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■ Summary 
The Fed’s QE and low-interest rate 
policy has been a big ‘free lunch’ for 
China. The tremendous amount of 
dollar inflows has enabled the PBOC 
to print a lot of money – funding its 
credit expansion and fiscal stimulus 
programme without compromising 
its currency stability.  
 
USD/CNY: pair of chopsticks. If 
USD liquidity keeps rising, CNY 
liquidity could match this rise. High 
yields in China have encouraged 
massive money inflows into the 
country to chase those yields. There 
has been no real pressure on the 
pair. If, however, USD liquidity 
stops rising, CNY liquidity will have 
to follow. Otherwise the pressure 
would be on the CNY to depreciate. 
The question is: can CNY liquidity 
afford to dwindle in the face of 
ongoing credit stress in China? 
 
Money outflows are possible in 
China, as the leveraged money 
chasing high yields would be 
withdrawn. Not only is the Fed’s 
policy normalisation a key catalyst 

for outflows, investors are also 
getting concerned about credit 
conditions in China, realising that 
the yield advantage is merely a 
reflection of the credit risk premium. 
The money outflows via the 
country’s capital account may well 
exceed the structural money inflows 
via its current account.  
 
We believe the PBOC will have 
to keep printing money to ensure 
the economy stays afloat and not 
care too much about downward 
pressure on the currency. This 
option could at least buy some time 
for the PBOC to fight the fire. Any 
other conventional measures to deal 
with the credit issues, such as bank 
recapitalisation, would still require a 
lot of money to be printed. The 
market expectation for CNY 
appreciation is deeply entrenched, 
however. If the market thinks the 
CNY will drop substantially, it would 
start pulling money out. If that 
happened, the PBOC would have to 
print even more money to fill the 
void; and this would lead to even 
more downward pressure on the 
CNY, and hence even more money 
would be pulled out. This downward 
spiral could easily lead to a full-
blown currency and financial crisis.  
 
A war-chest of forex reserves 
may be of little use. The market 
tends to think that China can use its 
forex reserves any time to stabilise 
its currency or take care of its 
financial troubles. But selling forex 
reserves is a painful exercise. If the 
PBOC did sell forex reserves, it 
would have to buy back its own 

money. This would mean China’s 
monetary base would shrink and the 
massive amount of money created in 
the past would have to be destroyed.  
 
Foreign debt in real terms 
would escalate. China’s total 
outstanding foreign debt is over 
USD823bn at end-3Q13, of which 
77% was short-term debt and had 
mostly been raised through Hong 
Kong. Many borrowers rely on CNY 
cash flows to service debts 
dominated in USD. CNY 
depreciation would make life even 
tougher for the borrowers. 
 
We look for a 10% drop in the 
CNY by end-2015. How far the 
CNY will go depends on how much 
money needs to be created in order 
to manage the credit pressure and to 
fill the void left by the Fed. Our 
base-case forecast is for a further 
10% correction in the USD/CNY by 
end-2015 (6.50 by end-2014 and 
6.83 by end-2015). We are trimming 
our GDP forecasts to 7.1%, from 
7.5%, for 2014, and to 6.9%, from 
7.2%, for 2015, on credit setbacks 
and disappointing demand in the 
emerging world.  
 
Policy easing likely but not 
without a cost. We see a case for 
monetary easing starting in 3Q14, 
mainly through reserve-ratio cuts. 
We are pencilling in 50bps cuts in 
the RRR in each of 3Q14 and 4Q14, 
and two similar cuts for 2015. But 
any easing would put the CNY under 
pressure. The bottom line is that 
there is no easy way out of the 
problems China is facing.     
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The end of the ‘free lunch’ 

• The slide in the CNY is an inevitable policy choice in response to 
deteriorating credit conditions and rising tapering pressure  

• How far the CNY will go depends on how much money needs to 
be printed to fill the void left by the Fed 

• The central bank’s ammo is running low; averting a financial 
crisis now requires very delicate policy moves 
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The end of the ‘free 
lunch’ 

We look at the USD/CNY as a pair of 
chopsticks. If USD liquidity keeps rising, 
CNY liquidity could match the rise and 
there would be no real pressure on the 
pair. If, however, USD liquidity stops 
rising, CNY liquidity would have to 
follow. Otherwise the pressure would be 
on the pair to rise. The question is: can 
CNY liquidity afford to dwindle in the 
face of ongoing credit stress in China? 

Will money inflow still be a 
trend? 

There are many interpretations about the most recent 
CNY depreciation. The most popular is that it is an 
engineered move by the PBOC to fend off speculators 
who keep bringing ‘hot’ money into China. The USD/ 
CNY has been consistently on the way down since July 
2005, except between July 2008 and June 2010, when 
the USD/CNY was held more or less fixed. This one-
way traffic has encouraged sizeable money inflows on 
an unhedged basis, especially when the Fed has printed 
over USD3tn in new money over the past 5 years. 
 
Although the Chinese authorities have not explained 
their policy intent in a transparent manner, the PBOC 
said that the sell-off in the CNY was a reflection of 
market forces and should not be over-interpreted. 
None of these explanations is sufficient to us, however. 
Hot money has been going into China for the past 10 
years. It would not take a lot of wisdom to introduce a 
2-way risk mechanism to fend off speculation. Why has 
it taken so long for the PBOC to figure this out and 
deploy it?  
 
As the Fed’s tapering plan started in January, getting 
USD funding is going to gradually become more 
difficult and expensive over time. On the other hand, 
China’s credit conditions have been worsening every 
day. Eventually, the market will demand a much higher 
risk premium for holding the CNY, so that the one-way 

wager on the USD/CNY would be getting less and less 
attractive. The favourable risk-reward profile will have 
to go through some drastic changes over the next few 
years.  
 
The risk going forward may no longer be money 
inflows into China. On the contrary, it may well be 
money outflows, in our view. The money outflows via 
the country’s capital account may well exceed the 
structural money inflows via its current account. 
 
 One-way traffic for the USD/CNY set for a turn? 

Source: CEIC, Daiwa  

The Fed and the PBOC – Siamese 
twins 

So, what is the true motive behind the currency move? 
Is there something the market does not know or has 
been misguided to believe? Are the Chinese authorities 
changing their commitment to a strong exchange rate, 
and if so why?  
 
In our previous reports (G3 recovery versus Fed 
tapering, Fed’s exit, China’s structural slowdown and 
a paradigm shift and Heading toward the exit), we 
discussed at great length the risks of money outflows 
from Asia/China on the back of the Fed’s tapering. We 
will not go through them here again. Rather, we would 
suggest our readers examine China’s current monetary 
conditions carefully. We also warned against growing 
credit issues in China – shadow-banking, LGFVs, the 
trust market, etc. We would advise investors to look at 
the whole credit situation not in isolation, but in the 
context of China’s balance of payments, currency 
relationship and monetary policy and how it is 
connected to the Fed’s monetary policy. 
 
The chart below shows the balance sheets of the Fed 
and the PBOC. Since QE1, the Fed’s balance sheet has 
expanded by over USD3tn, which is not a secret. The 
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secret is that the PBOC’s balance sheet has also 
expanded by over USD3tn. It is not a coincidence. The 
Fed’s 3 rounds of QE produced enormous amounts of 
fresh USD money supply. A lot of this money found its 
way into Asia/China, predominantly via capital not 
trade channels. In a pure market-driven economy, the 
CNY would have appreciated significantly against the 
USD in order to insulate the country against the 
onslaught of these money inflows. This is what 
economies like Australia have done.  
 
 Aggressive US policy has led to massive money printing in 
China 

Source: CEIC, Daiwa  

 
Under normal market-driven circumstances, the CNY 
would have easily risen by at least 30-40%. In reality, 
of course, China has chosen to keep the CNY on a slow 
pace of appreciation. The result has been a massive 
amount of money printed by the PBOC in order to 
build forex reserves. The money that has been printed 
shows up as ‘base money’ (a liability item) under the 
PBOC’s balance sheet. The forex reserves show up as a 
‘foreign asset’ (an asset item) under the same balance 
sheet. At the end of December 2013, these 2 items were 
exactly CNY27tn. The implications here are highly 
important.  
 
 PBOC’s balance sheet as of December 2013 
Assets CNYbn Liabilities CNYbn
Foreign assets 27,223 Base money 27,102
Claims on government 1,531 Deposits of financial 

institutions excl base money 
133

Claims on other 
institutions 

2,208 Bond issues 776

Others 766 Foreign liabilities 209
  Government deposits 2,861
  Own capital 22
  Others 624
Total assets 31,728 Total liabilities 31,728

Source: CEIC, Daiwa 

 
 
 

First, China’s monetary base has been literally fully 
funded by foreign money inflows. The change of these 
money flows direction will have a direct and severe 
impact on its monetary base and hence its economy. 
 
Second, China has more or less followed the Fed to 
conduct its own version of QE. The Fed has printed 
new money to purchase domestic securities. The PBOC 
has printed the same amount of money to purchase 
foreign securities. The Fed called in QE to bolster its 
subdued economy. The PBOC has done the same. But 
the money multiplier is about 4 times in China, twice 
faster than in the US. Risk appetite is also a lot higher 
and regulatory infrastructure is a lot weaker in China. 
These differences have given rise to many credit 
problems in China. 
 
 PBOC’s balance sheet: key variable changes over time 

 

Source: CEIC, Daiwa  

 

Third, the well-known CNY4tn fiscal stimulus 
programme launched by China in the aftermath of the 
Global Financial Crisis (GFC) in 2008 required a lot of 
money to be printed to fund the spending. The Fed’s QE 
has actually allowed the PBOC to turn on its printing 
press without causing any damage to the CNY. In other 
words, without the help from the Fed, China would not 
have been able to deliver the stimulus so easily. 
 
Fourth, the PBOC has been releasing new money by 
buying back central-bank papers (the so-called 
sterilisation bonds) from the market. The level of these 
bonds outstanding in the market reached a peak of 
CNY4,749bn in July 2010. Since then, it has dropped 
consistently to CNY776bn in December 2013. In other 
words, by buying back these bonds, it has allowed the 
PBOC to print an extra CNY4tn of money over the past 
three-and-a-half years. But this also means that much 
of its ammo has been used up. 
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When the Fed stops printing, can 
the PBOC afford to stop too? 

The Fed’s tapering and its eventual QE exit over the 
next several years represent a paradigm shift of all 
these forces, in our view. When the Fed starts scaling 
down its balance sheet, money outflows from Asia/ 
China would be quite probable, as the global tide of 
USD liquidity would retreat, albeit slowly, and the 
leveraged money chasing high yields in China would be 
withdrawn. The ‘Siamese-twins’ dynamics described 
above mean that the PBOC’s balance sheet may have to 
go through a similar scale-down process. In other 
words, some of the money that has been created in the 
past may have to be destroyed. 
 
At the very least, assuming that the Fed’s balance sheet 
stops expanding, can the PBOC afford to stop as well? 
Can money growth afford to slow down when millions 
of borrowers need to be fed with new money every day? 
A long queue of borrowers – trust vehicles, LGFVs, 
corporates, developers, shadow-bank players, etc. – is 
hungry for money. Many of them routinely borrow new 
debts to pay old ones, meaning the need for refinancing 
will keep rising over time. Just for the trust market, for 
example, the size for refinancing is about CNY5.2tn 
this year versus just CNY3.3tn last year.  
 
 Trust market’s overall redemption schedule (approximately 
the size for refinancing) 

Source: WIND   

Something has to give — and that 
something is the currency 

The USD/CNY resemble a pair of chopsticks. If USD 
liquidity keeps rising, CNY liquidity could match this 
rise. High yields in China have encouraged a lot of 
money inflows into the country to chase those yields. 
As such, there has been no significant pressure on the 
exchange rate. However, if USD liquidity stops rising, 
CNY liquidity has to follow to stop too. Otherwise, the 
pressure would be on the CNY to fall. At the same time, 
investors are becoming concerned about credit 
conditions in China, realising that the yield advantage 
is merely a reflection of credit risk premium. If yields 
are not worth chasing, money would be pulled out. 
 
In our view, the policy choices for the PBOC are down 
to 2. First, it could keep the USD/CNY stable but at the 
expense of credit. If the PBOC does not supply enough 
money to the market today, there will be hundreds or 
even thousands of defaults tomorrow.  
 
Second, it can keep printing money to satisfy those 
hungry borrowers and to ensure the economy stays 
afloat and just ignore the downward pressure on the 
USD/CNY. 
 
These choices are stark. But option 1 would easily 
result it an eminent credit and financial crisis. Option 2 
could at least buy some time for the PBOC to fight the 
fire. It is at least the lesser of the 2 evils. 
 
Option 2 could have serious downside, however. The 
market has been expecting the CNY to appreciate over 
many years. This expectation is deeply entrenched and 
has encouraged tremendous amounts of money inflows 
into China on an unhedged basis. If the market thinks 
the CNY will decline by 10% or 20% in a year, it would 
start pulling money out. 
 
If that happens, the PBOC would have to print even 
more money to fill the void. And if more money is 
printed, then this would lead to even more downward 
pressure on the currency, and hence even more money 
would be pulled out. One can imagine this downward 
spiral could easily result in a full-blown currency and 
financial crisis. Instead of one fire, the PBOC may find 
itself fighting two fires. 
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 The global web of China’s trust instruments 

Source: Daiwa  

 

But currency slide is a risky 
proposition 

In addition, China has borrowed a substantial amount 
of foreign debt, especially since QE1. The country’s 
total outstanding foreign debt was USD823bn by the 
end of September 2013, of which 77% was short-term 
debt and 60% had been raised since QE1. Most 
borrowers rely on CNY cash flow to service debts 
dominated in USD, HKD or other foreign currencies. 
So the foreign debt level in real terms will escalate. 

 China’s foreign debt has reached USD823bn 

 

Source: CEIC, Daiwa  

 

The bulk of the foreign debt has been raised through 
Hong Kong’s bank channels. Loans to China’s non-
bank sector have reached HKD3,486bn (USD450bn). 
Since QE1, 84% of the loan creation in Hong Kong has 
been taken by these Chinese borrowers. 
 
Although there are capital controls in China, Hong 
Kong is the most convenient and efficient centre to 
help channel money into China, especially when it can 
easily raise billions of USD globally at very low cost. 
The existence of the currency peg makes it much easier 
and highly efficient. The peg tends to attract billions of 
USD money inflows globally on an unhedged basis. 
 
Out of the USD823bn in foreign debt, USD327bn is 
trade finance, which is interesting because the growth 
of this trade finance cannot be explained by the normal 
trade growth over the past 5 years. For many SOEs or 
financial institutions in China, raising USD or HKD 
debt is relatively easy. The dollars are then converted 
into CNY, which is placed on high-yield assets in China. 
 
But for SMEs in China, it is much more difficult. 
However, getting trade finance from Hong Kong is 
completely legitimate. Practically, SMEs would inflate 
their export revenue, borrow trade loans from Hong 
Kong and sell HKD or USD to the PBOC in return for 
CNY liquidity. Money would in turn be invested in 
high-yield assets in China. Our calculation shows that 
inflated exports just between China and Hong Kong 
have amounted to over USD310bn. It also means that 

YYY Trust grants a 2-year, CNY1 billion 
loan to ZZZ Developer or LGFV, 
promising to pay a 12% interest

XXX Bank sells this WMP with a 6M 
maturity and a 7% yield (often 
packaged as insurance product),
raising CNY1bn. XXX Bank collects 
fees from this off-balance sheet item

YYY Trust works with XXX Bank 
to package loan as a 'wealth 
management product (WMP)'

High-yield WMPs

YYY Trust ZZZ Developer or Local-govt Financing Vehicle (LGFV)

Individuals/companies 
borrow US or HK dollars 
offshore to take 
advantage of high yields 
and CNY appreciation

Cheap HKDs

Cheap USDs

Massive dollar inflows have 
led to massive money 
creation in Hong Kong, via 
the bank multiplier

XXX Bank
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about one-third of China’s current-account surplus 
since QE1 has not really come from trade incomes but 
pure short-term speculative money inflows. 
 
 Foreign debt is concentrated in trade finance and loans to FIs 

 

Source: CEIC, Daiwa  

 

One can therefore imagine that these dollar borrowers 
can be easily squeezed by: 1) CNY depreciation, and 2) 
worsening credit conditions in China (meaning some 
money may never return to the lenders or investors).  
 
Either case, Hong Kong is ultimately exposed. 
Apparently, trade finance is supposed to be high-
quality credit. Under this credit chain, however, high-
quality can easily turn into poor-quality credit. 

Can the PBOC sell forex reserves? 

The market tends to think that China has a war-chest of 
forex reserves, at USD3.8tn, and it can use these at any 
time to stabilise its currency or take care of all its 
financial troubles. But selling forex reserves does not 
come without a cost. It is not because it would have to 
dump many US treasuries in the market; the real 
problem is that, when it sells forex reserves, what 
would it buy? 
 
China would have to buy back its own currency, which 
means the liability side of the PBOC’s balance sheet or 
its monetary base would have to shrink. The massive 
amount of money created in the past would have to be 
destroyed. The money multiplier that has worked to 
multiply money would have to work the other way 
round. This would be a nightmare scenario that many 
central banks would try to avoid. 

What bullets are left to fire? 

There is no doubt in our minds that China is facing a 
serious credit challenge. To avert a credit crisis, the 
government must find a way to keep creating money. 
This is probably the only tool available to policy-
makers. The US, Europe and Japan have dealt with 
similar credit crises by injecting tremendous amounts 
of money into their banking systems. Any other 
conventional measures to deal with the credit issues 
such as bank recapitalisation would still require a lot of 
money to be printed and injected into the system. 
 
There are a few policy tools still available for Chinese 
policy-makers. First and foremost, the required reserve 
ratio (RRR) could be cut to allow banks to create more 
liquidity. Likewise, interest rates could also be cut to  
reduce financing costs. However, these 2 options would 
still exert downward pressure on the currency.  
 
Examples from India and Indonesia also tell us that, in 
the case of money outflows, the central bank cannot 
ease its monetary policy easily. To discourage money 
from leaving, the central bank may have to raise 
interest rates in order to offset the rising risk premium.  
 
Fiscal stimulus could be called in again to support 
growth and keep many borrowers afloat. But a new 
round of government-led spending would also require 
new money to be printed. Moreover, the economy is 
already suffering from excess capacity due to the 
aggressive stimulus of the past. Banks are already 
littered with potential bad debts. How much more 
banks can take is a big question. 
 
If all policy tools have been tried and exhausted, one 
would think of imposing stricter capital controls in 
order to stop or at least slow down money outflows. 
This draconian measure could help stop the bleeding. 
However, since Hong Kong has provided the bulk of 
dollar credit to China, if banks in Hong Kong cannot 
get their money back and money starts leaving the city, 
a banking crisis in Hong Kong would quickly take hold.  
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 China: what bullets are left to fire? 
Bullets  Pros Cons 
Required reserve ratio (RRR) cuts  -Freeing up domestic liquidity within the banking system -Banks would have to increase leverage, counter to the principle of deleveraging 

-Surge in CNY liquidity could put downward pressure on CNY 
Interest rate cuts  -Reducing financing costs -Difficult to achieve without expanding liquidity supply (RRR cuts) 

-Cons are the same as above 
Interest rate hikes  -Helping to stop money outflows -Exacerbating credit stress 
Fiscal stimulus  -Sustaining growth and credit bubble 

-Maintaining short-term market confidence 
-Banks are already troubled by credit risks and will have to take some more 
-The economy is already suffering from excess capacity due to the aggressive stimulus of 
the past 
-Would still need to be funded by money printing 

Selling forex reserves  -Protecting the CNY and stabilising market confidence -The PBOC would have to buy back a massive amount of CNY from the market, causing the 
monetary base to shrink and destroying money/credit 

Currency swap arrangements with other 
central banks  

-Increasing access to liquidity and foreign currencies -Only effective in the short term 
-Much less effective in the event of contagion 

Currency depreciation -Foreigners would help foot the bill -Change in appreciation expectations could trigger more money outflows 
-Real foreign debt would shoot up 

Tightening capital controls  -Stopping or at least slowing money outflows -Foreign investors might panic 
-If money could not return to Hong Kong, the city would face a banking crisis 

Source: Daiwa 

 

 

Forecast revisions 

None of the possible scenarios makes for pleasant 
reading. It appears to us that the China authorities 
have chosen to let the currency go in order give 
themselves room for manoeuvre in terms of policy 
options to manage the credit pressure. This strategy 
would imply further monetary relaxation in the future.  
 
Forecasting the USD/CNY direction is very challenging 
at this stage. How far the USD/CNY will go depends on 
how much money needs to be created in order to 
manage the credit pressure and fill the void left by the 
Fed.  
 
Our base-case forecast is for a further 10% upward 
correction of the USD/CNY rate by the end of 2015 
(CNY6.50:USD1 by end-2014 and CNY6.83:USD1 by 
end-2015). 
 
Presumably, and hopefully, this would be a gradual, 
orderly slide for the CNY. Our CNY6.83:USD1 forecast 
also implies that all of the CNY appreciation since QE1 
would have to be completely erased. 
 
We would also expect the PBOC to sell some forex 
reserves in order to avoid a sharp slide in the CNY, but 
a wholesale liquidation of forex reserves is highly 
unlikely. 
 
Credit problems continue to be the major drag on 
China’s GDP growth. The PMI readings (both official 
and HSBC) for January and February have been 
disappointing, reflecting the credit setbacks, in our 
view. Moreover, the PMI for new export orders has 
been below 50 for 3 consecutive months. While the 
demand recovery in the G3 is encouraging, the demand 

picture in the emerging world has been deteriorating 
and is offsetting the gains in the developed world.  
As a result, we are trimming our China GDP forecasts 
to 7.1% YoY, from 7.5% YoY, for 2014, and to 6.9% YoY, 
from 7.2% YoY, for 2015.  
 
With both domestic and external demand indicators 
remaining weak, there is not enough impetus from 
demand to drive up prices, in our view. The China 
government will ensure enough credit is created, but 
we believe most of that credit will go towards 
supporting debt refinancing rather than real economic 
activity.  
 
Hence, we see inflation as a receding threat. We are 
cutting our CPI forecasts to 2.5% YoY, from 3.2% YoY, 
for 2014, and to 2.3% YoY, from 2.5% YoY, for 2015. 
Likewise, we revise down our PPI forecasts to -1.0% 
YoY, from -0.3% YoY, for 2014, and to 0.5% YoY, from 
1.0% YoY, for 2015. 
 
At the National People’s Congress meeting in March, 
the government left its GDP growth target for 2014 
unchanged at 7.5%. In our view, this target will be 
difficult to achieve in the present circumstances. 
However, the government seems to want the market to 
believe in this 7.5% figure, perhaps because it 
recognises that confidence is very fragile right now. 
Financial deleveraging seems to be giving way to a 
relatively loose monetary and fiscal policy, which 
reflects the government’s concerns about credit. There 
is a desire among the authorities to ensure sufficient 
money is created to satisfy refinancing needs. Premier 
Li also hinted at a further fine-tuning (relaxation) of 
policy to support economic growth when necessary.  
 
All things considered, we believe policymakers will 
have to consider further monetary easing in the second 
half of 2014. While interest-rate moves remain 
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unlikely, we think cutting the RRR would be one 
option. We are pencilling into two 50bps cuts in the 
RRR by year-end (one in 3Q14, another in 4Q14), and 
two more cuts of a similar magnitude for 2015. 
 
Any moves to relax the monetary grip will likely be 
welcomed by the market, at least initially. However, the 
pressure on the currency cannot be ignored. 
Policymakers will have to balance the pros and the cons 
of each move to ease monetary policy. Cutting the RRR 
is a viable option but cannot be done too often. And if 
such moves backfire, the PBOC may have no other 
choice but to tighten.  
 

As we see it, the bottom line is that there is no easy way 
out of the problems now facing China. Any policy 
action or reaction by the government will require 
careful calculation of the attendant risks.  
 
Making predictions is very difficult at this stage. We 
can only watch each move taken by the China 
authorities to try to ascertain what is likely to happen 
next. 
 
 
 
 

 
 Daiwa’s economic forecasts for China 
    1Q13 2Q13 3Q13 4Q13 1Q14E 2Q14E 3Q14E 4Q14E 2013 2014E 2015E
Real GDP YoY % 7.7 7.5 7.8 7.7 7.4 7.2 7.0 6.9 7.7 7.1 6.9 
CPI YoY % 2.4 2.4 2.8 2.9 2.5 2.3 2.5 2.7 2.6 2.5 2.3 
PPI YoY % -1.7 -2.7 -1.7 -1.4 -1.9 -1.1 -0.5 -0.4 -1.9 -1.0 0.5 
Fixed assets investment (nominal, ytd) YoY % 20.9 20.1 20.2 19.6 19.2 18.5 18.0 17.5 19.6 17.5 16.5 
Retail sales (nominal) YoY % 12.4 13.0 13.3 13.5 13.7 13.6 13.8 14.1 13.1 13.8 13.5 
Industrial production YoY % 9.5 9.1 10.1 10.0 9.4 9.2 9.1 8.9 9.7 9.1 8.9 
Exports YoY % 18.3 3.8 3.9 7.4 0.4 7.7 8.7 8.5 7.9 6.5 7.0 
Imports YoY % 8.6 4.9 8.5 7.1 10.1 9.4 8.5 8.1 7.3 9.0 8.0 
Trade balance USDbn 43.5 65.7 61.5 90.5 -3.2 63.1 67.2 100.0 261.4 227.0 221.7 
Exchange rate (end-of-period) CNY/USD 6.27 6.18 6.15 6.10 6.20 6.30 6.40 6.50 6.10 6.50 6.83 
M2 YoY % 15.7 14.0 14.2 13.6 13.3 13.3 13.2 13.0 13.6 13.0 12.0 
1-year base lending rate % pa 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00 
1-year deposit rate % pa 3.00 3.00 3.00 3.00 3.00 3.00 3.00 3.00 3.00 3.00 3.00 
Required reserve ratio % 19.5 19.5 19.5 19.5 19.5 19.5 19.0 18.5 19.5 18.5 17.5 
Fiscal balance % of GDP           -1.9 -2.1 -2.2 
Source: CEIC, Daiwa forecasts 
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the securities referred to herein (the “Securities”), perform services for or solicit business from such issuers, and/or have a position or effect transactions in the Securities or options thereof 
and/or may have acted as an underwriter during the past twelve months for the issuer of such securities. In addition, employees of Daiwa Capital Markets Europe Limited and/or its 
affiliates may have positions and effect transactions in such securities or options and may serve as Directors of such issuers. Daiwa Capital Markets Europe Limited may, to the extent 
permitted by applicable UK law and other applicable law or regulation, effect transactions in the Securities before this material is published to recipients. 



China Economy 
13 March 2014 

- 12 - 

 

 

 

 
This publication is intended for investors who are not Retail Clients in the United Kingdom within the meaning of the Rules of the FCA and should not therefore be distributed to such 
Retail Clients in the United Kingdom. Should you enter into investment business with Daiwa Capital Markets Europe’s affiliates outside the United Kingdom, we are obliged to advise that 
the protection afforded by the United Kingdom regulatory system may not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available. 
 
Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at 
http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory . Regulatory disclosures of investment banking relationships are available at 
https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 
Germany 
This document has been approved by Daiwa Capital Markets Europe Limited and is distributed in Germany by Daiwa Capital Markets Europe Limited, Niederlassung Frankfurt which is 
regulated by BaFin (Bundesanstalt fuer Finanzdienstleistungsaufsicht) for the conduct of business in Germany. 
 
Bahrain 

This research material is issued/compiled by Daiwa Capital Markets Europe Limited, Bahrain Branch, regulated by The Central Bank of Bahrain and holds Investment Business Firm – 
Category 2 license and having its official place of business at the Bahrain World Trade Centre, South Tower, 7th floor, P.O. Box 30069, Manama, Kingdom of Bahrain. Tel No. +973 17534452 
Fax No. +973 535113 

This material is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be made at your own discretion 
and risk. Accordingly, no representation or warranty, express or implied, is made as to and no reliance should be placed on the fairness, accuracy, completeness or correctness of the 
information and opinions contained in this document, Content herein is based on information available at the time the research material was prepared and may be amended or otherwise 
changed in the future without notice. All information is intended for the private use of the person to whom it is provided without any liability whatsoever on the part of Daiwa Capital Markets 
Europe Limited, Bahrain Branch, any associated company or the employees thereof. If you are in doubt about the suitability of the product or the research material itself, please consult your 
own financial adviser. Daiwa Capital Markets Europe Limited, Bahrain Branch retains all rights related to the content of this material, which may not be redistributed or otherwise transmitted 
without prior consent. 
 
United States 
This report is distributed in the U.S. by Daiwa Capital Markets America Inc. (DCMA). It may not be accurate or complete and should not be relied upon as such. It reflects the preparer’s views 
at the time of its preparation, but may not reflect events occurring after its preparation; nor does it reflect DCMA’s views at any time. Neither DCMA nor the preparer has any obligation to 
update this report or to continue to prepare research on this subject.  This report is not an offer to sell or the solicitation of any offer to buy securities. Unless this report says otherwise, any 
recommendation it makes is risky and appropriate only for sophisticated speculative investors able to incur significant losses. Readers should consult their financial advisors to determine 
whether any such recommendation is consistent with their own investment objectives, financial situation and needs. This report does not recommend to U.S. recipients the use of any of 
DCMA’s non-U.S. affiliates to effect trades in any security and is not supplied with any understanding that U.S. recipients of this report will direct commission business to such non-U.S. 
entities. Unless applicable law permits otherwise, non-U.S. customers wishing to effect a transaction in any securities referenced in this material should contact a Daiwa entity in their local 
jurisdiction. Most countries throughout the world have their own laws regulating the types of securities and other investment products which may be offered to their residents, as well as a 
process for doing so. As a result, the securities discussed in this report may not be eligible for sales in some jurisdictions. Customers wishing to obtain further information about this report 
should contact DCMA: Daiwa Capital Markets America Inc., Financial Square, 32 Old Slip, New York, New York 10005 (telephone 212-612-7000). 
 
Ownership of Securities 
For “Ownership of Securities” information please visit BlueMatrix disclosure Link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.  
 
Investment Banking Relationships 
For “Investment Banking Relationships” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.  
 
DCMA Market Making 
For “DCMA Market Making” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 
Research Analyst Conflicts 
For updates on “Research Analyst Conflicts” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The principal research analysts who prepared 
this report have no financial interest in securities of the issuers covered in the report, are not (nor are any members of their household) an officer, director or advisory board member of the 
issuer(s) covered in the report, and are not aware of any material relevant conflict of interest involving the analyst or DCMA, and did not receive any compensation from the issuer during the 
past 12 months except as noted: no exceptions. 
 
Research Analyst Certification 
For updates on “Research Analyst Certification” and “Rating System” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The views about any 
and all of the subject securities and issuers expressed in this Research Report accurately reflect the personal views of the research analyst(s) primarily responsible for this report (or the views of 
the firm producing the report if no individual analysts[s] is named on the report); and no part of the compensation of such analyst(s) (or no part of the compensation of the firm if no individual 
analyst[s)] is named on the report) was, is, or will be directly or indirectly related to the specific recommendations or views contained in this Research Report. 
 
The following explains the rating system in the report as compared to relevant local indices, based on the beliefs of the author of the report.  
"1": the security could outperform the local index by more than 15% over the next six months. 
"2": the security is expected to outperform the local index by 5-15% over the next six months. 
"3": the security is expected to perform within 5% of the local index (better or worse) over the next six months. 
"4": the security is expected to underperform the local index by 5-15% over the next six months. 
"5": the security could underperform the local index by more than 15% over the next six months. 
 
Additional information may be available upon request. 
 
Japan - additional notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 
(This Notification is only applicable where report is distributed by Daiwa Securities Co. Ltd.) 
 
If you decide to enter into a business arrangement with us based on the information described in materials presented along with this document, we ask you to pay close attention to the 
following items.  
• In addition to the purchase price of a financial instrument, we will collect a trading commission* for each transaction as agreed beforehand with you. Since commissions may be included in 

the purchase price or may not be charged for certain transactions, we recommend that you confirm the commission for each transaction.  
• In some cases, we may also charge a maximum of ¥ 2 million (including tax) per year as a standing proxy fee for our deposit of your securities, if you are a non-resident of Japan.  
• For derivative and margin transactions etc., we may require collateral or margin requirements in accordance with an agreement made beforehand with you. Ordinarily in such cases, the 

amount of the transaction will be in excess of the required collateral or margin requirements.  
• There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest rates, exchange rates, stock prices, 

real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could exceed the amount of the collateral or margin requirements.  
• There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by us.  
• Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as certified public accountants.  

*The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current market conditions and the content of 
each transaction etc.  

 
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take responsibility for your own decisions 
regarding the signing of the agreement with us.  
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