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According to Chinese National Accounts released today, the
Chinese economy grew 1.6% in the March quarter, which is a
7.7% increase on the same period last year. This result is softer
than expected and casts some doubt over expectations for a
robust recovery in the Chinese economy in the first half of the
year. Official data show that growth over the year was driven by
final consumption (contributing 4.3ppts to growth), followed by
investment (2.3 ppts). Net exports made its first meaningful
contribution in three quarters. Revised q-o-q growth rates suggest
the economy’s growth momentum weakened noticeably in the
start of the year after showing signs of stabilising mid-to-late last
year; q-o-q in the December quarter was left unchanged at 2%.
This softer than expected outcome for growth sees our average
growth forecast for 2013 brought down to slightly below 8%, from
8.2% previously. On a more positive note, inflationary pressures
have so far been kept within acceptable levels, meaning that
authorities may have more scope to further stimulate the
economy in the second half of the year if necessary. We have
pushed out our expectations for monetary policy slightly with a
hike in interest rates now unlikely to occur until early next year.
Note that all figures in this brief may change slightly once all
revisions to the data are available.
Evidence of a significant recovery continues to be elusive. Partial
indicators have consistently surprised on the downside compared
to market expectations, highlighting the slack that remains in
private demand despite government efforts to jump start the
economy last year. Softness in the partial data suggests to us that
risks have become much more heavily skewed to the downside,
although solid additions to new credit in the March quarter, along
with some healthy forward indicators, still suggest a pick up in
economic activity is still on the cards. In addition to that,
authorities may be less comfortable with a growth rate that is so
close to the official target (7.5%), and may prompt them to ramp
up stimulus measures. However, comments accompanying the
data release suggest that they are relatively happy with the
“stable” outcome for the quarter, as well as the improved balance
in growth towards consumption. Moreover, how they manage to
balance stimulus with risks from local government debts, inflation
pressures and asset bubbles remains to be seen.
Stronger import values growth in March had raised hopes of a
return to faster growth in domestic demand – although the
softening trend in commodity imports suggested a potential
easing of industrial activity. Merchandise imports jumped 47.5%
m-o-m in March, although the recovery is exacerbated by
seasonal impacts. Data published by the NBS adjusted for
seasonality show annualised growth rising to 23.7% over the year
from 6.5% in February. By commodity, iron ore, oil, copper and
coal volumes were all higher in the month – due to additional
trading days – but imports of each fell in the March quarter.
Industrial production eased further in March, dipping below 9% for
the first time since last August. This is in contrast to more timely
manufacturing PMI’s which recorded marginal improvements in
the month. The official PMI published by the NBS rose to 50.9 in
March (up from 50.1), driven by a pick up in production. New
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domestic and overseas orders also improved in the month,
suggesting a modest pick up in manufacturing activity in coming
months. The PMI also pointed to some restocking activity in
March with the finished goods inventory component reaching
expansionary territory for the first time since last June. Electricity
production trends – often cited as a good indicator of the
underlying strength of the economy – are looking similar to last
April when concerns over a hard landing were more prevalent.
Government investment stimulus appears to be slowing from the
pace seen late last year, although growth in central government
spending picked up slightly in March. Our estimates of fixed asset
investment growth show that momentum has remained relatively
steady (increasing 21% y-o-y). By sector, investment in
manufacturing has softened significantly since late 2011 as
industry comes to grips with overcapacity in some sectors
(particularly steel, cement, aluminium, plate glass and coking
coal). Growth in real estate investment slowed in March
(increasing 17½% y-o-y), but solid growth in the first two months
of the year has kept growth above 20% for the quarter as a whole.
Investment in real estate may slow further in response to
additional uncertainty in the wake of the governments renewed
focus on deflating the sector. Some relief will be gained from
ongoing investment in affordable housing, helping to keep
construction ticking over. Authorities expect to commence 6.3
million affordable housing units, while 4.7 million will be
completed in 2013 (down from 7 million starts and 5 million
completions planned last year). The announcement of additional
controls has had the opposite effect on property sales which have
remained strong as buyers attempt to finalise sales before the
new controls come into force.
Turning to consumption, nominal retail sales growth picked up
slightly in March, but remains relatively subdued at 12.6% over
the year. Retail price inflation eased in March, implying a slightly
stronger improvement in real retail sales growth (11.7%). While
still moderate consumption growth is at odds with current robust
levels of consumer confidence, it is more consistent with slower
growth in real urban disposable incomes (6.7% y-o-y in the March
quarter, down from 9.6% in the December quarter). We were
expected to see incomes come under pressure this year following
poor outcomes for enterprise profits during 2012. The
government’s recent clamp down on corruption and public
expenses is also continuing to weigh on consumption of luxury
goods. By commodity, sales growth for automobiles and
petroleum slowed, while sales of furniture, construction materials
and communication appliances all picked up.
Exports growth moderated in March to 10% over the year as
exports to major markets in the US and Europe slowed. Despite
weaker demand from these trading partners, double digit export
growth was supported by a sharp pick up in exports to Hong
Kong. This result has been viewed with some scepticism as the
data appears to be at odds with Hong Kong customs data. It is
possible that the pick-up is a reflection of hot money inflows – in
the guise of goods trade – looking to capitalise on recent
appreciation of the RMB. In what has been seen as support of the
hypothesis, spokesman of China's General Administration of
Customs (Zheng Yuesheng), said officials were investigating
"abnormal trade growth with Hong Kong" and would take
regulatory steps if needed. Nevertheless, stronger than expected
imports saw the trade balance dip into deficit for the first time
since last February (-US$0.9bn). Trade conditions are expected
to improve this year in line with a recovery in growth of major
developed export markets. Export orders have recently improved,
moving back above neutral levels in March.
Year-ended CPI growth eased to 2.1% in March (from 3.2% in
February), helping to allay concerns that authorities will need to
tighten economic policies sooner rather than later. Lower inflation
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was driven mostly by an easing in food costs – following the
traditional spike during Lunar New Year – although non-food
inflation also eased slightly. While base effects and an improving
global economy (likely to lead to pressure on commodity prices)
are expected to boost headline CPI numbers over the rest of the
year, upstream prices are still suggesting relatively benign
inflation pressures; producer prices fell 1.9% over the year.
However, strong credit data may be a forerunner to heightened
inflation risk and asset bubbles later in the year. Credit growth has
been relatively robust, rising 14.9% over the year to March. There
were RMB1.07tn in new bank loans issued in March, up from just
RMB619bn in February. However, much of the rise in credit is
coming from the non-bank sector where the central bank has less
control – macroprudential policies are necessary to restrain
expansion of this sector. New non-bank credit increased
RMB1.3tn in March compared to RMB330bn in February.
On monetary policy, more abundant liquidity will likely preclude
any further cuts to reserve requirements, at least in the near term,
as the central bank relies more heavily on short-term policy
instruments. Looking through volatility during the holiday period,
the PBoC has withdrawn net liquidity from the system in recent
months. As inflation gradually lifts towards the new target of 3.5%
by the end of the year, the central bank will come under pressure
to commence raising interest rates, but we are not forecasting a
rate hike (25bp) until the March quarter of 2014.
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Statistical releases available here:
National Bureau of Statistics
A more comprehensive note will be released in the coming week.
For more information, please contact
James Glenn 0392088129

15 April 2013

National Australia Bank – Group Economics | 3

China Briefing

15 April 2013

Global Markets Research

Group Economics

Peter Jolly
Global Head of Research
+61 2 9237 1406

Alan Oster
Group Chief Economist
+61 3 8634 2927

Australia

New Zealand

Economics

Stephen Toplis
Head of Research, NZ
+64 4 474 6905

Tom Taylor
Head of Economics, International
+61 3 8634 1883

Craig Ebert
Senior Economist
+64 4 474 6799

Rob Brooker
Head of Australian Economics
+61 3 8634 1663

Doug Steel
Markets Economist
+64 4 474 6923

Alexandra Knight
Economist – Australia
+(61 3) 9208 8035

Mike Jones
Currency Strategist
+64 4 924 7652

Vyanne Lai
Economist – Agribusiness
+(61 3) 8634 3470

Kymberly Martin
Strategist
+64 4 924 7654

Dean Pearson
Head of Industry Analysis
+(61 3) 8634 2331

UK/Europe

Robert De Iure
Senior Economist – Property
+(61 3) 8634 4611

Rob Henderson
Chief Economist, Markets
+61 2 9237 1836
Spiros Papadopoulos
Senior Economist
+61 3 8641 0978
David de Garis
Senior Economist
+61 3 8641 3045

FX Strategy
Ray Attrill
Global Co-Head of FX Strategy
+61 2 9237 1848
Emma Lawson
Senior Currency Strategist
+61 2 9237 8154

Interest Rate Strategy
Skye Masters
Head of Interest Rate Strategy
+61 2 9295 1196
Rodrigo Catril
Interest Rate Strategist
+61 2 9293 7109

Credit Research

Nick Parsons
Head of Research, UK/Europe,
and Global Co-Head of FX Strategy
+ 44 207 710 2993
Gavin Friend
Markets Strategist
+44 207 710 2155
Tom Vosa
Head of Market Economics
+44 207 710 1573

Michael Bush
Head of Credit Research
+61 3 8641 0575

Simon Ballard
Senior Credit Strategist
+44 207 710 2917

Ken Hanton
Senior Credit Analyst
+61 2 9237 1405

Derek Allassani
Research Production Manager
+44 207 710 1532

Brien McDonald
Economist – Industry Analysis
+(61 3) 8634 3837
Gerard Burg
Economist – Industry Analysis
+(61 3) 8634 2778
John Sharma
Economist – Sovereign Risk
+(61 3) 8634 4514
James Glenn
Economist – Asia
+(61 3) 9208 8129
Tony Kelly
Economist – International
+(61 3) 9208 5049

Equities
Peter Cashmore
Senior Real Estate Equity Analyst
+61 2 9237 8156
Jenny Khamphet
Senior Real Estate Equity Analyst
+61 2 9237 9538

Important Notice
This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any advice
contained in this document has been prepared without taking into account your objectives, financial situation or needs. Before acting on
any advice in this document, NAB recommends that you consider whether the advice is appropriate for your circumstances. NAB
recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure document, before making any
decision about a product including whether to acquire or to continue to hold it.

15 April 2013

National Australia Bank – Group Economics | 4

China Briefing

15 April 2013

Important Notices
Disclaimer: This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any advice contained in
this document has been prepared without taking into account your objectives, financial situation or needs. Before acting on any advice in this document,
NAB recommends that you consider whether the advice is appropriate for your circumstances. NAB recommends that you obtain and consider the
relevant Product Disclosure Statement or other disclosure document, before making any decision about a product including whether to acquire or to
continue to hold it. Products are issued by NAB unless otherwise specified.
So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or
contractor thereof (the "NAB Group") does not warrant or represent that the information, recommendations, opinions or conclusions contained in this
document ("Information") is accurate, reliable, complete or current. The Information is indicative and prepared for information purposes only and does
not purport to contain all matters relevant to any particular investment or financial instrument. The Information is not intended to be relied upon and in all
cases anyone proposing to use the Information should independently verify and check its accuracy, completeness, reliability and suitability obtain
appropriate professional advice. The Information is not intended to create any legal or fiduciary relationship and nothing contained in this document will
be considered an invitation to engage in business, a recommendation, guidance, invitation, inducement, proposal, advice or solicitation to provide
investment, financial or banking services or an invitation to engage in business or invest, buy, sell or deal in any securities or other financial instruments.
The Information is subject to change without notice, but the NAB Group shall not be under any duty to update or correct it. All statements as to future
matters are not guaranteed to be accurate and any statements as to past performance do not represent future performance.
The NAB Group takes various positions and/or roles in relation to financial products and services, and (subject to NAB policies) may hold a position or
act as a price-maker in the financial instruments of any company or issuer discussed within this document, or act and receive fees as an underwriter,
placement agent, adviser, broker or lender to such company or issuer. The NAB Group may transact, for its own account or for the account of any
client(s), the securities of or other financial instruments relating to any company or issuer described in the Information, including in a manner that is
inconsistent with or contrary to the Information.
Subject to any terms implied by law and which cannot be excluded, the NAB Group shall not be liable for any errors, omissions, defects or
misrepresentations in the Information (including by reasons of negligence, negligent misstatement or otherwise) or for any loss or damage (whether
direct or indirect) suffered by persons who use or rely on the Information. If any law prohibits the exclusion of such liability, the NAB Group limits its
liability to the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable.
This document is intended for clients of the NAB Group only and may not be reproduced or distributed without the consent of NAB. The Information is
governed by, and is to be construed in accordance with, the laws in force in the State of Victoria, Australia.
Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters
discussed, and is based upon sources reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of
the NAB Group. No part of the compensation of the author(s) was, is, or will be, directly or indirectly, related to any specific recommendations or views
expressed. Research analysts responsible for this report receive compensation based upon, among other factors, the overall profitability of the Global
Markets Division of NAB.
United Kingdom: If this document is distributed in the United Kingdom, such distribution is by National Australia Bank Limited, 88 Wood Street,
London EC2V 7QQ. Registered in England BR1924. Head Office: 800 Bourke Street, Docklands, Victoria, 3008. Incorporated with limited liability in the
State of Victoria, Australia. Authorised and regulated in the UK by the Financial Services Authority. This document is intended for Investment
Professionals (as such term is defined in the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005), such persons having
professional experience in matters relating to investments, and should not be passed to, or relied upon by, any other person who does not have
professional experience in matters relating to investments, including but not limited to persons defined as retail clients by the rules of the United
Kingdom’s Financial Services Authority.

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or
solicitation for the purchase or sale of any securities, financial instrument or product or to provide financial services. It is not the intention of
nabSecurities to create legal relations on the basis of information provided herein.
Hong Kong: In Hong Kong this document is for distribution only to "professional investors" within the meaning of Schedule 1 to the Securities and
Futures Ordinance (Cap. 571, Laws of Hong Kong) ("SFO") and any rules made thereunder and may not be redistributed in whole or in part in Hong
Kong to any person. Issued by National Australia Bank Limited, a licensed bank under the Banking Ordinance (Cap. 155, Laws of Hong Kong) and a
registered institution under the SFO (central entity number: AAO169).
New Zealand: This publication has been provided for general information only. Although every effort has been made to ensure this publication is
accurate the contents should not be relied upon or used as a basis for entering into any products described in this publication. To the extent that any
information or recommendations in this publication constitute financial advice, they do not take into account any person’s particular financial situation or
goals. Bank of New Zealand strongly recommends readers seek independent legal/financial advice prior to acting in relation to any of the matters
discussed in this publication. Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any loss or damage
whatsoever may directly or indirectly result from any advice, opinion, information, representation or omission, whether negligent or otherwise, contained
in this publication. National Australia Bank Limited is not a registered bank in New Zealand.
Japan: National Australia Bank Ltd. has no license of securities-related business in Japan. Therefore, this document is only for your information
purpose and is not intended as an offer or solicitation for the purchase or sale of the securities described herein or for any other action.

15 April 2013

National Australia Bank – Group Economics | 5

