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Overview

General information  Most important sectors (% of GDP, 2009)
Capital: Beijing Services: 40 %
Government type: Communist state Industry/mining: 49 %
Currency: Yuan (CNY), Agriculture: 11 %
 also referred to as renminbi (RNB)     
Population: 1.34 billion
Status: Lower middle income country    
 (GDP/capita: US-$ 4,139 in 2010)

Main import sources (2008, % of total) Main export markets (2008, % of total)
Japan: 13 % USA:  18 %
South Korea:  10 % Hong Kong: 13 %
Taiwan: 9 % Japan: 8 %
USA: 7 % South Korea: 5 %

Main expenses of foreign exchange  

Electrical machinery, petroleum and petroleum products, industrial machinery, textiles

Main sources of foreign exchange
  
Machinery & equipment, clothing, yarn and textiles

Key indicators

2007 2008 2009 2010* 2011*

GDP (US-$ million) 3,457,212 4,415,249 4,909,281 5,542,637 6,506,233

Real GDP growth (%) 13.0 9.6 8.7 9.6 8.1

GDP per capita (US-$) 2,617 3,325 3,682 4,139 4,835

Inflation p.a. (%) 4.8 5.9 -0.6 3.1 3.2

Fiscal balance (% of GDP) 0.6 -0.4 -3.0 -3.2 -2.5

Total foreign debt (US-$ million) 373,635 400,588 361,876 410,326 464,118

Foreign debt/GDP (%) 11.0 9.1 7.4 7.4 7.1

Foreign debt/XGS (%) 25.9 23.9 25.2 25.7 26.4

Short-term debt/inter. reserves (%) 14.0 11.5 8.2 8.6 8.6

Debt service ratio (%) 2.1 2.0 2.4 1.8 1.8

Current account balance (US-$ m.) 371,883 426,105 283,717 260,781 278,329

Current account/GDP (%) 10.8 9.7 5.8 4.7 4.3

Nom. exchange rate to US-$ (average) 7.61 6.95 6.83 6.76 6.43

International reserves (US-$ million)  1,483,284 1,953,330 2,404,650 2,709,590 3,060,770

In months of merchandise imports 18.6 20.7 28.9 28.2 29.1

*forecast                            Source: Economist Intelligence Unit (EIU), International Monetary Fund (IMF)

* **
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Political situation: Stable

Head of state: President and General Secretary of the Chinese Communist Party (CCP) Hu Jintao 
 (since 15. March 2003)
Head of government: Prime Minister Wen Jiabao (since 15. March 2003)
Form of government: One-party system, ruled by the CCP

Internal situation 

Overall, the domestic political situation in China is stable, with no current major rifts or power struggles within the 
ruling Communist Party (CCP). President Hu and Prime Minister Wen are not due to step down before 2012/2013. 

Confronted with a sharp deterioration of external demand in 2008, the government was concerned about the 
implications of rising unemployment for social stability. As a result, the administration’s main aim is to preserve 
high economic growth in order to create jobs, to narrow the rising income disparities between rural and urban areas 
and to develop a public welfare net. In recent years, social discontent has grown in several provinces, fuelled by 
corruption in local government, environmental problems and weak protection of property and land rights. In many 
cases, farmland has been illicitly expropriated by the local authorities for commercial use. The wealth gap between 
the (east coast) cities and the countryside has widened considerably but, so far, social protests have flared up only 
locally and have been swiftly contained by the security forces.

Beside social issues, environmental problems are also attracting considerable attention. Beijing is increasingly 
concerned about long-term food availability, threatened by the pace of farmland loss due to pollution and enforced 
industrialisation.

International relations 

Sino-US relations are generally stable, despite recent tensions because of US arms sales to Taiwan and a visit of 
the Dalai Lama to the United States. Little progress has been made on disputed issues such as the exchange rate 
and the Chinese trade surplus. The Yuan is still linked to a basket of currencies and has slowly appreciated – but 
too slowly for the US administration and Congress, who are continuing to exert pressure to accelerate progress. 
Relations with Taiwan remain strained, but have improved markedly since President Ma took office in Taiwan in May 
2008: China has always favoured a Kuomintang-led government. Relations with Japan have also improved since 
2008. China’s increased demand for raw materials has led to closer relations with African states which supply about 
a third of China’s oil imports. However, China’s stance has provoked criticism from the West, because of Beijing 
business dealings with countries like Zimbabwe and Sudan.
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Inflation p.a. (%)

Internal economic situation: Strong economic recovery

General situation

An enormous fiscal stimulus package amounting to US $ 586 billion and a very loose monetary policy have resulted in 
a strong economic rebound: China’s GDP grew 8.7 % year-on-year in 2009: above the 8 % target the government had 
set at the beginning of the year. In Q1 of 2010, economic growth increased to 11.9 % from 10.7 % in Q4 of 2009. 
High investment spending (especially in construction and real estate) has been the main contributor, as the stimulus 
programme has targeted mainly infrastructure construction, such as railway and road building and other public works, 
greatly benefiting the large state-owned enterprises.

However, there are concerns about overheating and the sustainability of the high growth rates because of increasing 
asset price bubbles in the real estate sector (especially in the large cities) and the stock markets. This development 
has been fuelled by a surge in bank lending (in total, a record US $ 1.4 trillion/9.59 trillion yuan was lent throughout 
2009) which spurred the rapid growth seen in 2009, but now risks overheating the economy. Another concern is 
inflation, as the loose monetary policy will increase inflation to 3.1 % in 2010 after a 0.6 % deflation last year. 

At the same time, some industries still face production and operation difficulties due to overcapacities and lower 
external demand. Although exports have begun to rebound since December last year, for the whole of 2009 they 
had decreased 16 % year-on-year. In February 2010 exports rose 45.7 % year-on-year as demand from the US and 
other Western markets recovers. That said, in absolute terms they remain far lower than the levels seen in mid-2008. 
Beside lower external demand, the problem of overcapacities in some sectors has been amplified by rising fixed asset 
investments. The Chinese government has highlighted six key industries in which overcapacity is a problem: namely, 
iron and steel, cement, flag glass, coal chemical, poly-silicon and wind power equipment. To create continuing steady 
growth, the government has taken a number of steps to control industrial overcapacities that have strong impact on 
companies at every stage of the supply chain and also on end users.
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Chinese problem sectors

The problem sectors in China remain export-oriented ones, such as textiles/clothing, toys, steel/metal, and ship-
building.

Exports of textiles and clothing declined by 9.8 % to US $ 167 billion in 2009, due to sluggish demand in China’s 
major export destinations (USA, EU and Japan) and increased quality and safety standards. Wages driven up by 
labour shortages and rising costs for energy and raw materials are eroding profits.

The steel/metals sector still faces declining orders (especially export orders), falling prices, increased costs for iron 
ore and coking coal and serious overcapacity. The Chinese government has encouraged mergers and restructuring in 
the industry to improve economies of scale and overall competitiveness, and to put companies in a better position 
in negotiations for iron ore supplies from key suppliers:  BHP Billiton, Rio Tinto and Vale. Local government has 
been urged to close obsolete iron-making, steel-making and steel-rolling lines and prevent a return to outdated ca-
pacities. Commercial banks have been asked to cut, by as much as a half, loans to steelmakers who report obsolete 
capacities or who blindly expand production. 

In the Chinese shipbuilding industry, 65 % of companies received no new orders last year while 30 % of old orders 
were cancelled or delayed. Moreover, an overcapacity problem is expected in 2011.

The paper and printing industry suffers from squeezed profit margins because of rising raw material prices and 
higher cost on adopting environmental protection measures (this sector is one of the biggest pollution industries) 
as well as threatened protectionism (e.g. anti-dumping duties imposed by the US).

Economic policy 

The government is aware of the concerns related to a potential economic overheating and asset bubbles and has 
already taken measures to manage rising inflation and urged banks to curb lending. Reserve requirements on banks 
have been increased. Overall the administration will tighten the monetary policy moderately, with credit supply 
down to 7.5 trillion yuan in 2010 from 9.59 trillion in 2009. In 2009 the budget showed a deficit of 3.0 % of GDP. 
This year the deficit will rise to 3.2 % of GDP as government spending continues to increase to stimulate the econo-
my. Most of this spend will go to infrastructure investment. Rebalancing growth towards more private consumption 
is a government priority, but its stimulus package is generally aggravating the imbalances in the economy, with a 
bias towards investments. 

The Yuan is de facto fixed with a crawling peg to the US $. The government is intervening in the markets to slow 
down the appreciation of the Yuan. Public debt is currently moderate, but including contingent liabilities, such as 
bank restructuring and social security costs, it is much higher.

Energy situation 

China owns large coal deposits.
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External economic situation: Very strong

Foreign debt 

Level: Low (US-$ 410 billion, 7.4 % of GDP and 25.7 % of exports of goods and services in 2010)
Structure: The short-term debt share is 56 % in 2010, but completely covered by reserves
Debt service ratio: Low (2 %, including short-term 14 %)

China’s government is well positioned to support its economy with a massive stimulus package. It has little in the 
way of external debt and enormous foreign reserves. Its solvency and liquidity are sound, with ample capacity to 
make external payments. 

Balance of payments 

Trade balance: Large surpluses
Current account: Large surpluses (4.7 % of GDP in 2010)
Capital account: Surpluses
Total Account: Positive

Remarks:
The current account surplus remains high, despite decreasing exports, as imports have declined even faster. Much 
of the foreign exchange inflows are not directly related to trade or investments, and this has led to concerns about 
the inflow of ’hot money’, which the government is trying to limit. Given the weaknesses in the financial sector the 
liberalisation of the capital account will be gradual.

International reserves 

In months of imports (cif):       China has the largest foreign exchange reserves of any country, due to the strong 
 balance of payments: 28 months of import cover in 2010.

Hong Kong: Economic situation

Hong Kong is a Special Administrative Region (SAR) of China with an independent legal, fiscal and monetary 
system. Under the Basic Law (HK’s mini-constitution) the HK government has authority only over external issues 
related to trade, while foreign affairs and defence are controlled by the Chinese government

After a GDP contraction of 2.6 % last year, The Hong Kong economy will rebound by 4.6 % this year, driven by a 
recovery of exports and investments. Especially the strong demand from mainland China will support exports and 
services. Inflation was moderate in 2009 (0.5 %), but will increase to 2 % this year. Government finances remain 
sound, with a budget surplus of 0.8 % of GDP. Although decreasing in comparison with 2008 (14.3 %) the surplus 
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on the current account is still very high this year (7.1%), as the trade deficit is being compensated by mainly the 
surplus on services account (Hong Kong is the main service provider for foreign investors into China). Hong Kong 
has substantial foreign exchange reserves, fiscal reserves and a positive balance of payments. This will support the 
Hong Kong currency peg to the US-$.

A potential risk is the possibility of a property bubble, as prices have risen sharply over the last year.

Outlook

Political situation

The government has recognised that there is the potential for instability as a result of rising unemployment and 
regional disparities, and so its policy of steady but gradual reform will remain unchanged. Local social unrest will 
continue, but is unlikely to result in a nationwide movement.

Internal economic situation

GDP-growth is expected to increase to 9.6 % in 2010, mainly based on state-based investment, which will further 
aggravate the imbalances in the economy. However, to stave off excess liquidity and lessen the negative impact of 
overcapacity, China plans to redirect stimulus spending away from fixed-asset investment and into social services, 
such as healthcare and education. But concerns over an overheating of the economy and the asset price bubbles in 
the real estate sector and the stock markets remain. The banking sector risk will increase in the medium-term, as the 
(politically motivated) strong increase in lending in past year will result in deteriorating assets and higher non-per-
forming loans (NPL).

External economic situation

China has a comfortable external position (low level of debt, positive balance of payments) and liquidity position. 
Its international reserves will continue to increase due to the strong balance of payments. The high bilateral trade 
surplus and the exchange rate continue to cause friction between Washington and Beijing, but the removal of the 
fixed currency peg to the dollar has eased trade tensions somewhat. The Yuan is linked to a basket of currencies, but 
it is unclear how far it is allowed to appreciate.

Rising trade protectionism and anti-dumping measures by the US and the EU threaten to impact exports by increa-
sing costs and reducing demand in several sectors, such as tyres, steels, etc, which could slow down export recovery.


