.87 1.01 0.90 1.01

mom growth (%), seasonally adjusted
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‘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.
A reading above 100 indicates that consumers tend to be optimistic; a reading below 100 indicates that consumers tend to be pessimistic.

1
2

China’s total retail sales, 2013 to 2014Exhibit 4

Source: National Bureau of Statistics, PRC

Nominal growth, yoy (%) FY13 1Q14 1H14 1-3Q14 FY14

Total retail sales 13.1 12.0 12.1 12.0 12.0

   Goods 13.6 12.2 12.4 12.3 12.2

      Sales by enterprises above a designated size        12.7 10.3 10.2 10.1 9.8

   Catering services 9.0 9.8 10.1 9.7 9.7

Retail sales of goods by enterprises above a 
designated size1 rose 9.8% yoy to reach 12,497.1 
billion yuan in 2014. By product category, sales 
of ‘telecommunications equipment’ achieved the 
fastest growth (32.7% yoy), boosted by the strong 
demand for smartphones. Meanwhile, the growth 
in sales for ‘building and decoration materials’ and 
‘home appliances and video equipment’ decelerated 
to 13.9% yoy and 9.1% yoy in 2014 from 22.1% yoy and 
14.5% yoy respectively in 2013. These figures point to 
the slowdown in demand for housing-related items, 
attributable to the cooling housing market. Exhibit 
5 demonstrates the growth of China’s retail sales by 
product among enterprises above a designated size. 

3  Chinese consumers 
become more optimistic  

The consumer confidence index2 rose from 103.4 in 
October to a nine-month high of 105.8 in December. The 
latest index reading indicates that Chinese consumers 
have become more optimistic (see exhibit 6). 

Part 1 :  

Domestic
Trade

4  Rural household income grows 
faster than urban household income

Growth of rural household income outpaced growth 
of urban household income last year. In 2014, the 
per capita net income of rural households increased 
nominally by 11.2% yoy (or 9.2% yoy real) to 9,892 
yuan; while the per capita disposable income of 
urban households rose by 9.0% yoy in nominal terms 
(or 6.8% yoy real) to reach 28,844 yuan.

Rural household expenditure has also grown faster 
than urban household expenditure. The per capita 
expenditure on consumption by rural households 
increased to 8,383 yuan, up by 10.0% yoy in real 
terms, in 2014. Meanwhile, the per capita expenditure 
on consumption by urban households rose to 19,968 
yuan, up by 5.8% yoy in real terms, in the same year.
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China’s retail sales by enterprises above a designated size, by product, 2013 to 2014Exhibit 5

Source: National Bureau of Statistics, PRC

Nominal growth, yoy (%) FY13 1Q14 1H14 1-3Q14 FY14

Grain, oil, food, beverages, tobacco and liquor 13.9 10.1 11.3 10.8 11.1

Clothing, shoes, hats and textiles 11.6 8.7 10.0 10.5 10.9

Cosmetics 13.3 9.3 10.0 10.8 10.0

Gold, silver and jewellery 25.8 4.7 -5.4 -3.1 0.0

Products for daily use 14.1 8.7 10.3 11.0 11.6

Sports and entertainment products 7.2 1.3 2.3 3.6 1.8

Home appliances and video equipment 14.5 9.2 7.9 8.7 9.1

Chinese and Western medicines 17.7 16.8 14.9 15.1 15.0

Stationery and office accessories 11.8 9.5 12.0 11.2 11.6

Furniture 21.0 14.2 14.9 14.5 13.9

Telecommunications equipment 20.4 14.7 22.1 24.3 32.7

Petroleum and related products 9.9 6.0 8.1 8.1 6.6

Automobiles 10.4 12.3 10.5 9.1 7.7

Building and decoration materials 22.1 12.2 14.8 13.8 13.9

China’s consumer confidence index, January 2013 to December 2014

Source: National Bureau of Statistics, PRC

Jan 14 101.1

Feb 103.1

Mar 107.9

Apr 104.8

May 102.3

Jun 104.7

Jul 104.4

Aug 103.8

Sep 105.4

Oct 103.4

Nov 105.5

Dec 105.8

Exhibit 6
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After staying at 1.6% yoy in September and in October, 
the yoy growth rate of China’s consumer price index 
(CPI)3 edged down to 1.4% yoy in November. The CPI 
growth then rose slightly to 1.5% yoy in December, only 
to fall further to 0.8% yoy in January, the lowest level 
in five years. The latest CPI growth rate indicates the 
disinflationary trend in China.

The growth of the non-food component in the CPI 
dropped all the way from 1.7% yoy in June to 0.6% yoy 
in January, indicating the continuous moderation in 

non-food inflation. Meanwhile, the growth of the food 
component in the CPI rose from 2.3% yoy in November 
to a four-month high of 2.9% yoy in December, but then 
dropped to 1.1% yoy in January (see exhibits 7 and 8).

Looking ahead, it is likely that non-food inflation will 
stay subdued in near future, as the cooling property 
market and the ongoing frugality campaign will 
continue to have a negative impact on domestic 
demand. We forecast the CPI growth to hover around 
1.0-1.5% yoy in 1Q15, affected by the fluctuation in 
food prices.

5  CPI growth falls to the lowest level 
in five years

Part 1 :  

Domestic
Trade

China’s CPI growth, February 2013 to January 2015

Source: National Bureau of Statistics, PRC

Feb 14 2.0%

Mar 2.4%

Apr 1.8%

May 2.5%

Jun 2.3%

Jul 2.3%

Aug 2.0%

Sep 1.6%

Oct 1.6%

Nov 1.4%

Dec 1.5%

Jan 15 0.8%

Exhibit 7

The CPI, compiled by the National Bureau of Statistics of China, measures the price of a basket of goods and services purchased by a typical household.3
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The yoy growth of the purchaser price index of 
industrial products went down all the way from minus 
1.1% in July to minus 5.2% in January (see exhibits 
11 & 12). On a mom basis, the purchaser price index 
dropped by 0.6%, 0.7%, 0.8% and 1.3% in October, 
November, December and January respectively, 
indicating the continuous fall in the domestic prices 
of production inputs. This could be related to the fall 
in prices of commodities, especially crude oil, during 
the period. 

Going forward, we expect the domestic prices of 
production inputs to stay low in the coming months, 
unless there is a rebound in global commodity 
prices.

The yoy growth rate for China’s producer price index 
of industrial products (PPI)4 declined all the way 
from minus 0.9% in July to minus 4.3% in January 
(see exhibits 9 & 10). 

On a mom basis, the PPI fell by 0.4%, 0.5%, 0.6% and 
1.1% in October, November, December and January 
respectively, indicating that the ex-factory prices of 
industrial products have been dropping at a faster 
pace.

Looking ahead, we expect China’s PPI to trend 
downward in the near term, due to the fall in upstream 
prices as well as the weakening demand for industrial 
products.

China’s CPI growth by commodity, August 2014 to January 2015Exhibit 8

Source: National Bureau of Statistics, PRC

yoy growth (%) Aug 14 Sep Oct Nov Dec Jan 15

Food 3.0 2.3 2.5 2.3 2.9 1.1

Tobacco and liquor -0.6 -0.6 -0.5 -0.7 -0.7 -0.4

Clothing 2.6 2.4 2.4 2.6 2.6 2.9

Household services, maintenance and renovation 1.1 1.1 1.2 1.2 1.1 0.9

Medical and healthcare and personal care 1.4 1.2 1.3 1.3 1.5 1.6

Transportation and communication 0.2 -0.3 -0.3 -0.8 -1.4 -2.2

Recreational, educational products and services 1.9 1.9 1.1 1.0 0.9 0.3

Housing 1.9 1.6 1.6 1.4 1.0 0.8

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.4
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China’s PPI growth, February 2013 to January 2015

Source: National Bureau of Statistics, PRC

Feb 14 -2.0%

Mar -2.3%

Apr -2.0%

May -1.4%

Jun -1.1%

Jul -0.9%

Aug -1.2%

Sep -1.8%

Oct -2.2%

Nov -2.7%

Dec -3.3%

Jan 15 -4.3%

Exhibit 9

China’s PPI growth by selected industry, August 2014 to January 2015Exhibit 10

Source: National Bureau of Statistics, PRC

Part 1 :  

Domestic
Trade

yoy growth (%) Aug 14 Sep Oct Nov Dec Jan 15

Textile industry -0.6 -0.8 -1.2 -1.5 -1.7 -2.1

Textile and clothing 0.3 0.0 0.0 0.1 0.2 0.7

Timber processing & wood, bamboo, cane, 
palm fiber and straw products 1.3 1.2 1.0 0.9 0.8 0.7
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Growth of China’s purchaser price index of industrial products, February 2013 to January 2015 

Source: National Bureau of Statistics, PRC

Feb 14 -2.1%

Mar -2.5%

Apr -2.3%

May -1.8%

Jun -1.5%

Jul -1.1%

Aug -1.4%

Sep -1.9%

Oct -2.5%

Nov -3.2%

Dec -4.0%

Jan 15 -5.2%

Exhibit 11

China’s purchaser price index of industrial products by selected commodity, August 2014 to January 2015Exhibit 12

Source: National Bureau of Statistics, PRC

yoy growth (%) Aug 14 Sep Oct Nov Dec Jan 15

Fuel and power -1.6 -2.8 -3.8 -5.2 -7.0 -9.9

Ferrous metals -5.0 -6.1 -6.9 -7.7 -8.7 -9.6

Non-ferrous metals -1.5 -1.5 -2.5 -2.5 -2.9 -4.8

Raw materials for the chemical industry -0.3 -0.6 -1.4 -2.3 -3.7 -5.5
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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.
‘Industrial enterprises above a designated size’ refers to industrial enterprises with annual sales of 20 million yuan or more.

5

6

6  Industrial production growth 
remains weak 

The growth of China’s value-added for industry 
(industrial production, IP) has remained weak in recent 
months. The IP growth fluctuated within the range of 
7.2% to 8.0% throughout September to December (see 
exhibit 13).5 Overall, in 2014, China’s IP expanded by 
8.3% yoy, slower than the 9.7% yoy growth recorded in 
2013.

In the coming months, industrial activities will 
be supported by the positive impact of a more 
accommodative monetary policy and increased public 
investment on infrastructure. Negative factors, however, 
include the spiraling labour cost, foreign protectionism, 
weaker luxury and housing-related spending, as well 
as the overcapacity problem. Overall, we expect the 
industrial production (VAIO) growth at 6-8% yoy for 
1Q15.

Part 1 :  

Domestic
Trade

China’s industrial production growth, January 2013 to December 2014

Source: National Bureau 
of Statistics, PRC

Jan-Feb 14 8.6%

Mar 8.8%

Apr 8.7%

May 8.8%

Jun 9.2%

Jul 9.0%

Aug 6.9%

Sep 8.0%

Oct 7.7%

Nov 7.2%

Dec 7.9%

Exhibit 13
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7  Industrial profits post sharper drop

The growth of the total profits earned by large and 
medium industrial enterprises above a designated 
size6 has turned negative, registering minus 2.1% yoy 
in October. Afterwards, China’s industrial profits posted 
sharper drop, down by 4.2% yoy and 8.0% yoy in 
November and December respectively.

Overall, in 2014, the growth of China’s industrial profits, 
which amounted to 6,471.5 billion yuan, was 3.3% yoy, 
down markedly from 12.2% yoy in 2013 (see exhibit 14). 

Among sectors, autombiles; railway, ships, aircrafts, 
aerospace and other transportation equipment; 
communications, IT & electronic equipment & 
instruments; and electricity and heat production and 
supply sectors recorded relatively strong profit growth 
of 18.1% yoy, 20.5% yoy, 17.1% yoy and 19.1% yoy 
respectively in 2014. On the contrary, profits of nuclear 
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http://www.gov.cn/zhengce/content/2014-11/26/content_9260.htm8

fuel, oil refining & coking; coal mining & washing; and 
mining of ferrous metals sectors fell markedly by 79.2% 
yoy, 46.2% yoy and 23.9% yoy respectively over the 
same period.

sectors. The growth of FAI (excluding rural households) 
in the secondary industry declined to 13.2% yoy in 2014, 
down from the 17.4% yoy growth recorded in 2013. 

The growth of investment in several infrastructure-
related sectors accelerated in 2014. For example, 
the growth of FAI (excluding rural households) in the 
railway sector rose strongly to 16.6% yoy in 2014, up 
from the growth of 6.3% yoy in 2013. Besides, the FAI 
(excluding rural households) in the water conservancy 
sector registered robust growth of 26.5% yoy in 2014, 
up from 21.3% yoy in 2013.

In 2014, China’s private FAI rose by 18.1% yoy to 32.2 
trillion yuan. It is noteworthy that, on 26 November, 
the State Council issued the ‘guiding opinions on 
innovation of investment and financing mechanisms 
in key areas to encourage social investment’, which 
outlines a number of measures to stimulate private 
investment.8

8  Growth of fixed asset investment 
decelerates

The growth of China’s nominal fixed asset investment 
(FAI) (excluding rural households) decelerated to 15.7% 
yoy in 2014 from 19.6% yoy in 2013.7 Overall, in 2014, 
China’s nominal FAI (excluding rural households) 
amounted to 50.2 trillion yuan (see exhibit 15).

The growth of FAI (excluding rural households) for real 
estate development fell to 10.5% yoy in 2014 from 
19.8% yoy in 2013, amid the cooling property market 
in China. The secondary industry has also witnessed a 
deceleration in FAI growth, which could be associated 
with the overcapacity problem in various industrial 

Jul 14 Aug Sep Oct Nov Dec

FAI (excluding rural households) 17.0 16.5 16.1 15.9 15.8 15.7
(year-to-date, yoy growth %)

FAI (excluding rural households) 0.77 1.00 0.76 1.66 1.02 1.21
(mom growth %, seasonally adjusted)

China’s industrial profits growth, July to December 2014

China’s FAI (excluding rural households) growth, July to December 2014 

Exhibit 14

Exhibit 15

Source: National Bureau of Statistics, PRC

Source: National Bureau of Statistics, PRC

yoy growth (%) Jul 14 Aug Sep Oct Nov Dec

Total profits made by industrial enterprises 
above a designated size 13.5 -0.6 0.4 -2.1 -4.2 -8.0

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.

7
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According to an estimation by Bain & Company, the 
luxury goods sales in the Chinese mainland were 115 
billion yuan in 2014.9 The growth rate was minus 1% in 
2014, compared to the positive growth of 7% and 2% 
in 2012 and 2013 respectively. The figures indicate that 
the uptrend of luxury goods sales has reversed.

Among categories, it is estimated that sales of watches 
and menswear fell by 13% and 10% respectively in the 
year, adversely affected by the ongoing anti-corruption 
campaign. On the contrary, sales of womenswear, 
shoes, and cosmetics, perfume and personal care 
products gained 11%, 8% and 7% respectively over the 
same period.

2  Fuel prices are adjusted 
upward in early February 

On 9 February, the Chinese government announced to 
raise the retail prices (including taxes) of gasoline and 
diesel by 4.0-5.3%, effective from 10 February. This is 
the first time in seven months that we see an upward 
adjustment in fuel prices. 

In fact, in response to the falling global crude oil prices 
in the latter half of 2014, the Chinese government 
has reduced the maximum retail prices of gasoline 
and diesel for twelve times since July last year. 
Nevertheless, the impact of the cuts on the retail prices 
(including taxes) of gasoline and diesel was partly offset 
by the government actions to raise the consumption 
tax on these refined oil products on 29 November, 13 
December and 13 January.

Overall, taking into account of the latest upward 
adjustment, the maximum retail prices (including 

Highlights

1  Sales of luxury goods 
post negative growth 

Bain & Company, 2014 China Luxury Market Study, January 20159

B 
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taxes) for gasoline and diesel have been reduced by 
24.7-29.1% since July 2014. The fall in fuel prices is set 
to lower transportation costs, as well as energy costs for 
manufacturers who run their own electrical generators.

According to the revised pricing mechanism for refined 
oil adopted since March 2013, fuel prices are adjusted 
every 10 working days, based on the changes in a 
basket of global crude oil prices. As the adjustment 
interval has been shortened to 10 working days from 
the previous 22 working days and the 4% price change 
threshold has been removed, we expect the Chinese 
government to adjust fuel prices more frequently 
under the new pricing mechanism.

3  Growth of RMB loans 
accelerates

Growth of broad money supply (M2) slowed to 10.8% 
yoy as at the end of January, down from the growth of 
12.9% yoy as at the end of September. Meanwhile, the 
growth of outstanding RMB loans accelerated to 13.9% 
yoy at the end of January, compared to 13.2% yoy at 
the end of September. 

The amount of new RMB loans increased from 
0.55 trillion yuan in October to 0.85 trillion yuan 
in November, but then fell to 0.70 trillion yuan in 
December. Afterwards, in January, the amount of 
new RMB loans rose markedly to 1.47 trillion yuan, 
the highest level since July 2009 (see exhibit 16). We 
believe that the strong lending figure in January was 
highly associated with seasonal factors as well as the 
actions taken by the People’s Bank of China (PBOC), 
China’s central bank, to inject liquidity and to lower 
interest rates in the past few months.

It is noteworthy that the PBOC has recently intensified 
its efforts to inject liquidity into the banking system. 
On 4 February, the central bank announced to cut the 
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According to the official report released after the 
People’s Bank of China Working Conference held 
in early January, the central bank will increase its 
financial support to the real economy and further lower 
the financing cost this year. Looking ahead, we expect 
more easing measures to be launched in near future, 
amid the growth moderation of the Chinese economy.

Broad money supply (M2) and RMB loans, February 2014 to January 2015Exhibit 16

Broad money supply (M2) Total outstanding RMB loans

As of
Amount

(trillion yuan) yoy growth Amount
(trillion yuan) yoy growth

End-Feb 14 113.2 13.3% 73.9 14.2%

End-Mar 116.1 12.1% 74.9 13.9%

End-Apr 116.9 13.2% 75.7 13.7%

End-May 118.2 13.4% 76.6 13.9%

End-Jun 121.0 14.7% 77.6 14.0%

End-Jul 119.4 13.5% 78.0 13.4%

End-Aug 119.8 12.8% 78.7 13.3%

End-Sep 120.2 12.9% 79.6 13.2%

End-Oct 119.9 12.6% 80.1 13.2%

End-Nov 120.9 12.3% 81.0 13.4%

End-Dec 122.8 12.2% 81.7 13.6%

End-Jan 15 124.3 10.8% 83.7 13.9%

reserve requirement ratios (RRRs) for various types of 
banks by 0.5 ppts, effective from 5 February. Besides, 
the central bank announced an additional RRR cut of 
0.5 ppts for city commercial banks and non-county-
level rural commercial banks that have certain ratios of 
loans lent to small and micro-sized enterprises, as well 
as an additional RRR cut of 4 ppts for the Agricultural 
Development Bank of China.

Source: People’s Bank of China 

New RMB loans 
(trillion yuan) 

FY13 8.89

FY14 9.78

FEB 14 0.64

MAR 1.05

APR 0.77

MAY 0.87

JUN 1.08

JUL 0.39

AUG 0.70

SEP 0.86

OCT 0.55

NOV 0.85

DEC 0.70

JAN 15 1.47
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Source: People’s Bank of China

Total social financing, 2013 to 2014Exhibit 17

‘Total social financing’ (covering sources of financing 
such as RMB loans, foreign currency loans, trust loans, 
entrusted loans, bank acceptance bills, corporate 
bonds, equity issuance and other instruments) fell to 
16.46 trillion yuan in 2014 from 17.29 trillion yuan in 
2013 (see exhibit 17). The drop in ‘total social financing’ 
can be partly attributed to the reduction in trust loans, 
an important component of China’s shadow banking 
system. New trust loans totaled 0.52 trillion yuan in 

2014, down markedly from 1.33 trillion yuan in 2013. 
As trust loans are an important financing channel for 
property developers in China, the sharp drop in new 
trust loans may imply that borrowings by property 
developers have fallen markedly, which could in turn 
constrain investment in real estate development.

In January 2015, ‘total social financing’ amounted to 
2.05 trillion yuan, down by 539.4 billion yuan compared 
to the same month last year.

FY13 FY14

Amount
(billion yuan) Share (%) Amount 

(billion yuan) Share (%)

Total social financing 17,290.4 100.0 16,460.0 100.0

   RMB loans 8,891.8 51.4 9,780.0 59.4

   Foreign currency loans 584.8 3.4 355.4 2.2

   Trust loans 1,844.7 10.7 517.4 3.1

   Entrusted loans 2,546.5 14.7 2,510.0 15.2

   Bank acceptance bills 775.1 4.5 -128.5 -0.8

   Corporate bonds 1,800.9 10.4 2,430.0 14.8

   Equity issuance 221.9 1.3 435.0 2.6

Part 1 :  
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4  ‘Total social financing’ drops
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The National Commerce Work Conference was held 
on 27 and 28 December 2014 in Beijing. During the 
conference, the Minister of Commerce Gao Hucheng 
delivered a work report of 2014 and outlined the major 
task for 2015. Gao placed emphasis on the importance 
of further opening up of the economy, developing new 
competitive edges for exports, as well as maintaining 
the healthy development of trade and international 
economic cooperation.10 Moreover, the ministry will 
focus on undertaking tasks in areas such as market 
environment, domestic consumption, foreign trade, 
foreign investment, overseas investment, as well as 
bilateral, multilateral and regional cooperation. 

2  Key government think tank 
predicts China’s real GDP growth 
to decelerate this year

The Chinese Academy of Social Sciences (CASS), 
one of the key government think tanks, predicts that 
China’s economic growth will fall to 7.0% yoy this year, 
according to the 2014 Bluebook of China’s Economy 
published in mid-December (see exhibit 18).

The CASS also expects that China’s export growth 
will show a slight improvement, but that investment 
growth will decelerate, due largely to the overcapacity 
problem in the manufacturing sector and the high level 
of housing inventories held by property developers in 
China.

Outlook

1  The Ministry of Commerce 
outlines major tasks for 2015 

C

http://www.mofcom.gov.cn/article/ae/ai/201412/20141200849232.shtml10

Latest projections by the Chinese Academy of Social SciencesExhibit 18

Source: Chinese Academy of Social Sciences, National Bureau of Statistics, PRC

yoy growth 2014 (actual) 2015 (forecast)

GDP 7.4% (real) 7.0% (real)

Retail sales of consumer goods 12.0% (nominal) 11.4% (nominal)

10.9% (real) 10.4% (real)

FAI 15.3% (nominal) 14.7% (nominal)

14.7% (real) 14.3% (real)

Exports 6.1% 6.9%

Imports 0.4% 4.6%

CPI 2.0% 1.8%

Per capita disposable income of urban households 6.8% (real) 6.1% (real)

Per capita net income of rural households 9.2% (real) 7.6% (real)
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Source: National Bureau of Statistics, PRC

China’s Entrepreneur Confidence Index (Secondary Industry), 1Q13 to 4Q14Exhibit 19

1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14

Entrepreneur Confidence Index
(Secondary Industry) 127.2 119.4 122.7 121.0 124.3 121.4 119.0 115.1

China’s Entrepreneur Confidence Index (ECI) for the 
secondary industry fell from 119.0 in 3Q14 to a nine-
quarter low of 115.1 in 4Q14, indicating relatively 
weak confidence among Chinese entrepreneurs in the 
industry (see exhibit 19).11

3  Entrepreneurs confidence weakens 

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.

11

Both the ‘manufacturing’ and ‘mining’ sectors recorded 
lower index readings in 4Q14 compared to 3Q14. In 
contrast, the index for the ‘electricity, gas & water’ sector 
rose from 127.8 in 3Q14 to 130.0 in 4Q14, indicating 
that entrepreneurs in this sector have become more 
optimistic (see exhibit 20).
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3Q14 4Q14 Compared with 
the previous quarter

Secondary industry 119.0 115.1 Lower

   Mining 78.9 75.3 Lower

   Manufacturing 121.1 116.9 Lower

   Electricity, gas & water 127.8 130.0 Higher

Entrepreneur Confidence Index by sector, 3Q14 and 4Q14Exhibit 20

Source: National Bureau of Statistics, PRC
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Also noteworthy is that the business expectations 
index registered 48.7 in December, dropping below the 
critical 50-mark for the first time in twelve months. The 
index went down further to 47.4 in January. Purchasing 
managers have become cautious about the near-term 
outlook for their respective industries.

5  Non-manufacturing sector 
expands at a slower pace 

China’s Business Activity Index, which is quoted as 
the Non-manufacturing Purchasing Managers’ Index 
(NMI), edged up from 53.9 in November to 54.1 in 
December, but then fell to a twelve-month low of 
53.7 in January. The latest index reading suggests 
that the non-manufacturing sector has expanded at 
a slower pace (see exhibit 22). 

The new orders index stayed low at between 50.1 
and 50.5 during November to January, indicating the 
weak growth of new orders. In response, enterprises 
have been reducing their services charges: The price 
charged index has remained below the critical 50-
mark in recent months. Meanwhile, the input price 
index has been on a downward trend, indicating an 
ease in cost pressure on enterprises.

Despite facing difficult situations, purchasing 
managers in the non-manufacturing sector remain 
optimistic about the near-term outlook for their 
respective sub-sectors: The business expectation 
index stayed high at 59.6 in January.

4  PMI dips below 50 in January

China’s manufacturing Purchasing Managers’ Index 
(PMI) has trended downward since October. In January, 
the index dropped to 49.8 in January, falling below the 
critical 50-mark for the first time since October 2012 
(see exhibit 21). The latest index reading indicates that 
China’s manufacturing sector has started to contract.

Output growth has decelerated. The output index fell 
all the way from 53.6 in September to 51.7 in January, 
the lowest level since March 2013.

Both domestic demand and export demand have 
weakened over recent months. The new orders index 
slid from 50.9 in November to 50.4 in December and 
50.2 in January.12 Meanwhile, the new export orders 
index has dipped below the critical 50-mark since 
October, registering 49.9, 48.4, 49.1 and 48.4 in October, 
November, December and January respectively.

For the first time in eleven months, the purchases 
of inputs index fell below 50 in January, pointing to 
weaker business confidence as purchasing activities of 
manufacturers have been slowing.

Destocking activities have continued. Both the stocks 
of major inputs index and the stocks of finished goods 
index have remained below 50. The stocks of major 
inputs index fell all the way from 48.8 in September to 
47.3 in January, while the stocks of finished goods index 
stayed between 47.2 and 48.0 throughout September 
to January.

Prices of raw materials have dropped at a faster pace 
in recent months. The input prices index continued 
to trend downward after it had dropped below 50 in 
August. The index slid to 41.9 in January, the lowest 
level since May 2013.

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.

12



20

Part 1 :  

Domestic
Trade

Index Seasonally Adjusted Index Index Compared with 
the Previous Month Direction

Business activity 53.7 Lower Expanding

New orders 50.2 Lower Expanding

Input prices 47.6 Lower Falling

Prices charged 46.9 Lower Falling

Business expectations 59.6 Higher Optimistic

Index Seasonally Adjusted Index Index Compared with 
the Previous Month Direction

PMI 49.8 Lower Contracting

Output 51.7 Lower Expanding

New orders 50.2 Lower Expanding

New export orders 48.4 Lower Contracting

Backlogs of orders 44.0 Higher Contracting

Stocks of finished goods 48.0 Higher Contracting

Purchases of inputs 49.6 Lower Contracting

Imports 46.4 Lower Contracting

Input prices 41.9 Lower Falling

Stocks of major inputs 47.3 Lower Contracting

Employment 47.9 Lower Contracting

Suppliers’ delivery time 50.2 Higher Quickening

Business expectations 47.4 Lower Pessimistic

China’s non-manufacturing purchasing managers’ index (NMI) at a glance, January 2015

China’s manufacturing PMI at a glance, January 2015

Exhibit 22

Exhibit 21

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

Source: China Federation of Logistics & Purchasing; National Bureau of Statistics, PRC
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China’s export growth decelerated from 13.0% 
yoy in 3Q14 to 8.5% yoy in 4Q14, indicating a 
moderation in export demand (see exhibits 23, 24 
and 25). Overall, in 2014, China’s exports amounted 
to US$ 2,342.7 billion, up by 6.1% yoy.

Import demand remains sluggish. China’s import 
growth turned negative in 4Q14, registering minus 
1.6% yoy. Overall, in 2014, China’s imports totalled 
US$ 1,960.3 billion, up slightly by 0.4% yoy.

In January 2015, China’s exports fell by 3.3% yoy, 
posting negative yoy growth for the first time since 

April last year. During the same month, China’s 
imports recorded a sharper drop of 19.9% yoy.

Growth rates for China’s exports to the EU, ASEAN 
and India registered 9.4% yoy, 11.5% yoy and 12.0% 
yoy respectively in 2014, higher than the growth 
of China’s total exports (i.e. 6.1% yoy). The figures 
indicate that the demand from these economies 
have been relatively strong.

Due to the increase in exports and the drop in 
imports, China’s trade surplus surged to US$ 149.5 
billion in 4Q14, up markedly from US$ 128.2 billion 
in 3Q14. .

Recent developments

1  Both exports and imports post 
negative yoy growth in January 

A

China’s quarterly foreign trade data, 1Q14 to 4Q14Exhibit 23

Source: China Customs

USD billion (yoy growth)

Exports Imports Trade Balance

FY14 2,342.7 (6.1%) 1,960.3 (0.4%) 382.5

1Q14 491.3 (-3.4%) 474.6 (1.6%) 16.7

2Q14 570.8 (4.9%) 484.9 (1.4%) 85.9

3Q14 635.1 (13.0%) 506.9 (1.2%) 128.2

4Q14 646.1 (8.5%) 496.6 (-1.6%) 149.5

Part 2 :  

Foreign
Trade
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China’s monthly foreign trade data, February 2014 to January 2015

Growth rates of exports and imports, February 2013 to January 2015

Exhibit 24

Exhibit 25

Source: China Customs

Source: China Customs

USD billion (yoy growth)

Exports Imports Trade Balance

February 14 114.1 (-18.1%) 137.1 (10.1%) -23.0

March 170.1 (-6.6%) 162.4 (-11.3%) 7.7

April 188.5 (0.9%) 170.1 (0.8%) 18.4

May 195.5 (7.0%) 159.6 (-1.6%) 35.9

June 186.8 (7.2%) 155.2 (5.5%) 31.6

July 212.9 (14.5%) 165.6 (-1.5%) 47.3

August 208.5 (9.4%) 158.6 (-2.4%) 49.8 

September 213.7 (15.3%) 182.7 (7.0%) 31.0 

October 206.9 (11.6%) 161.5 (4.6%) 45.4

November 211.7 (4.7%) 157.2 (-6.7%) 54.5

December 227.5 (9.7%) 177.9 (-2.4%) 49.6

January 15 200.3 (-3.3%) 140.2 (-19.9%) 60.0
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Growth of both general trade13 exports and processing 
trade14 exports decelerated in 4Q14, compared to 
3Q14. The general trade export growth slowed from 
14.7% yoy in 3Q14 to 10.6% yoy in 4Q14, while growth 
of processing trade exports softened from 7.8% yoy in 
3Q14 to 6.4% yoy in 4Q14 (see exhibit 28). 

After falling by 4.1% yoy in 3Q14, the general trade 
imports dropped at a faster pace by 7.2% yoy in 4Q14. 
Meanwhile, the growth of processing trade imports 

2  Share of processing trade in 
China’s total trade increases in 4Q14

yoy growth (%) of export value, 
calculated in USD 2013 2014

Textile materials and products 11.7 4.9

Garments and clothing accessories 11.3 5.2

Footwear 8.4 10.8

Toys 8.1 14.2

Coal -33.1 -34.5

Crude oil -34.6 -66.3

Refined oil 15.0 5.2

Steel 3.4 33.1

Mechanical and electrical products 7.3 3.7

Exports by category, 2013 and 2014Exhibit 26

Source: China Customs

yoy growth (%) of import value, 
calculated in USD 2013 2014

Cereal and cereal flour 6.6 21.9

Soybean 8.6 6.0

Iron ore 10.4 -11.8

Crude oil -0.5 3.9

Refined oil -3.5 -26.8

Steel -4.2 5.0

Textile yarns, fabric 
and textile products n/a -6.0

Vehicles and related parts 2.7 24.4

Imports by category, 2013 and 2014Exhibit 27

Source: China Customs

moderated from 12.2% yoy in 3Q14 to 11.1% yoy in 
4Q14. 

The processing trade share of China’s total trade rose to 
34.8% in 4Q14, up from 32.6% in 3Q14. The processing 
trade continues to play a key role in China’s overall 
foreign trade picture, especially as it recorded a large 
surplus – US$ 103.6 billion – in 4Q14. In comparison, 
general trade recorded a much smaller surplus of US$ 
57.0 billion over the same quarter.

‘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.
‘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.

13

14
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Item yoy growth (%) Share (%)

FY13 FY14 3Q14 4Q14 FY13 FY14 3Q14 4Q14

Exports 7.9 6.1 13.0 8.5 100.0 100.0 100.0 100.0 
Of which: 

   General Trade 10.1 10.7 14.7 10.6 49.2 51.4 52.1 50.2 

   Processing Trade -0.2 2.7 7.8 6.4 39.0 37.7 36.3 38.8 

Imports 7.3 0.4 1.2 -1.6 100.0 100.0 100.0 100.0 
Of which: 

   General Trade 8.5 0.0 -4.1 -7.2 56.9 56.6 55.3 53.8 

   Processing Trade 3.3 5.5 12.2 11.1 25.5 26.8 27.9 29.7 

Total of Imports and Exports 7.6 3.4 7.4 3.9 100.0 100.0 100.0 100.0 
Of which: 

   General Trade 9.3 5.3 5.2 1.8 52.8 53.8 53.5 51.8 

   Processing Trade 1.0 3.8 9.4 8.1 32.6 32.7 32.6 34.8 

China foreign trade (general and processing trades), 2013 to 2014Exhibit 28

Source: China Customs

3  Growth of China’s trade with 
the EU accelerates the US declined to 4.2% yoy in 2014 from 14.8% yoy in 

2013. Meanwhile, the growth of China’s exports to the US 
improved to 7.5% yoy in 2014, as compared to a growth 
of 4.7% yoy in 2013. 

The Association of South East Asian Nations (ASEAN) 
was China’s third largest trading partner in 2014. China’s 
trade with ASEAN gained 8.3% yoy to reach US$ 480.4 
billion in 2014, accounting for 11.2% of China’s total 
foreign trade. China’s export growth to ASEAN registered 
11.5% yoy in 2014, down markedly from 19.5% yoy in 
2013. In the meantime, the growth of China’s imports 
from ASEAN improved to 4.4% yoy in 2014 from 1.9% yoy 
in 2013.

Sino-Japan trade amounted to US$ 312.4 billion last 
year, the same level as in 2013. In 2014, China’s exports to 
Japan fell by 0.5% yoy, while China’s imports from Japan 
expanded by 0.4% yoy (see exhibits 29 and 30).  

Part 2 :  

Foreign
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As in the previous year, the EU remained China’s largest 
trading partner in 2014. Comprising 14.3% of China’s 
total foreign trade, Sino-EU trade amounted to US$ 615.1 
billion in 2014. The growth of Sino-EU trade accelerated 
to 9.9% yoy in 2014 from 2.1% yoy in 2013, due to the 
improvement in both China’s exports to and imports 
from the EU. The growth rate of China’s exports to the 
EU rose to 9.4% yoy in 2014 from 1.1% yoy in 2013, while 
the growth of China’s imports from the EU quickened to 
10.7% yoy in 2014 from 3.7% yoy in 2013.  

The US was China’s second largest trading partner 
in 2014, accounting for 12.9% of China’s total foreign 
trade. The growth of Sino-US trade was 6.6% yoy in 
2014, slightly slower than the 7.5% yoy growth seen in 
the previous year. The growth of China’s imports from 
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China’s trading partners, 2014

China’s trading partners, comparing growth rates for 2013 and 2014

Exhibit 29

Exhibit 30

Source: China Customs

Source: China Customs

4  Growth of China’s imports 
from Russia turns positive in 2014

China’s total imports in 2014, down slightly from 5.7% 
in 2013 (see exhibits 29 and 30).

China’s export growth to India accelerated to 12.0% 
yoy in 2014 from 1.6% yoy in 2013. Meanwhile, the 
growth rates for exports to Brazil and Russia dropped 
to minus 2.8% yoy and 8.2% yoy respectively in 2014, 
compared to 8.3% yoy and 12.6% yoy respectively in 
2013. Together, these three BRIC members accounted 
for 6.1% of China’s total exports for 2014, the same as 
in 2013. 

Growth of China’s imports from Russia turned positive 
last year. China’s imports from Russia gained 4.9% yoy 
in 2014, after falling by 10.3% yoy in the previous year. 
Nevertheless, China’s imports from India and Brazil 
recorded negative growth of minus 3.5% yoy and minus 
4.8% yoy respectively in the same year. On aggregate, 
these three BRIC members accounted for 5.6% of 

Country/
Region

Trade value
(USD billion)

Share of
total trade (%)

Export value 
(USD billion)

Import value 
(USD billion)

yoy growth (%)
Total trade Exports Imports 

EU 615.1 14.3 370.9 244.3 9.9 9.4 10.7 

US 555.1 12.9 396.1 159.0 6.6 7.5 4.2 

ASEAN 480.4 11.2 272.1 208.3 8.3 11.5 4.4 

Japan 312.4 7.3 149.4 163.0 0.0 -0.5 0.4 

Brazil 86.6 2.0 34.9 51.7 -4.0 -2.8 -4.8 

Russia 95.3 2.2 53.7 41.6 6.8 8.2 4.9 

India 70.6 1.6 54.2 16.4 7.9 12.0 -3.5 

Country/Region Total Trade Exports Imports

2013 2014 2013 2014 2013 2014

EU 2.1 9.9 1.1 9.4 3.7 10.7

US 7.5 6.6 4.7 7.5 14.8 4.2

ASEAN 10.9 8.3 19.5 11.5 1.9 4.4

Japan -5.1 0.0 -0.9 -0.5 -8.7 0.4

Brazil 5.3 -4.0 8.3 -2.8 3.4 -4.8

Russia 1.1 6.8 12.6 8.2 -10.3 4.9

India -1.5 7.9 1.6 12.0 -9.4 -3.5

yoy growth (%)



26

The top seven provinces and municipalities in terms of foreign trade value, 2014Exhibit 31

Source: China Customs

5  The top seven provinces/ 
municipalities in terms of 
foreign trade value account 
for a smaller share of China’s 
total foreign trade in 2014

China’s top seven provinces and municipalities in terms 
of foreign trade value – Guangdong, Jiangsu, Shanghai, 
Beijing, Zhejiang, Shandong and Fujian – jointly 
accounted for 77.4% of China’s total foreign trade in 
2014, down from 79.0% in 2013 (see exhibit 31).

It is noteworthy that exports from several provinces/ 
municipalities in China’s central and western regions 
recorded robust growth in 2014. For example, exports 
from Chongqing and Hunan soared by 35.5% yoy and 
35.1% yoy respectively during the period. We believe 
that the strong export growth from these provinces was 
closely associated with the relocation of factories from 
the eastern provinces.

Provinces/ Municipalities Foreign trade value (USD billion)

Guangdong 1,076.7 

Jiangsu 563.8

Shanghai 466.4

Beijing 415.7

Zhejiang 355.1

Shandong 277.1

Fujian 177.5

yoy, 22.2% yoy, 10.3% yoy and 29.4% yoy in October, 
November, December and January respectively. 

Overall, in 2014, China’s FDI gained 1.7% yoy, a 
deceleration from the 5.3% yoy growth seen in 2013, to 
reach US$ 119.6 billion (see exhibit 32).

Among the sectors, FDI in the service sector reached 
US$ 66.2 billion last year. The share of the service sector 
in China’s total FDI rose to 55.4% in 2014, up from 52.3% 
in 2013. In comparison, the share of the manufacturing 
sector in the total FDI was 33.4% in 2014.

The central and the western regions jointly accounted 
for 18.1% of China’s total FDI in 2014, up from 17.6% 
in the previous year. Particularly noteworthy is that the 
FDI in the central region rose rapidly by 7.5% yoy, much 
faster than the overall FDI growth in China in 2014 (i.e. 
1.7% yoy).

The top ten countries/ regions in terms of FDI value 
jointly accounted for 94.2% of China’s total FDI in 2014. 
Among these countries/ regions, FDI from South Korea 
and the UK gained robustly by 29.8% yoy and 28.0% 
yoy respectively over the previous year.

China’s foreign direct investment (FDI) maintained 
positive growth in the past few months, registering 1.3% 

6  China’s FDI maintains 
positive yoy growth
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Amount 
(USD billion) yoy growth

FY13 117.6 5.3%

FY14 119.6 1.7%

February 14 8.5 4.2%

March 12.2 -1.5%

April 8.7 3.4%

May 8.6 -6.7%

June 14.4 0.2%

July 7.8 -17.0%

August 7.2 -14.0%

September 9.0 2.0%

October 8.5 1.3%

November 10.4 22.2%

December 13.3 10.3%

January 15 13.9 29.4%

China’s FDI, February 2014 to January 2015Exhibit 32 7  China’s foreign exchange reserves 
fall for the second quarter in a row

USD billion Accumulation End of the quarter

FY14 21.7 3,843.0

1Q14 126.8 3,948.1

2Q14 45.1 3,993.2

3Q14 -105.5 3,887.7

4Q14 -44.7 3,843.0

Foreign exchange reserves by quarter, 
1Q14 to 4Q14

Exhibit 33

Source: Ministry of Commerce, PRC

Source: State Administration of Foreign Exchange, PRC

China’s foreign exchange reserves decreased by US$ 
44.7 billion in 4Q14, amounting to US$ 3.84 trillion 
as at the end of 4Q14. It was the second consecutive 
quarter that China had seen a drop in foreign 
exchange reserves, which was attributable to capital 
outflows (see exhibit 33).

Looking ahead, we expect China’s foreign exchange 
reserves to drop further in 1Q15, due partly to the 
seasonal fall in trade surplus during the quarter. Also 
noteworthy is that the US Federal Reserve is widely 
expected to raise the interest rates later this year, 
which may lead to further hot money outflows from 
China. 
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USD-CNY daily fixing rate, February 2014 to February 2015Exhibit 34

Source: State Administration of Foreign Exchange

The daily fixing rate (also known as the central parity 
rate) of the Chinese yuan against the US dollar 
went down from the recent peak of 6.1137 on 17 
December to 6.1385 on 2 February. The daily fixing 
rate then showed a rebound in early February, but 
has depreciated since then, falling to 6.1384 on 25 
February (as of the time of writing) (see exhibit 34)15. 
Meanwhile, after hitting the recent peak of 6.1112 

on 29 October, the USD-CNY spot exchange rate has 
been on a downward trend in recent months. On 25 
February, the spot exchange rate closed at 6.2598.

The daily fixing rate of the Chinese yuan against 
the Euro appreciated to 6.9146 on 27 January, the 
highest level since China’s central bank launched the 
exchange rate reform in July 2005, before dropping 
slightly to 6.9960 on 25 February (see exhibit 35).

Highlights 

1  Chinese yuan depreciates 
against the US dollar

B

The daily fixing rate (also known as the central parity rate) of the Chinese yuan against the US dollar is released by the China Foreign Exchange Trade System 
(CFETS), a sub-institution of the People’s Bank of China, at 9:15 am on each working day.

15
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EUR-CNY daily fixing rate, February 2014 to February 2015

Real effective exchange rate of the Chinese yuan, January to December 2014

Exhibit 35

Exhibit 36

Source: State Administration of Foreign Exchange

Source: Bank for International Settlements
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On 17 November 2014, Chinese President Xi and 
Australian Prime Minister Abbott announced the 
conclusion of the negotiations on the China-Australia 
Free Trade Agreement (ChAFTA). On the day, Chinese 
Minister of Commerce Gao Hucheng and Australian 
Minister of Trade and Investment Andrew Robb signed 
a Declaration of Intent to work towards signature of the 
Agreement later this year. Under the ChAFTA, all products 
exported from China to Australia will eventually be tariff-
free.17 Besides, on full implementation of the ChAFTA, 
95% of products exported from Australia to China will 
enjoy zero tariffs, including dairy products, and all 
resources and energy products.

2  China and Australia seal a 
landmark free trade deal

Australia is one of the major trading partners of China. 
The Sino-Australia trade amounted to US$ 136.9 billion 
last year, comprising 3.2% of China’s total foreign trade. 
It is expected that the ChAFTA will greatly strengthen the 
trade ties between these two countries. 

On 31 December 2014, the Ministry of Finance and the 
State Administration of Taxation jointly announced 
to adjust the export VAT rebate rates for a number of 
products, effective on 1 January 2015.18

Particularly noteworthy is that the export VAT rebate 
rates for various types of textile and garment products 
have been adjusted upward. The move, which helps 
reduce the tax burden on exporters, is viewed as a 
supportive measure to the textile and garment sector.

3  China raises the export VAT rebate 
rates for various types of textile and 
garment products

See http://fta.mofcom.gov.cn/enarticle/enrelease/201411/19036_1.html and http://trademinister.gov.au/releases/Pages/2014/ar_mr_141117.aspx
http://www.mof.gov.cn/zhengwuxinxi/zhengcefabu/201412/t20141231_1175119.htm

17
18
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According to the Bank for International Settlements, 
the real effective exchange rate (REER) of the yuan has 
continued its upward trend in past few months.16 The 
REER of the yuan climbed to 126.16 in December, the 
highest level since the record began in January 1994. 
Overall, the Chinese yuan appreciated by 6.2% in real 
terms against its trading partners in 2014 (see exhibit 
36).

Going forward, we predict the exchange rate of the 
Chinese yuan against the US dollar to remain weak in 
the near term, in the expectation of hot money outflows. 
Nevertheless, we still maintain that the yuan will 
appreciate, albeit at a slow and gradual pace, against 
the US dollar in the medium to long term.

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 weight-
ed 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 2008-10.

16
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US national accounts, 2013 to 4Q14

Source: US Department of Commerce

Exhibit 37

The overall economic activity in the US has shown 
signs of growth moderation. The real GDP advanced by 
an annual rate of 2.6% in 4Q14, a deceleration from the 
5.0% growth seen in 3Q14. Nevertheless, the annual 
real growth rate of personal consumption expenditures 
accelerated from 3.2% in 3Q14 to 4.3% in 4Q14, which 
points to the strong growth of personal consumption.

On the production side, industrial production fell 
slightly by 0.1% mom in December, after rising by 1.3% 
mom in November (see exhibit 38). According to the 
Institute for Supply Management, the manufacturing 
Purchasing Managers’ Index (PMI) dropped from 57.6 
in November to 55.1 in December, and further to 53.5 
in January. The index readings indicate that growth of 
the manufacturing sector has decelerated. Meanwhile, 
new orders for manufactured durable goods dropped 
by 3.3% mom in December on a seasonally adjusted 
basis, posting negative mom growth in four of the past 
five months.

Growth of the non-manufacturing sector has 
moderated. The non-manufacturing index (NMI), 
compiled by the Institute for Supply Management, 

went down from 58.8 in November to 56.5 in December, 
and then rebounded slightly to 56.7 in January.

Growth of the US retail sales edged up from 0.3% mom 
in October to 0.4% mom in November, before falling 
to minus 0.9% mom in December, according to the US 
Department of Commerce. Nevertheless, the Reuters/
University of Michigan Index of consumer sentiment 
rose to 98.1 in January, the highest level since January 
2004. The latter figure indicates that US consumers are 
optimistic, attributable to lower gasoline prices as well 
as better prospect for the job market (see exhibit 39).

The latest data shows strength in the US job market. 
After increasing by 712,000 in 3Q14, the non-farm payroll 
employment gained 973,000 in 4Q14 and 257,000 
in January. Meanwhile, the US unemployment rate 
dropped from 5.8% in November to 5.6% in December, 
the lowest level since July 2008, before rising slightly to 
5.7% in January (see exhibit 40). 

Looking ahead, the US economy is expected to show 
strong growth in near future, despite the recent 
signs of moderation. Positive factors include the 
accommodative monetary policy as well as the plunge 
in crude prices, which gives consumers more room 
to spend. According to the latest projections by the 
International Monetary Fund (IMF), the US real GDP will 
see strong growth of 3.6% in 2015 and 3.3% in 2016.19

Outlook

1  US economic growth shows signs 
of moderation

IMF, World Economic Outlook Update, 19 January 201519

C

Annual growth (%) 2013 2014 1Q14 2Q14 3Q14 4Q14

GDP 2.2 2.4 -2.1 4.6 5.0 2.6
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US industrial production growth, July to December 2014 

Source: US Federal Reserve

Exhibit 38

mom growth (%), seasonally adjusted Jul 14 Aug Sep Oct Nov Dec

Industrial production 0.3 -0.1 0.9 0.0 1.3 -0.1

US consumer market, August 2014 to January 2015Exhibit 39

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

Aug 14 Sep Oct Nov Dec Jan 15

Retail and food services sales
(mom growth %, seasonally adjusted) 0.6 -0.1 0.3 0.4 -0.9 -

Reuters/University of Michigan index of 
consumer sentiment 82.5 84.6 86.9 88.8 93.6 98.1

CPI (yoy growth %) 1.7 1.7 1.7 1.3 0.8 -

Unemployment 
rate (%)

2013 7.4
2014 6.2

Feb 14 6.7
Mar 6.6
Apr 6.2
May 6.3
Jun 6.1
Jul 6.2
Aug 6.1
Sep 5.9
Oct 5.7
Nov 5.8
Dec 5.6
Jan 15 5.7

Yearly figures: Annual average
Monthly figures: Seasonally adjusted

US employmentExhibit 40

Source: US Department of Labor
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Nonfarm payroll employment, February 2014 to January 2015
In thousands, seasonally adjusted
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After falling slightly from 100.7 in November to 100.6 
in December, the Eurozone’s economic sentiment 
indicator (ESI) rose to 101.2 in January (see exhibit 44). 
According to the survey, confidence among consumers 
and managers in the industrial and retail trade sectors 
improved, while confidence among managers in the 
service and construction sectors worsened in January. 

Going forward, the Eurozone economy is set to show 
weak growth in the near term. According to the 
projections by the IMF, the Eurozone’s real GDP will 
expand slowly by 1.2% and 1.4% in 2015 and 2016 
respectively.21 On 22 January, the European Central 
Bank announced to launch a massive bond-buying 
programme. According to the announcement, the 
bond purchases will amount to 60 billion euros per 
month. Beginning in March this year, the programme 
will be carried out until at least September next 
year. We expect the move to ease credit conditions 
in the Eurozone. Nevertheless, it remains to be seen 
whether the monetary stimulus will bring about a big 
improvement in investment and consumption demand 
in the region.

2  Latest indicators show signs of 
improvement in the Eurozone economy

Latest indicators show signs of improvement in the 
Eurozone economy.20 According to global survey firm 
Markit Economics, the Eurozone manufacturing PMI 
improved from 50.1 in November to 50.6 in December 
and 51.0 in January. This suggests that growth in the 
manufacturing sector has picked up momentum 
recently. 

The Eurozone services sector has also expanded at a 
faster pace in recent months. The Eurozone services 
PMI went up from 51.1 in November to 51.6 in December 
and 52.7 in January.

The Eurozone’s retail trade has posted positive mom 
growth for three consecutive months, indicating a 
rebound in consumption demand. On a seasonally 
adjusted basis, after dropping by 1.0% mom in 
September, the retail trade volume gained 0.7% mom, 
0.7% mom and 0.3% mom in October, November and 
December respectively (see exhibit 42).

The labour market in the region has stayed weak: 
The unemployment rate remained high at 11.4% in 
December (see exhibit 43). 

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.

IMF, World Economic Outlook Update, 19 January 2015

20

21

Eurozone’s real GDP growth, 2012 to 3Q14 Exhibit 41

Source: Eurostat, IMF

2012 2013 4Q13 1Q14 2Q14 3Q14

Real GDP (qoq growth %) 0.2 0.3 0.1 0.2

Real GDP (yoy growth %) -0.7 -0.5 0.4 1.1 0.8 0.8

* The figures in 2012, 2013 and 2014 do not reflect Lithuania’s membership of the Eurozone, which began on 1 January 2015.
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Eurozone consumer market, July to December 2014 

Eurozone labour market, July to December 2014 

Eurozone economic sentiment indicator, August 2014 to January 2015

Exhibit 42

Exhibit 43

Exhibit 44

Source: Eurostat

Source: Eurostat

Source: Eurostat

Jul 14 Aug Sep Oct Nov Dec

Volume of retail trade
(mom growth %, seasonally adjusted) -0.3 0.7 -1.0 0.7 0.7 0.3

Annual inflation (%) 0.4 0.4 0.3 0.4 0.3 -0.2

seasonally adjusted Jul 14 Aug Sep Oct Nov Dec

Unemployment rate (%) 11.6 11.5 11.5 11.5 11.5 11.4

seasonally adjusted Aug 14 Sep Oct Nov Dec Jan 15

Economic sentiment indicator 100.5 99.9 100.7 100.7 100.6 101.2

* The figures in 2014 do not reflect Lithuania’s membership of the Eurozone, which began on 1 January 2015.

* The figures in 2014 do not reflect Lithuania’s membership of the Eurozone, which began on 1 January 2015.

* Lithuania, which has become the 19th member of the Eurozone as from 1 January 2015, was included in calculation of 
    this set of figures.
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Eurozone, Japan, Russia and Brazil, which are China’s 
major trading partners. 

Looking ahead, export demand is likely to stay weak 
in the near term. We forecast China’s export growth 
to moderate to low single digits in 1Q15, compared to 
8.5% yoy in 4Q14.

3  China’s exports are expected to post 
single-digit growth in 1Q15 

In its World Economic Outlook Update released on 19 
January, the IMF cut its forecasts for global economic 
growth to 3.5% in 2015 and 3.7% in 2016, down by 
0.3 ppts and 0.3 ppts respectively from its previous 
forecasts made in early October (see exhibit 45). It is 
noteworthy that the institution revised downward its 
growth forecasts for regions/ countries including the 

Data and forecasts are presented on a fiscal year basis. India’s fiscal year runs from 1 April to 31 March.
Indonesia, Malaysia, the Philippines, Thailand and Vietnam.

22
23

yoy growth (%) 2014 
(Estimates)

2015 
(Forecasts)

2016 
(Forecasts)

World economy 3.3 3.5 3.7

Advanced economies 1.8 2.4 2.4

   US 2.4 3.6 3.3

   Eurozone 0.8 1.2 1.4

   Japan 0.1 0.6 0.8

Emerging markets and 
developing economies 4.4 4.3 4.7

   China 7.4 6.8 6.3

   India 22 5.8 6.3 6.5

   ASEAN-5 23 4.5 5.2 5.3

   Brazil 0.1 0.3 1.5

   Russia 0.6 -3.0 -1.0

Latest GDP growth forecasts by the International Monetary FundExhibit 45

Source: International Monetary Fund, World Economic Outlook Update, January 2015
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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 45,000 people across 40 
economies worldwide, generating total revenue of more 
than US$22.6 billion in 2013. Fung Holdings (1937) Limited, a 
privately held business entity headquartered in Hong Kong, 
is the major shareholder of the Fung group of companies.
  
Please visit www.funggroup.com for more about the Fung 
Group.
 
 
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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