
   

China Economic Focus – March 2012 

 

Summary 

 

 Premier Wen Jiabao set out a yearly growth target of 7.5 percent at the National 

People‟s Congress, the lowest target since 2005. But most analysts believe that the 

growth will remain above 8 percent, consistent with a 'soft landing'. 

 

 Macroeconomic data for the first two months of 2012 has been mixed, but the distortions 

caused by Chinese New Year make it hard to draw robust conclusions. 

 

 Industrial production growth declined to 11.4 percent in January and February combined 

(on a year earlier), reaching a 29 month low. Fixed asset investment growth has slowed 

since mid 2011, reaching 21.5 percent in January and February. Growth of retail sales, a 

proxy for consumption, dropped to 14.7 percent in the first two months, compared with 

18.1 percent in December. On the other hand, at 53.1, the official purchasing manager‟s 

index was significantly stronger than expected.  

 

 Inflation fell to 3.2 percent, well below the official target for 2012 of 4 percent. The 

slowdown was mainly driven by the food prices falling after the Chinese New Year. With 

inflation now under control and most economic data weaker than expected, the 

authorities have scope and incentive to introduce policies to support growth. Further cuts 

to the required reserve ratio are expected. 

 

 Property prices remain flat or on downward trend. But the price falls so far have been 

moderate and the central authorities remain determined to bring prices down to 'a more 

reasonable level'. 

 

 Both exports and imports rebounded in February but much of this can be explained by 

the effect of Chinese New Year in January. Overall, the trade picture in 2012 so far has 

been weak.  

 

 The RMB remained stable in March. The authorities have recently indicated an appetite 

for currency reform. In the first instance, reform is likely to entail a widening of the daily 

trading band. 

 

 There were not many surprises from the annual National People‟s Congress meeting in 

March. The authorities emphasised expanding domestic (consumption) demand but 

there was little discussion of the structural reforms necessary to achieve this. 
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 The economy is slowing, consistent with the ‘soft-landing’ scenario 

 

1. The economy grew by 9.2 percent in 2011. This was well above the government‟s 8 

percent growth target, but the rate of growth slowed throughout the year. The growth in 

2011 Q4 was 8.9 percent, 0.8 percentage points lower than 2011 Q1.  

 

2. The authorities announced a growth target of 7.5 percent for 2012 in the annual National 

People‟s Congress (NPC) in mid March. The target has been 8 percent since 2005. 

Slower growth is likely in 2012, but most analysts believe that the growth will remain 

above 8 percent. The IMF forecasts 8.2 percent growth this year. The World Bank 

predicts 8.4 percent. Overall, most analysts believe China is experiencing a „soft landing‟.  

 

3. Growth of fixed asset investment (FAI) – the key driver of economic growth in China – 

slowed to a rate of 21.5 percent for January and February combined (on a year earlier). 

Growth of FAI has slowed steadily since mid 2011. 

 

4. Industrial production (IP) growth declined to 11.4 

percent in January and February combined (on a year 

earlier), compared with an increase of 12.8 percent in 

December. IP now stands at a 29 month low. Indicators 

of real production activities also confirm the slowing 

down. The growth rate of production of steel, electricity 

and cement has moderated since last October (see 

Figure 1).  

 

5. The official purchasing manager‟s index (PMI) reached a 

12-month high at 53.1 in March, well above the market 

expectation and February‟s 51 (a reading above 50 

indicated expansion). PMI for big firms was the major 

contributor to the headline PMI increase, whereas PMI for 

small firms dropped. In contrast, the HSBC PMI declined 

from 49.6 in February to 48.3 in March – see figure 2 – 

reflecting a drop in new orders and slowing external 

demand. HSBC explains that the differences between the 

two PMI series resulted from the survey sample and 

seasonal adjustment.  

 

6. Growth in retail sales, the closest monthly metric China 

has for consumption, declined to 14.7 percent in 

January and February combined, compared with 18.1 

percent in December. As shown in Figure 3, retail sales 

are always subject to large seasonal variation. By 

breakdown, in the first two months of 2012, retail sales 

growth of food and beverage, home appliances, and 

jewellery decreased evidently; and retail sales of 

telecommunications equipment picked up quickly. 
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Inflation falls below the official target, allowing space for easing and targeted stimulus 

 

7. In February, CPI fell to 3.2 percent, down from 4.5 

percent in January (both on a year earlier). The 

slowdown was mainly driven by the food prices 

decline after the Chinese New Year – food prices 

inflation slowed significantly from 10.5 percent in 

January to 6.2 percent in February. Producer prices 

index (PPI) fell to 0 percent in February, a 27 months‟ 

low, from 0.7 percent in January – slightly below 

market consensus (0.1 percent). In month-on-month 

terms (non-annualised, non-seasonally adjusted), PPI 

picked up marginally by 0.1 percent in February, 

compared with -0.1 percent in January. 

 

8. Money supply (M2) increased by 13 percent in February (on a year earlier) higher than 

January‟s 12.4 percent but below this year's target of 14 percent. New monthly lending 

slowed to RMB 710.7 billion (£71 billion) in February, down from RMB 738.1 billion 

(£73.8 billion) in January. The required reserve ratio (RRR) cut implemented in late 

February should support lending figures in March and most analysts forecast 2-3 RRR 

cuts (0.5 percentage points) in the first half of 2012. Interest rate cuts remain unlikely in 

short term. 

 

9. Weaker-than-expected economic data in the first two months is likely to encourage the 

authorities to introduce further targeted stimulus measures. The authorities are expected 

to continue its policy easing which started in last October, including support for small and 

micro-sized firms financing and investment in social housing. The authorities have 

announced a target to launch another 7 million social housing units in 2012 (10 million 

social housing units were launched in 2011 and 4.32 million were accomplished).  

 

Property tightening policies are unlikely to be loosened soon… 

 

10. Property prices remain a flat or downward trend. Official statistics show that in January 

66 of 70 cities surveyed saw either a decline or no change in new home prices (social 

housing not included) on month before. Only 4 cities saw prices increase, and all by less 

than 0.1 percent. On yearly basis, 27 cities reported property prices were falling in 

February, 12 more than in January.  

 

11. Residential property investment, which accounts for over two-thirds of property 

investment, grew by 23.2 percent in January (on a year earlier), 7 percentage points 

lower than the 2011 average. Property investment is likely continue to ebb – year-on-

year growth in land sales to developers turned negative in January and February 

combined.  

 

12. In the NPC meeting, Premier Wen made a stronger statement that property prices 

remained “far above the reasonable level”. Local authorities have been put in a dilemma. 

Their increasing financial reliance on land sales has urged them to bypass the central 

government‟s mandate. But so far there is no single case of success. On the contrary, 
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more tightening policies have been introduced – in mid March, Shanghai announced that 

unmarried adults who own a property with their parents cannot buy a second home. 

 

China remains vulnerable to weak external demand 

 

13. China‟s foreign trade growth continues to slow down. 

Exports grew by 18.4 percent in February, well below 

the market expectation of 31 percent growth. China‟s 

exports to the EU dropped by 1.1 percent in the first 2 

months (on a year earlier), compared with an increase 

of 14.4 percent in 2011. Exports to the US and the UK 

were broadly flat.  

 

14. Imports growth rebounded to a rate of 39.6 percent in 

January, from February‟s -15.3 percent. But combining January and February, imports 

only expanded by 7.7 percent, down from 11.8 percent in December and 22.1 percent in 

November. China‟s imports from the major developed economies (i.e., the EU, the US 

and Japan) were slowing down quickly in the first two months. 

 

15. The balance of exports and imports showed a deficit of $31.5 billion in February, 

compared with a surplus of $27.28 billion in January. The combined trade balance is a 

deficit of $4.22 billion, compared with a deficit of $850 million in the first two months of 

2011. Most analysts are expecting a trade surplus for 2012 as a whole, but with a lower 

amount than 2011‟s $155 billion surplus.  

 

Is the RMB getting close to its 'fair' value? 

 

16. The RMB remained stable in March – the currency 

experienced a mild depreciation by 0.5 percent in the 

first half of March and then appreciated by roughly the 

same amount in the second half. The RMB has 

appreciated against the dollar by 7.9 percent since it 

was de-pegged in June 2010. According to the Bank 

of International Settlements (BIS), the real effective 

exchange rate of the RMB (REER – trade-weighted 

and inflation-adjusted) appreciated by 6.8 percent by 

the end of February since June 2010.  

 

17. The authorities have recently indicated an appetite for currency reform, which in the first 

instance is likely to entail a widening of the daily trading band. In a recent press 

conference, Premier Wen said that China had basically achieved international payment 

and goods trade balance, so the authorities could allow the RMB to have two-way 

fluctuation “relatively substantially”. However, Zhou Xiaochuan, Governor of PBoC 

(central bank) pointed out that it would not be “that easy” to say the RMB appreciation 

was ended. He believed that the government needed to address economic imbalance 

first to achieve a free floating currency. 
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18. RMB deposits in Hong Kong continued to decline – it totalled RMB 566 billion (£56.6 

billion) in February, compared with RMB 579 billion (£57.6 billion) in January. The total 

remittances of RMB for cross-border trade settlements increased by 19.9% in February 

(on a month earlier) to a total amount of RMB 187 billion (£18.7 billion). In mid March, 

PBoC signed a new currency swap agreement with the Reserve Bank of Australia. So far, 

China has signed 17 currency swap contracts with a total amount of RMB 1.65 trillion 

(£165 billion).  

 

National People's Congress, China Development Forum and the Monetary Policy 

Committee 

 

19. The NPC met in March and a series of economic targets were announced: 7.5 percent 

growth, 4 percent inflation, 14 percent monetary expansion, a projected deficit of 1.5 

percent GDP. Premier Wen‟s speech emphasised expanding domestic demand, 

especially consumption. However, this has been a staple of government work reports 

since at least 2002 and Wen‟s speech contained little mention of the structural reforms 

most analysts believe are necessary to deliver more consumption. 

 

20. The senior leaders spoke in general terms about the need for further economic reform at 

the annual China Development Forum (a high level event supported by the State Council) 

in mid March. Vice Premier Li Keqiang was confident about China‟s economic growth in 

long term but admitted that China‟s economy was unbalanced. He proposed three ways 

to balance China‟s economy: to increase domestic demand, to enhance innovation in the 

industrial sector, and to continuously commit to the open-up policy. Zhang Ping, head of 

the influential National Development and Reform Commission (NDRC), also urged 

reform in factor pricing mechanism, income distribution system and fiscal and taxation 

system. Senior officials were keen to see more Chinese companies „going overseas‟ and 

expressed the attitude to oppose “any kind” of protectionism. 

 

21. On 14 March, the State Council announced 3 new academic members of the PBoC‟s 

Monetary Policy Committee (MPC): Qian Yingyi – Dean of Tsinghua University‟s School 

of Economics and Management; Song Guoqing – a professor from China Economic 

Research Centre, Peking University; and Chen Yulu – Principal, Renmin University. The 

new members are qualified with extensive international experience. But their influence is 

likely to remain limited, as China‟s MPC is very much an advisory rather than executive 

body. They replaced Li Daokui - Director at Centre for China in the World Economy, 

Tsinghua University; Xia Bin - Director General, Financial Research Institute, 

Development Research Centre of the State Council; and Zhou Qiren - Dean of National 

Development Research Institute in Peking University, who had all completed their two-

year, non-renewable term.  

 

 

We encourage readers to get in contact for further information on any points covered in this 

note, or to suggest ways of improving the note for next month. Our details are:  

 Zhenqian Huang zhenqian.huang@fco.gov.uk (+86 10) 5192 4388 

 Henry Bell henry.bell@fco.gov.uk (+86 10) 5192 4493 
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