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1 Introduction 

In recent years, the exchange rate of Chinese Yuan has become one of the most 

discussed issues in the global market. Lots of foreign economic experts and 

politicians asked for a strong Chinese Yuan in order to reduce the huge trade surplus 

in China. Furthermore, the demand for a more open financial market in China has 

been continually increasing. The aim of this thesis is to assess China’s monetary 

policy and its impact on China’s foreign trade. 

  At first, we need to have a view of China’s monetary policy to find out how it 

works in China. In chapter 2, China’s financial system and the authorities of monetary 

policy are described. Moreover, the main functions of China’s central bank and the 

monetary policy tools are discussed.  

  In chapter 3, the general import and export situation in China is analysed. In order 

to have a deeper understanding of China’s import and export, the economic data from 

2003 to 2012 are used. We use the method of description and comparison in these two 

charters. 

  In chapter 4, we put the China’s monetary policy and China’s import and export 

together to analyse the inner link between them. Firstly, the exchange rate system in 

China is mentioned. Then, we study the current financial problems in China; in this 

way, we can get better knowledge of the economic circumstances in the China’s 

market. Finally, the imperfect substitution model is used to analyse the impact of 

exchange rate on China’s import and export. We formulate the linear regression model 

which is estimated by the ordinary least squares method.  

  In this thesis, we can get to know how the China’s monetary policy and foreign 

trade have worked in recent years. This analysis can help us to understand the China’s 

economy and forecast the future direction of China’s foreign trade. 
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2 General monetary policy in China 

In order to have a better understanding of China’s monetary policies, the general 

financial system in China will be first described in this chapter. And then, the topic 

will be focused on the main departments that make monetary policies in China, 

especially the central bank.   

 

2.1 The general financial system in China 

The general financial system in China is described in Figure 2.1. 

 

Figure 2.1                China’s Financial System 

 

Source: NFZM.COM (2012) 

 

There are 6 main parts in China’s financial system: central bank, government, 

banking financial institutions, non-bank financial institutions, enterprises and 

individuals. Commercial banks are the main body of banking financial institutions and 
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the non-bank financial institutions include insurance companies, securities companies, 

trust companies and so on. 

 

2.1.1 Central Bank 

The People’s Bank of China is the central bank of People’s Republic of China which 

is one of the departments of the State Council and works under the leadership of 

prime minister. See chapter 2.2.2 for more information. 

 

2.1.2 Government 

In China, the government can affect national economy not only by using their 

financial budget but also through the way of National Development and Reform 

Commission (NDRC). The main duty of NDRC is to study and formulate national 

economy and social development for the aggregate balance. 

 

2.1.3 Enterprises and Individuals 

Enterprises and individuals are the blood of national economy, enterprises offer 

products and services to public and individuals use their consumption to support 

economic development. In China, state-owned companies control the lifeblood of the 

national economy, such as electricity industry, water industry, transportation industry, 

etc. 

 

2.1.4 Banking financial institutions 

The banking financial institutions are those financial enterprises which are focused on 

absorbing deposit, issuing loans and handling settlement, and their target is to get a 
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profit. This is an important part in financial system to organize social capital and the 

basic characteristics to distinguish them from other financial institutions. They can 

absorb checking deposit and make money creation. 

  There are four main types of banking financial institutions in China: wholly 

state-owned commercial banks, joint-stock commercial banks, policy banks and rural 

credit cooperatives. 

 

2.1.4.1 Wholly state-owned commercial bank 

Wholly state-owned commercial banks are the banks which are wholly state-owned 

and have comprehensive commercial bank business all over the world, it includes 

Industrial and Commercial Bank of China (ICBC), Agricultural Bank of China (ABC), 

Bank of China (BOC) and China Construction Bank (CCB). The ‘big four’ wholly 

state-owned commercial banks have a pivotal position in China’s financial system. 

They are the lifeline of the national economy to maintain economic security, support 

economic reform, promote economic development and maintaining social stability. 

 

Industrial and Commercial Bank of China 

The Industrial and Commercial Bank of China was founded in January 1, 1984. At the 

end of 2012, it had 17,508 outlets including 383 overseas branches, and 1,771 agents
1
. 

As of May 2013, it had assets of US$2,813.5 billion with the market value of 

US$237.3 billion to ranked number 1 on Forbes Global 2000 list of worlds’ biggest 

public companies
2
.  

In April 2005, with the approval of the State Council, the ICBC started its 

shareholding reform and founded the industrial and commercial bank of China co., 

LTD in October 25, 2005. Now it is listed in both the Hong Kong Stock Exchange and 

Shanghai Stock Exchange. 

 

                                                 
1 Industrial and Commercial Bank of China (2014) 
2 Forbes (2014) 
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Agricultural Bank of China 

The Agricultural Bank of China was the first state-owned commercial bank in the 

Public of China which was founded in 1951. Since the late 1970s, the Bank has 

evolved from a state-owned specialized bank to a wholly state-owned commercial 

bank and subsequently a state-controlled commercial bank. The Bank was 

restructured into a joint stock limited liability company in January 2009 which was 

listed in the Shanghai Stock Exchange and the Hong Kong Stock Exchange. 

Now the Bank has 23,472 domestic branch outlets, and its major subsidiaries 

consisted of nine domestic subsidiaries and three overseas subsidiaries. The ABC 

ranked No. 84 in Fortune’s Global 500, and No. 5 in The Banker’s “Top 1000 World 

Banks” list in terms of profit before tax for the year of 2011
3
. 

 

Bank of China 

Bank of China was established in February 1912 by the Republican government to 

replace the Government Bank of Imperial China. And then it became the China’s 

central bank during 1912 to 1949. At the year of 1994, the Bank transformed from a 

specialised foreign exchange bank into a state-owned commercial bank. In 2004 the 

Bank of China Limited was founded, and it was listed in Hong Kong Stock Exchange 

and Shanghai Stock Exchange at the year of 2006. 

  Now, Bank of China is the China’s most international bank which has services in 

the Chinese mainland, Hong Kong, Macau, Taiwan and 36 overseas countries. The 

main business of Bank of China is commercial banking which include corporate 

banking, personal banking and financial markets services
4
. 

 

China Construction Bank 

The bank was founded in 1954 as the China Construction Bank and changed into the 

China Construction Bank (CCB) in 1996. In September 2004, the bank has reformed 

from a wholly state-owned bank to a state holding share equity commercial bank. 

                                                 
3 Agriculture Bank of China (2014) 
4 Bank of China (2014) 
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At the end of June 2013, the market value of CCB is US$176.7 billion ranked the 

fifth in global banks. The bank has 14,295 outlets in mainland China and 10 1-level 

overseas branches in Hong Kong, Singapore, Tokyo, New York, Frankfurt, 

Johannesburg, Taipei, Seoul, Ho Chi Minh City and Sydney.
5
 

 

Reasons for the shareholding reform of state-owned commercial banks: 

1. The reform of state-owned commercial banks is a necessary way of building 

modern financial system. 

During the tenth “five-year plan”, China’s financial reform was focusing on the 

financial system, financial agency system and financial regulatory system. The reform 

of state-owned commercial banks is important to improve China’s financial market 

development and to increase the fair competition in all commercial banks. As the big 

four state-owned commercial banks has taken 70% market share in China’s 

commercial banks, it would improve the diversified development of China’s banking 

system after the reform. And this is also a development trend of modern banks. 

 

2. The shortage of self-capital of state-owned commercial banks and a high 

non-performing asset ratio. 

As the rule of Basel Agreement, the capital adequacy ratio of commercial banks 

should not be below 8%, but none of the four state-owned commercial banks is above 

to the limit. And 20% non-performing asset ratio of the “big four” is extremely higher 

than the ratio of other big commercial banks in the world. The reform of the 

state-owned commercial banks is substantial for China’s financial system safety. 

 

3. The state-owned commercial banks took lots of policy-related business. 

In last 30 years, the four state-owned commercial banks did many policy-related 

businesses such as to make loans to state-owned enterprises easier. As a result of it, 

these four banks had a large number of bad loans. 

                                                 
5 China Construction Bank (2014) 
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4. It is necessary to face the new challenge after China joins the WTO. 

After China joins the WTO, the China’s market should be more open and follow the 

modern global development. Only the reform can change the difficult situation of 

state-owned commercial banks and to fulfill the rules of WTO. 

 

2.1.4.2 Joint-equity commercial bank 

It includes national joint-equity commercial banks and city joint-equity commercial 

banks, such as China Merchants Bank Co Ltd (CMBC), China Citic Bank, Hua Xia 

Bank, China Everbright Bank (CEB) and so on. 

After the big four state-owned commercial banks’ shareholding reform, they are 

also become the joint-equity commercial banks but the state is still the biggest 

shareholder. 

 

2.1.4.3 Policy bank 

The policy bank is founded by state and operates non-profit business to cooperate the 

government implements some economic policies, China’s policy banks are under 

guidance and supervision by People’s Bank of China.  

There are three policy banks in China: China Development Bank (to support 

national infrastructure projects), Export-Import Bank of China (to support 

international trade and its financing) and Agricultural Development Bank of China (to 

support national agricultural development).  

 

2.1.4.4 Rural Credit Cooperatives 

The Rural Credit Cooperatives (RRC) are established by the permission of People’s 

Bank of China, these institutions are composed of stockholders, adopt democratic 

management and provide financial services to the members. The RRC are 
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independent corporates which duty is to raise rural idle funds for agriculture, famers 

and rural economic development. The deposit and loan rates of RRC should be 

approved by the State Council and Central Bank. 

 

2.1.5 Non-bank financial institutions 

The non-bank financial institutions are the financial institutions which usually issue 

stocks and bonds, accept credit commissions and provide insurance.  

2.1.5.1 Insurance company 

Insurance company is the company that sells insurance contracts and provides risk 

protection. In China there are four main types of insurance companies: Life-insurance 

Company, Property Insurance Company, Policy Insurance Company and Reinsurance 

Company. 

 

Life-insurance Company 

Insurance for people’s life or health, such as: China Life Insurance Co., Ltd, Taiping 

life insurance co., LTD, China Pingan life insurance co., LTD. 

 

Property Insurance Company 

Insurance for people’s tangible property or some other goods related to tangible 

property. Such as: PICC Property and Casualty Company Limited, TaiPing Insurance 

Company Ltd, China United Property Insurance Company.  

 

Policy Insurance Company 

This insurance company is founded by state and provides insurance for some special 

goods. The Sinosure which is also known as the China Export & Credit Insurance 

Corporation is the only policy insurance company in China. It provides insurance for 
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export and overseas investment. The main purpose of Sinosure is to encourage 

China’s export. 

 

Reinsurance Company 

Reinsurance offers insurance for other insurance company’s insurance to reduce the 

risk for a single company. Such as:  China Property & Casualty Reinsurance 

Company Ltd, China property reinsurance co., Ltd. 

 

2.1.5.2 Securities company 

Securities Company is founded by following the ‘Company Law’ and the ‘Securities 

Act’ with the examination and approval from the securities regulatory authority and 

has a business specializing in securities. 

The main securities companies in China are Citic Securities，Haitong Securities，

Guotai Junan Securities，Huatai Securities，GF Securities Co.,Ltd. China Merchants 

Securities. 

 

Main characteristics of China’s securities companies: 

1. Mostly state-owned enterprises, asset management must meet the relevant 

requirements. 

2. Mostly not listed companies, restricted share circulation, no market price. But they 

have the abilities and plan to go public. 

 

2.1.5.3 Trust company 

The basic business of trust company is to perform the fiduciary of trusts and agencies 

and to achieve the rewards. The trust business is flexible and adapt well to different 

situations, it is a good way to gather funds for enterprises running, reform and 

expansion. 
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The trust business started in 1920s in China, but it is still incomplete with the 

biggest reason of unsound management system. But with high speed of development 

in China, the trust companies had increased fast for last 10 years. However the risk 

has been growing at the same time. 

 

2.1.5.4 Investment funds 

Investment funds can gather capital from different investors and then to manage it by 

some private fund managers. In this way, the individual investors can share benefit 

and reduce risk. There are money market funds, hedge funds, pension funds, securities 

investment funds and industrial investment funds. 

 

2.1.5.5 Financial leasing companies 

These companies are approved by the China Banking Regulatory Commissions and 

running financial leasing business for profit. 

China’s financial leasing companies started in April 1981 with the purpose of 

absorbing foreign capital. Now there are 18 financial leasing companies in China, but 

as China’s market economic system and economic laws are unsound, the Chinese 

financial leasing business has a further long way to go. 
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2.2 Main authorities of monetary policy 

The National Development and Reform Commission (NDRC) and The People’s Bank 

of China are the two main departments to make monetary policies in China. Both of 

them are the composition authorities of the State Council which need to work under 

the guidance of the Prime Minister. 

 

2.2.1 National Development and Reform Commission (NDRC) 

The National Development and Reform Commission is a department of the State 

Council which studies and formulates economic and social development policies, 

guides overall economic reform of macroeconomic regulation and controls economic 

balance. The NDRC was established in 2003 and became the main important 

department to make national macroeconomic policies in the People’s Republic of 

China. 

  The main functions of NDRC are
6
: 

1. To formulate strategies of national economic and social development; to make 

national annual plans, medium and long-term development plans; to coordinate the 

development of national economic; to research the economic situation at home and 

abroad; to make main targets and policies for general price level and major economic 

structures; to make advices of using different kinds of economic tools and policies for 

the State Council. 

2. To monitor macroeconomic and social development trend and provide forecast, to 

make warning and guidance to economic market, to study macroeconomic 

performance, aggregate balance, national economic security and overall industrial 

security and make advices on macroeconomic management; to decide major issues in 

economic operation; to charge overall economic development. 

                                                 
6 The information are based on the National Development and Reform Commission official website 

http://www.ndrc.gov.cn/ 
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3. To study financial and fiscal situation; participate in the formulation of monetary 

and fiscal policies; to take charge and make price policies; to analyse the effects of 

fiscal, financial and land policies; to make and adjust the price level of main goods 

which are controlled by national government; to control and optimize the foreign 

debts; to promote the balance of payments. 

4. To study major issues of economic reform and opening; to organize the protocol of 

economic systems; to take part in economic reforms with other related departments; to 

guide economic development in the experimental reform zones. 

5. To take duty of national key construction projects; to make targets and policies for 

gross investment and investment structure; to arrange central government investment; 

to examine and verify major national investment, foreign investment and overseas 

investment; to direct and supervise the using of foreign loans; to study and make 

strategy plans of using foreign capital and overseas investment to meet the balance of 

international payments. 

6. To organize the formulation of comprehensive industrial policies, coordinate key 

issues in the development of primary, secondary and tertiary industries. 

7. To improve and control the balance of regional economy. 

8. To maintain the aggregate balance of major products; to make plans for aggregate 

agricultural products, industrial products and raw materials; to adjust aggregate 

imports and exports; to manage the national strategic material reserves. 

9. To coordinate social development policies with national economic development 

policies; to organize the formulation of strategies, overall plans and annual plans of 

social development. 

 

2.2.2 The People’s Bank of China 

The People’s Bank of China is the central bank of People’s Republic of China which 

was built in December 1, 1948. It’s one of the departments of the State Council and 
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works under the leadership of prime minister. Zhou Xiaochuan is the People's Bank of 

China Governor. 

The major functions of PBC are
7
: 

1. To draft financial reform and national development strategies; to study and 

coordinate major problems in financial works; to improve financial industry 

development; to take part in the evaluating of major important financial merger. 

2. To draft relative financial laws and regulations; to perfect financial institutions 

operating rules; to issue and fulfill relative financial rules. 

3. To make and implement monetary policies; to formulate macro credit policies. 

4. To perfect macro financial system, to guard and solve financial crisis; to maintain 

national financial stability and security. 

5. To formulate and implement Renminbi(RMB) exchange rate policy; to perfect 

exchange system; to stabilize international balance of payment; to manage foreign 

exchange reserve; to monitor and issue early warning of the international financial 

market; to monitor and manage cross-border capital flows; to hold and manage 

national exchange reserves and gold reserves. 

6. To supervise inter-bank bond market, inter-bank lending market, inter-bank foreign 

exchange and gold market. 

7. To make roles and standards for financial holding companies with relative financial 

supervision institutions. 

8. To assume the responsibility of the lender of last resort. 

9. To organize aggregate financial statistics; to forecast macro-economic development; 

to publish national financial data. 

10. To issue and administer Renminbi. 

11. To manage the state treasury. 

12. To have activities with relative international financial market.  

 

                                                 
7 People’s Bank of China (2014) 
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2.3 Central Bank’s Monetary Policy 

The People's Bank of China Monetary Policy Committee can use monetary policy 

tools to formulate and implement monetary policies. And the monetary policies are 

aimed to maintain price stability, promote economic growth, increase employment 

rate and promote the balance of payments. 

2.3.1 The People's Bank of China Monetary Policy Committee 

The Monetary Policy Committee
8
 is the advisory and discussion body of the People's 

Bank of China in the formulation of monetary policy. It was established in July 1997 

and takes a very important role in national macro-economic control and monetary 

policy making. The main duty of Monetary Policy Committee is to manage monetary 

policies based on macro-economic situation and national economic-control goal, and 

use monetary policy tools to meet these goals.  

Responsibilities, composition and working procedures of the Monetary Policy 

Committee shall be prescribed by the State Council. The committee members are: 

People's Bank of China Governor; two People's Bank of China Deputy Governors; 

one deputy director of the State Planning Commission; one deputy director of the 

State Economic and Trade Commission; one deputy finance minister; director of State 

Administration of Foreign Exchange; chairman of the China Securities Regulatory 

Commission; two State-owned commercial bank governors; one financial expert. 

Such persons should be submitted to the appointment of the state council. The 

Monetary Policy Committee shall have one chairman and one vice-chairman; the 

People’s Bank of China Governor is the chairman and he/she appoints the 

vice-chairman. 

 

                                                 
8 The information are based on the Law of the People's Republic of China on the People's Bank of China 
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2.3.2 Monetary Policy Tools 

The main monetary policy tools of Peoples’ Bank of China are open market 

operations, deposit reserves, central bank lending and interest rate policy
9
. 

 

Open market operations 

China's open market operations include both RMB operations and foreign exchange 

operations. Since 1999, open market operations have become an important tool in the 

day-to-day operations of the People's Bank of China monetary policy; it plays an 

active role in the regulation of the money supply, adjusts the level of liquidity of 

commercial banks, and guides the money market interest rate movements. 

The People’s Bank of China selects a number of commercial banks which can 

undertake large bond trading transactions as the open market operation objects. These 

banks can use the treasury bonds, policy financial bonds as a trading tool to run open 

market operations with the People’s Bank of China. The open market operations 

include bond trading, open market repurchase transactions, cash transactions and 

issuance of central bank bills. 

Trading central bank bills are the main option of Chinese central bank’s open 

market operations. Central bank bills had been often used since last 1990s in China, 

these bills are issued by the central bank and purchased by commercial banks and 

other financial organizations, in this way the central bank could get back cash from 

financial market and make tight monetary policy. Now the central bank bills are the 

important tool for the central bank to adjust money supply and short-term interest 

rates. 

 

Deposit reserves  

Deposit reserves are funds prepared by the financial institutions to ensure that 

customers need to extract deposits and fund settlement, and the reserve requirement is 

a central bank regulation that sets the minimum deposit reserve for commercial banks. 

                                                 
9 T People’s Bank of China (2014) 
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The People’s Bank of China can use the reserve requirement ratio to influence 

financial institutions’ credit funds, thereby indirectly regulating the money supply. 

Now the reserve requirement ratio in China is 20% which was settled in May 2012. 

 

Central bank lending 

Rediscount is the central bank discounts financial institutions’ negotiable debt 

instrument for a second time. In China, the central bank can adjust the discount 

amount and interest rate to control base money. 

Central bank loans are the loans from the central bank to financial institutions. The 

central bank can use it to manage the total amount of credit. 

 

Interest rate policy 

Interest rate policy is an important part of China's monetary policy, and also one of 

the main tools of monetary policy implementation. The People's Bank of China, 

according to the need of monetary policy implementation, timely uses interest rate 

instruments to adjust the level of interest rates and interest rate structure, thereby 

affecting the supply and demand situation of social capital to achieve the goals of 

monetary policy. 

 

The aim of interest rate tools is: 

1. To adjust the central bank benchmark interest rate, including refinancing rate, 

rediscount rate, deposit reserve rate and excess reserve rate. 

2. To formulate the floating range of deposit and lending interest rates of financial 

institutions. 

3. To develop policies to adjust different kinds of interest rate structure. 

 

The interest rates of RMB in 2014 are described in Table 3.1 and Table 3.2. 
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Table 2.1     The benchmark lending rates of RMB in 2014          (annual %) 

Adjust time/ 

Term 

Less than 

6 months 

6 months 

to 1 year 

1 year to  

3 years 

3 years to  

5 years 

More than  

5 years 

06.07.2012 5.6 6 6.15 6.4 6.55 

Source: The People’s Bank of China (2014) 

 

Table 2.2      The benchmark deposit rates of RMB in 2014          (annual %)      

  

Demand 

deposit 

Time deposit 

Adjust 

time/ Term 

3 

months 

6 

months 

1 

year 

2 

years 

3 

years 

5 

years 

06.07.2012 0.35 2.6 2.8 3 3.75 4.25 4.75 

Source: The People’s Bank of China (2014) 

 

 

2.4 Summary of the chapter 

The central bank, government, banking financial institutions, non-bank financial 

institutions, enterprises and individuals are the main parts of China’s financial system. 

In the banking financial institutions, the state-owned commercial banks occupy the 

monopoly position in China’s banking industry, especially the ‘big four’: Industrial 

and Commercial Bank of China (ICBC), Agricultural Bank of China (ABC), Bank of 

China (BOC) and China Construction Bank (CCB). In recent years, China started to 

reform of state-owned commercial banks in order to promote China’s economic 

development. The main parts of China’s non-bank financial institutions are: insurance 

company, securities company, trust company investment funds and financial leasing 

companies. The National Development and Reform Commission (NDRC) and The 

People’s Bank of China are the main authorities to make China’s monetary policy 

(both of them are departments of the State Council). And the principal tools of 

China’s central bank are: open market operations, deposit reserves, central bank 

lending and interest rate policy. 
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3 General import and export situation in China 

After the Third Plenary Session of the 11th Central Committee of the Chinese 

Communist Party in 1978, China decided to use the ‘reform and opening up’ as a new 

national development policy. Since that time, China’s import and export have grown 

fast year by year, the return of Hong Kong and Macao also has brought a positive 

impact on China’s foreign trade. In 2012, China’s general import ranked second in the 

world and general export ranked first in the world. 

  Another national development policy ‘socialist market economy’ was introduced in 

1992. In this policy, the basic national economic system is defined as follows: ‘public 

ownership plays the leading role and other different ownerships develop side by side’. 

There are two main factors of the socialist market economy: market economy is the 

foundation of national economy, the market should be free and equal; the state has a 

strong power to regulate and control the national market. As the different economic 

system from other countries, China plays a special role in the global economy. 

  In order to have a general understanding of China’s foreign trade situation, China’s 

import and export from 2003 to 2012 will be introduced in this chapter, especially 

after the 2007 global financial crisis.  

 

3.1 Basic foreign trade data from 2003 to 2012 

China’s import and export grew fast from 2003 to 2008, but as the influence of global 

financial crisis which started in 2007, not only China but also the rest of the world 

jumped into a deep trouble. After the year 2011, the United States and some other 

emerging markets first recovered from this crisis. On the other hand, European Debt 

Crisis and Japan’s weak economy let the world economy become more vulnerable. 

  The China’s import and export from 2003 to 2012 is illustrated in Chart 3.1. 
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Chart 3.1        China’s import and export from 2003 to 2012    

 (Million U.S. dollars) 

 

Source: National Bureau of Statistics of China (2014) 

 

  The import increased from 412,760 million U.S. dollars in 2003 to 1,132,567 

million U.S. dollars in 2008; the export increased from 438,228 million U.S. dollars in 

2003 to 1,430,693 million U.S. dollars in 2008. The net export increased more than 10 

times in these 6 years. But since 2009, the global financial crisis has affected the real 

economy, the world market demand decreased rapidly, the China’s total import and 

export was 2,207,535 million U.S. dollars in 2009 which was 13.88% lower than last 

year. 

Since 2011, the world economy recovery has begun to speed up, but there are still 

some unstable factors which affect the world market. The growth rate of China’s 

export and import was only 6.2% in 2012 which is much lower than the average level 

from 2003 to 2008. 

  In order to change this difficulty, the Chinese government decided to implement the 

expansionary financial policy, used more than 7,000 billion Chinese Yuan to stimulate 

the economy in domestic market. Faced to the weak demand of global market, 

Chinese government adjusted foreign trade policies to stabilise general export and 

increase general import at the same time, the balance of trade has been improved from 
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2009 to 2011. Among the export products, machinery & transport equipment, 

miscellaneous manufactures and manufactured goods take the biggest share. 

  The China’s export products from 2003 to 2012 (based on SITC) is illustrated in 

Chart 3.2 

Chart 3.2      China’s export products from 2003 to 2012 (based on SITC)  

(Million U.S. dollars) 

 

Source: National Bureau of Statistics of China (2014) 

 

  Machinery & transport equipment, miscellaneous manufactures and manufactured 

goods are the three main parts of China’s exports, almost half of the China’s exports 

are machinery & transport equipment. From 2003 to 2008, the export of these three 

parts grew rapidly: machinery & transport equipment increased by 258.59%, 

miscellaneous manufactures increased by 166.45% and manufactured goods increased 

by 280.18%.  

But as the influence of global financial crisis, China’s export met a big trouble in 

2009, all the export products dropped rapidly in that year except for beverages & 

Tobacco. Among them, the export of animal & vegetable Oils decreased by 44.87%, 

export of fuels & lubricants decreased by 35.88% and export of manufactured goods 

decreased by 29.56%. 
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Because of the recovery of world economy since 2010, China’s export has started 

to grow again. On the other hand, as there are still many unstable factors in the world 

economy such as the European debt crisis, it is very difficult to find out a normal 

growth trend of the China’s export.  

  The China’s import products from 2003 to 2012 (based on SITC) is illustrated in 

Chart 3.3 

 

Chart 3.3      China’s import products from 2003 to 2012 (based on SITC)   

(Million U.S. dollars) 

 

Source: National Bureau of Statistics of China (2014) 

 

  On the import side, the growth trend of China’s import products is similar to 

China’s export products. As the domestic market demand has maintained rapid growth, 

the import of machinery & transport equipment, fuels & lubricants and raw materials 

continued to increase from 2003 to 2012 except for the year of 2009. And in order to 

improve the structure of China’s export and import, the Chinese government took 

several steps to increase the import especially in high technology industry.  

Then, the China’s export to different regions from 2003 to 2012 is illustrated in 

Chart 3.4. 
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Chart 3.4     China’s export to different regions from 2003 to 2012   

(Million U.S. dollars) 

 

Source: National Bureau of Statistics of China (2014) 

 

About half of China’s total exports are to the Asian regions; Hong Kong
10

, Japan 

and Korea are China’s main foreign trade partners in this area. From 2003 to 2008, the 

China’s total exports to Asia increased from 222,579.56 million U.S. dollars to 

664,118.50 million U.S. dollars. And after a 14.38% drop in 2009, the exports have 

grown up rapidly again since 2010. At the end of 2012, China’s total export to Asia 

was 1,006,811.86 million U.S. dollars. 

  In Europe, China’s main foreign trade partners are Germany, Russia, Netherland, 

the United Kingdom, and France. From 2003 to 2008, China’s total export to Europe 

increased by 289.51%, but as the effect of global financial crisis and European debt 

crisis, the China’s export to Europe decreased 78,770.76 million U.S. dollars in 2009 

and 17,171.99 million U.S. dollars in 2012. At the end of 2012, the total amount of 

China’s export to Europe was 396,399.09 million U.S. dollars. 

  The United States are China’s largest importer, from 2003 to 2012, China’s export 

to the USA increased from 92,466.77 million U.S. dollars to 351,776.79 million U.S. 

dollars. 

 

                                                 
10 Hong Kong is a foreign trade partner with China because of the “one country, two system” policy. 
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  The China’s import from different regions from 2003 to 2012 is illustrated in Chart 

3.5. The growth trend between China’s export and import are almost same from 2003 

to 2012. 

Chart 3.5    China’s import from different regions from 2003 to 2012    

(Million U.S. dollars) 

 

Source: National Bureau of Statistics of China (2014) 

   

Comparing the data about China’s export and import (see Annex 4 and Annex 5), 

China had a trade deficit with Korea, Japan, India, Germany, and Russia in 2012. 

Moreover, as the unbalanced development of the world economy after global financial 

crisis, China is trying to enhance foreign trade relationships with emerging markets, 

such as Brazil, India, South Africa, and so on. China’s international trade policies 

become more diversified. 
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3.2 Analysis of general import and export from 2008 to 2012 

The financial crisis which started in 2007 has increased difficulties to promote world 

economic development, China’s export and import declined rapidly in 2009. 

Meanwhile, Chinese government adjusted and improved the economic policies in 

order to promote domestic economic development and foreign trade growth. In this 

section, China’s import and export from 2008 to 2012 will be analysed. 

 

3.2.1 2008 

In the first year after global financial crisis, China’s import and export were not 

influenced by it deeply. General import and export was still in a good situation. 

 

a) Export and import maintained growth, but the growth rate slowed down 

The China’s import and export in 2007 to 2008 is illustrated in Table 3.1. 

 Table 3.1        Export and import in 2007 and 2008  

(Million U.S. dollars; %) 

 2007 2008 

Amount Growth rate Amount Growth rate 

General export and import  2,176,570  23.64% 2,563,255  17.77% 

General export 1,220,456  25.95% 1,430,693  17.23% 

General import   956,116  20.80% 1,132,567  18.45% 

Net export   264,344  48.91%   298,123  12.78% 

Source: National Bureau of Statistics of China (2014) 

 

In the year 2008, China’s foreign trade continued to grow up rapidly, export 

structure was improved. At the end of 2008, the total export and import was 2,563,255 

million U.S. dollars, grew by 17.77% compared to the level of 2007. Among it, the 

export increased by 17.23% to 1,430,693 million U.S. dollars, the import increased by 

18.45% to 1,132,567 million U.S. dollars and the net export was 298,123 million U.S. 

dollars. 
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On the other side, as the influence of global financial crisis, the growth rate slowed 

down in 2008, especially the growth rate of net export dropped from 48.91% in 2007 

to 12.78% in 2008. 

 

b) Growth of main export products slowed down 

  Manufactured goods, machinery & transport equipment and miscellaneous 

manufactures are the three most important parts of China’s export. In 2008, the 

growth rate of them decreased by 6.44%, 9.76% and 11.54%, respectively. 

 

c) Imports of raw materials increased fast 

The import of fuels & lubricants increased by 61.29%, animal & vegetable oils 

increased by 42.78% and raw materials increased by 41.37%. The main reasons of 

high growth rate were the large demand of China’s domestic market and the rise in 

prices. 

 

d) Growth of export to Europe and United States slowed down 

The China’s export to Europe and the United States is illustrated in Table 3.2. 

 

Table 3.2           Export to Europe and the United States   

(Million U.S. dollars; %) 

 2007 2008 

Amount Growth rate Amount Growth rate 

To Europe 287,848.56  33.65% 343,422.05  19.31% 

To United States 232,676.55  14.37% 252,383.55  8.47% 

Source: National Bureau of Statistics of China (2014) 

 

  After the global financial crisis, the growth rate of China’s export to Europe and 

United States decreased 14.35% (33.65% in 2007 and 19.31% in 2008) and 5.9% 

(14.37% in 2007 and 8.47% in 2008), respectively. 

Then, the China’s five main foreign trade partners in Europe are illustrated in Table 

3.3. There are Germany, Netherlands, the United Kingdom, Russia, and France. The 
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growth rate of foreign trade between China and these countries were changed 0.71%, 

-23.34%, 17.06%, -63.60% and -31.48% in 2008. See the China’s five main foreign 

trade partners in Europe in Table 3.3 

 

Table 3.3      China’s five main foreign trade partners in Europe 

                                              (Million U.S. dollars; %) 

 2007 2008 

Amount Growth rate Amount Growth rate 

To Germany  48,714.29  20.84%  59,208.95  21.54% 

To Netherlands  41,417.83  34.21%  45,918.58  10.87% 

To UK  31,656.27  31.01%  36,072.74  13.95% 

To Russia  28,466.20  79.80%  33,075.85  16.19% 

To France  20,327.39  46.13%  23,305.92  14.65% 

Source: National Bureau of Statistics of China (2014) 

 

e) Export to Latin America and Africa grew rapidly 

In 2008, the general export to Latin America increased by 39%, especially 

increased 65% to Brazil. The export to Africa also increased by 37.38%. The 

relationship of foreign trade business between China and these areas has strengthened. 

 

3.2.2 2009 

The financial crisis stated to influence the world real economy in 2009, the demand of 

global trade decreased a lot. In order to go through this difficulty, Chinese government 

decided to adjust their macro-control policies, a proactive fiscal policy and a 

moderately easy monetary policy had been implemented. 

 

a) General export and import declined rapidly 

  The China’s export and import in 2008 and 2009 is illustrated in Table 3.4 
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Table 3.4             Export and import in 2008 and 2009  

(Million U.S. dollars; %) 

 2008 2009 

Amount Growth rate Amount Growth rate 

General export and import  2,563,255  17.77% 2,207,535 -13.88% 

General export 1,430,693  17.23% 1,201,612 -16.01% 

General import 1,132,567  18.45% 1,005,923 -11.18% 

Net export   298,123  12.78% 195,687 -34.36% 

Source: National Bureau of Statistics of China (2014) 

  2009 was a tough year for China’s foreign trade business: both export and import 

were declined rapidly. Total amount of export and import was 2,207,535 million U.S. 

dollars, it decreased by 13.88% compared to previous year. General export dropped 

by 16.01% and net export dropped by 34.36%.  

  The export volume index of China, United States, Germany, and Japan is illustrated 

in Chart 3.2 

Chart 3.1                 Export volume index            (year 2000 = 100) 

 

Source: The World Bank (2014) 

 

  From the export volume index Chart is clear that the general export of the four 

largest export and import countries declined a lot in 2009; it even fell under the level 

of 2007. The global financial crisis affected the real economy deeply.  

 

b) Import of primary products declined rapidly 

  In 2009, the import of primary products was 289,804 million U.S. dollars, it 

decreased by 20.03% compared to previous year. Among it, the import of fuels & 
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lubricants dropped by 26.71% to 124.037.60 million U.S. dollars, the import of raw 

materials dropped by 15.21% to 141.346.69 million U.S. dollars. 

 

c) Foreign trade with Europe declined rapidly 

  The China’s export and import with Asia, Europe and United States is illustrated in 

Table 3.5 

Table 3.5   China’s export and import with Asian, Europe and United States  

(Million U.S. dollars; %) 

 2008 2009 

Amount Growth rate Amount Growth rate 

With Asian 1,366,704.64  15.06% 1,172,171.38 -14.23% 

With Europe   511,481.09  19.64% 426,695.01 -16.58% 

With United States   333,743.48  10.49% 298,262.60 -10.63% 

Source: National Bureau of Statistics of China (2014) 

 

  The China’s foreign trade decreased fast in 2009, especially with Europe. At this 

year, the total amount of foreign trade between China and other Asian countries and 

regions was 1,172,171.38 million U.S. dollars, it decreased by 14.23% compared to 

previous year. The general export and import with Europe dropped by 16.58%, 

especially decreased by 31.91% with Russia. 

 

d) Growth of the actual utilization of foreign capital slowed down 

  The actual utilization of foreign capital in 2008 and 2009 is illustrated in Table 3.6 

Table 3.6    The actual utilization of foreign capital in 2008 and 2009  

(Million U.S. dollars; %) 

 2008 2009 

Amount Growth rate Amount Growth rate 

Total actual utilization 

of foreign capital 

95,253.00 21.59% 91,804.00 -3.62% 

From Asian 56,345.12 33.78% 60,645.31 7.63% 

From Europe 5,459.37 25.07% 5,495.29 0.66% 

From United States 2,944.34 12.54% 2,554.99 -13.22% 

Source: National Bureau of Statistics of China (2014) 
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Because of the shortage of capital in the world after the financial crisis, China’s 

total actual utilization of foreign capital was 91,804 million U.S. dollars in 2009, 3.62% 

lower than the level in 2008. It increased by a small amount from Asia and Europe, 

but decreased by 13.22% from the United States.   

 

3.2.3 2010 

In generally, China’s global trade increased fast in 2010, total volume of import and 

export was higher than the level of 2008. The adjustment of economic structure by 

government helped China’s foreign trade grew fast. But the global economy was still 

unstable which increased the pressure on the development of Chinese enterprises. 

 

a) Import and export are fully recovered 

  The China’s export and import in 2009 and 2010 is illustrated in Table 3.7 

Table 3.7           Export and import in 2009 and 2010 

 (Million U.S. dollars; %) 

 2009 2010 

Amount Growth rate Amount Growth rate 

General export and import  2,207,535 -13.88% 2,973,998 34.72% 

General export 1,201,612 -16.01% 1,577,754 31.30% 

General import 1,005,923 -11.18% 1,396,244 38.80% 

Net export 195,687 -34.36% 181,510 -7.24% 

Source: National Bureau of Statistics of China (2014) 

 

  In the year 2010, China’s general export and import was 2,973,998 million U.S. 

dollar, it increased by 34.72% compared to previous year. Among it, general export 

was 1,577,753 million U.S. dollar, it increased by 31.30%; general import was 

1,396,244 million U.S. dollar, it increased by 38.80%. Comparing 2010 and 2008, the 

export increased by 10.28% and import increased 23.28%. The main reason of this 

growth was the recovery of global economy and China’s expansionary export policy. 
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b) Balance of trade continued to improve 

  The net export in 2010 was 181,510 million U.S. dollar, 7.24% lower than in 2009. 

Net export decreased since 2007, the balance of trade has continued to improve. This 

is due to the fact, that the Chinese government adjusted the foreign trade policy to 

expand the imports. In 2010, China had a trade surplus with the United States and the 

European Union, but a deficit with Japan, Korea and Taiwan. 

 

c) The foreign trade with emerging markets grew quickly 

  The China’s import and export with emerging markets is illustrated in Table 3.8 

Table 3.8       Import and export with emerging markets  

(Million U.S. dollars; %) 

 2009 2010 

Amount Growth rate Amount Growth rate 

With Russia     38,751.55  -31.91%   55,533.11  43.31% 

With Brazil     42,395.79  -12.89%   62,585.87  47.62% 

With India     43,383.32  -16.32%   61,761.20  42.36% 

Source: National Bureau of Statistics of China (2014) 

  In 2010, the emerging markets and some other developing countries were 

developing rapidly, the bilateral economic and trade cooperation between China and 

these countries grew fast; China’s enterprises were more active to expand their 

business in emerging markets. As in the table, the import and export between China 

and Russia, Brazil and India were increased by 43.31%, 47.62% and 42.36%, 

respectively 

 

d) Export of industrial products grew rapidly 

  The export of total industrial products was 1,496,068.56 million U.S. dollars, it 

increased by 31.41% year-on-year: export of chemicals was 87,571.93 million U.S. 

dollars, it increased by 41.21%; export of manufactured goods was 249,108.07 

million U.S. dollars, it increased by 34.79%; export of machinery & transport 

Equipment was 780,268.76 million U.S. dollars, it increased by 32.19% (see Annex 

3). 
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e) Import of primary products grew dramatically 

  The import of total primary products was 433,849.92 million U.S. dollars, 49.70% 

higher than the level in 2009. Among it, import of food & live animals increased by 

45.48%, import of raw materials increased by 50.06%, import of fuels & lubricants 

increased by 52.37% (see Annex 4). This was mainly due to the growth in domestic 

demand and the rise of material prices. 

 

f) The actual utilization of foreign capital grew rapidly, especially in the real 

estate industry 

The actual utilization of foreign capital in 2009 and 2010 is illustrated in Table 3.9 

Table 3.9      The actual utilization of foreign capital in 2009 and 2010 

 (Million U.S. dollars; %) 

 2009 2010 

Amount Growth rate Amount Growth rate 

Total actual utilization of 

foreign capital 

91,804.00 -3.62% 108,821.00 18.54% 

From Hong Kong 46,075.47 12.28% 60,566.77 31.45% 

To real estate industry 16,796.19 -9.65% 23,985.56 42.80% 

Source: National Bureau of Statistics of China (2014) 

   

The total actual utilization of foreign capital in 2010 was 108,821 million U.S. 

dollars, it increased by 18.54% compared to 2009. Most of the capital was from Hong 

Kong, the total amount of 60,566.77 million U.S. dollars. Classified according to the 

foreign capital investment field, the investment in real estate industry increased by 

42.80% year-on-year, this was due to the high growth rate of housing prices in 

China’s main cities.  

 

3.2.4 2011 

In 2011, the world economy continued to recover from the financial crisis, but the 

growth rate slowed down because of the increase of global inflation pressures, the 
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lack of economic growth momentum, the European debt crisis, the Japanese 

earthquakes, and so on. 

 

a) Growth speed of import and export slowed down, balance of trade continued 

to improve 

  The China’s export and import in 2010 and 2011 is illustrated in Table 3.10. 

Table 3.10        Export and import in 2010 and 2011  

(Million U.S. dollars; %) 

 2010 2011 

Amount Growth rate Amount Growth rate 

General export and import  2,973,998 34.72% 3,641,860 22.46% 

General export 1,577,754 31.30% 1,898,381 20.32% 

General import 1,396,244 38.80% 1,743,484 24.87% 

Net export 181,510 -7.24% 154,898 -14.66% 

Source: National Bureau of Statistics of China (2014) 

 

  In 2011, the general export and import increased by 22.46% year-on-year to 

3,641,860 million U.S. dollars. The growth rate of general import was higher than the 

growth rate of general export, net export decreased by 14.66% compared to 2010, the 

balance of trade continued to improve.  

  In 2011, there were two big problems that right in front of Chinese government: the 

international market was atrophic and there was the imbalance in China’s 

international payments. So China tried to combine expanding import with stabilizing 

export in order to improve the national economic structure. Some useful policies such 

as reducing the tariff on some import products were implemented, as the strong 

macro-control and the increase of domestic demand, the import of raw materials, 

automobiles and high technology products grew rapidly. 

 

b) More diversification on the export markets, the share of foreign trade with 

emerging markets grew rapidly 
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The China’s general export and import with traditional trading nations and 

emerging markets is illustrated in Table 3.11. 

Table 3.11   China’s general export and import with traditional trading nations and 

emerging markets                                  (Million U.S. dollars; %) 

 2010 2011 

Amount Growth rate Amount Growth rate 

With the United States  385,385.29  29.21%  446,582.27  15.88% 

With Japan  297,779.59  30.16%  342,834.01  15.13% 

With Germany  142,308.40  34.72%  169,144.01  18.86% 

With Russia   55,533.11  43.31%   79,273.39  42.75% 

With Brazil   62,585.87  47.62%   84,231.12  34.58% 

With India   61,761.20  42.36%   73,908.24  19.67% 

Source: National Bureau of Statistics of China (2014) 

 

  Because of the European debt crisis, the Japanese earthquakes and the United 

States still in economic difficulties, China strengthened the foreign trade contact with 

emerging markets. In 2011, China’s general export and import increased by 42.75% 

with Russia, increased by 34.58% with Brazil and increased by 19.67% with India. 

This new trend could help Chinese enterprises to have more choices in international 

business and China could also have a stronger anti-risk capability in global economy. 

 

3.2.5 2012 

In 2012, the global financial crisis influenced the world economy much deeper, 

especially because of the fact that European debt crisis began to spread. The pace of 

recovery of world economy slowed down; the demand for the international market 

was decreasing. China’s economic development encountered new difficulties: GDP 

growth rate decreased month by month, general import and export growth rate 

decreased by 6.19% compared to previous year. In order to face this new international 

situation after the financial crisis, China was actively seeking new trade partners to 

diversify the foreign trade business. 
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a) Growth of export and import was slow 

  The China’s export and import in 2011 and 2012 is illustrated in Table 3.11 

Table 3.12         Export and import in 2011 and 2012  

(Million U.S. dollars; %) 

 2011 2012 

Amount Growth rate Amount Growth rate 

General export and import  3,641,860 22.46% 3,867,119 6.19% 

General export 1,898,381 20.32% 2,048,714 7.92% 

General import 1,743,484 24.87% 1,818,405 4.30% 

Net export 154,898 -14.66% 230,309 48.68% 

Source: National Bureau of Statistics of China (2014) 

 

  In the beginning of 2012, the China’s Ministry of Commerce set policies to ‘stable 

foreign trade’, the main idea was to stable and strengthen China’s international trading 

power status. The target of China’s export and import changed from ‘fast’ to ‘stable’. 

  In 2012, China’s general export and import was 3,867,119 million U.S. dollars, it 

ranked second in the world. The export increased by 7.92% year-on-year, to be 

2,048,714 million U.S. dollars and the import increased by 4.30% year-on-year, to be 

1,818,405 million U.S. dollars. The growth trend of foreign trade began to stabilize 

(see Annex 1). 

 

b) Different situation of export to developed countries 

The China’s export to the United States, Japan and Germany is illustrated in Table 

3.1 

Table 3.13           Export to United States, Japan and Germany 

(Million U.S. dollars; %) 

 2011 2012 

Amount Growth rate Amount Growth rate 

To the United States 324,453.36 14.53% 351,776.79 8.42% 

To Japan 148,270.49 18.36% 151,621.83 2.21% 

To Germany 76,400.05 12.28% 69,210.33 -9.41% 

Source: National Bureau of Statistics of China (2014) 
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  Because of the recovery of retail market in the United States, China’s general 

export to the United States was 351,776.79 million U.S. dollars, it increased by 8.42% 

year-on-year. On the other side, the European Union was trapped in debt crisis which 

gave a negative effect on the market demand, and therefore, the export to Germany 

was 6,921,033 million U.S. dollars, it decreased by 9.41% year-on-year. Moreover, 

the economy in Japan was still not completely recovered, China’s export to Japan 

increased only by 2.21% in 2012. 

 

c) More diversification of foreign trade 

  The world economy became more unstable after 2011, the United State and some 

emerging markets recovered first from the global financial crisis, but the European 

Union and Japan were still in stagnation. The impact of trade friction was rising, 

foreign trade pressures were increasing. 

  With this background of global economy, Chinese government tries to change the 

foreign trade policy to effectively cope with the unbalanced development of the world 

economy. The trade relationship between China and emerging markets got deeper, 

China’s import and export become more diversified. 
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3.3 Summary of the chapter 

This chapter was focused on the general import and export situation in China from 

2003 to 2012, especially of the period from 2008 to 2012. The main trading partners 

of China were the United States, Hong Kong, Japan, Korea and Germany. During the 

analysed period, the export increased from 438,228 million U.S. dollars to 2,048,714 

million U.S. dollars, and the import increased from 412,760 million U.S. dollars to 

1,818,405 million U.S. dollars (see Annex 1). China’s main export commodities were 

manufactured goods, machinery & transport equipment and miscellaneous 

manufactures. China’s main import commodities were machinery & transport 

equipment, raw materials and fuels & lubricants (based on 2012, see Annex 2 and 

Annex 3). 

  Because of the financial crisis, China’s import and export decreased rapidly in 2009. 

But this situation started to change better since 2010, with the gradual recovery of the 

global economy, China’s import and export increased rapidly in 2010 and 2011. On 

the other hand, there are still some instability factors in the global market such as the 

European debt crisis, China need to make more progress in improving the export. 
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4 Monetary Policy and Its Impact on Import and Export 

After the describing of China’s monetary policy system and foreign trade situation, 

we can get to know that the government and central bank have a strong control power 

on China’s monetary policy and China’s foreign trade met a big trouble after the 

global financial crisis. 

This chapter contains a deeper analysis of China’s financial market and Chinese 

history in order to find out the nature of China’s economic policy. Firstly, the basic 

foreign exchange policy will be described; then the project will analyse an important 

event in China’s financial market to find out the basic financial and economic 

environment in China; the third part will list some financial reforms in China and the 

fourth part will analyse the risk from international market and the development 

dilemma of the national market; at last, the future monetary policy and its impact on 

import and export will be described. 

  As China usually uses the monetary policy and fiscal policy together to improve the 

economic growth, it is necessary to have a deep understanding about the fiscal policy 

in China. In this chapter, China’s financial market and economic development history 

will be analysed to discover the deep reason of why Chinese government and central 

bank need to adopt such policies. 

 

4.1 Exchange controls in China 

In China, foreign currency is forbidden to be used in national market and no trading 

can be settled in foreign currency. Moreover, each normal resident can only exchange 

at most $20,000/year (need use ID card to get the foreign currency from banks) or 

other currencies but with the same value of $20,000. Requested for more foreign 

currencies for special reasons are allowed but it has to be agreed by the banks. 

Exchange for normal residents in China is inconvenient, as a sample for the Bank 

of China which has the biggest exchange and foreign capital management business in 
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China. The clients need to fill out at least one form when they want to exchange their 

currencies; it includes the client’s name, home address, telephone number, exchange 

amount, signature, etc. But when the clients also need to withdraw their foreign 

currencies, they need to fill out another form with other personal information and two 

copies of ID card are also necessary.   

  Corporates are also regulated when they use foreign currencies during international 

business. The regulation is focused on how corporates use foreign currencies, they are 

usually asked to exchange part of extra foreign currencies with Chinese commercial 

banks at the end of accounting year, the total amount of using foreign currencies is not 

limited but they need to report to relevant departments.   

The State Administration of Foreign Exchange which is a part of the State Council 

takes charge of the country's foreign exchange management and monitoring of 

external debt statistics, it is also responsible for the state foreign exchange reserves, 

gold reserves and other foreign currency assets. Above of the State Administration of 

Foreign Exchange, the Central Bank and the National Development and Reform 

Commission are the two main departments to decide and control China’s foreign 

currencies policies. The basic rule of their working is to stabilise the value of Chinese 

Yuan in exchange market.  

  As the high foreign exchange control in China, some businessmen and companies 

try to avoid this regulation when they have international trade. The traditional way is 

to transfer their capital through Hong Kong to other countries, as the ‘one country, 

two system’ policy in China, foreign currencies are not controlled in Hong Kong. So 

some businessmen put their Chinese Yuan into Hong Kong’s financial market to 

exchange foreign currencies or to invest abroad. 

In another way, some Chinese businessmen prefer to set up offshore companies in 

some small countries such as in Virgin Islands, Cayman Islands, Samoa, etc. This is 

why the actual utilization of foreign capital from these countries is relatively higher. 

These offshore companies can easily make international business through their 

overseas subsidiary corporations, they especially invest into real estates in the United 

States. 
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  And the high growth rate of international expansion of China’s commercial banks 

in the United States also gives a chance for some investors. After the global financial 

crisis, the China’s four biggest commercial banks increased their overseas business in 

the United States; among of them, the Bank of China was one of the biggest 

commercial banks running commercial real estate credit business in the United States. 

So, the Chinese investors can first borrow the U.S. dollars in overseas Chinese 

commercial banks and then pay for the loans in Chinese Yuan in China. 

 

4.2 Current financial problems in China 

If there could be a time machine in the future, we can be sure that no Chinese bankers 

want to go back to 20th June, 2013. That was a ‘miracle day’ in China’s financial 

history; that was the darkest day for all Chinese commercial banks. 20th June 2013, 

Shanghai Interbank Offered Rate increased to 13.444%, the highest overnight lending 

rate grew to 30%. Whole Chinese financial market got into a huge panic, all financial 

industries were crazy to ask for money. Bankers, investment managers, stock traders, 

even researchers and government staffs were busy asking: ‘Do you have money?’ The 

Chinese financial market suffered from shortage of money in that day, see Chart 4.1. 

 

Chart 4.1 Shanghai Interbank Offered Rates (O/N) from 17-Jun-2013 to 

28-Jun-2013(%) 

 

Source: SHIBOR (2014) 
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  In reality, the shortage of money in banking industry started from May 2013, after 

that time, the terrible liquidity of money has not changed, the interbank offered rate 

has increased day by day. 

  One financial product with one month maturity, which was offered by China 

Construction Bank, had an expected annualized return of more than 7%. Another 

financial product with the same maturity, which was offered by China Merchants 

Bank on 21th June, had an annualized return of 12%. As the interbank borrowing rate 

was increasing, each bank wanted to absorb funding from their financial products (it 

is a kind of short term money market fund offered by commercial banks, the maturity 

is usually from one month to half a year, the risk is low), as a result, the yield rate of 

financial products increased to an incredible height. 

  Moreover, the bond market was also in troubles. As the shortage of money, lots of 

bond holders were selling their bonds but no one wanted to buy it during that time. 

The price of bonds decreased a lot.   

  In stock market, we can also find the reflection of the shortage of money. Since the 

beginning of June 2013, the stock market dropped sharply, especially after 20th June 

2013, the Shanghai composite index decreased from 2143.45 to 1849.65 in one week 

(it dropped by more than 13%). The Shanghai composite index in May and June 2013 

is illustrated in Chart 4.2 

 

Chart 4.2      Shanghai composite index in May and June 2013 

 

Source: Sina Finance (2014) 
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  Why the shortage of money happened in Chinese banking industry? Why the 

central bank did not pump cash into the markets to save commercial banks 

immediately? The entire story begins in 2008 (global financial crisis). 

 

4.2.1 Shortage of money 

After the global financial crisis, the Chinese government issued 4,000 billion Chinese 

Yuans to stimulate the national economy from the end of 2008 to the beginning of 

2009. Each local government was building urban infrastructures, because this was the 

simplest and fastest way they could find to fulfil the state target ‘keeping China’s 

GDP up to 8%’. 

 

Box 4.1 Growth dilemma in China
11

 

Before 1978, China was totally in public ownership, personal wealth was at a very 

low level. Even if the Chinese government started to change the national development 

policy as ‘reform and opening’, there were still large group of people living with a 

low income, especially increase of the more than 0.7 billion rural population. As the 

most wealth is going into state-owned enterprises or you can say to the government 

pocket, most normal citizens’ incomes are relatively lower. So, the ‘rich country but 

poor citizens’ really happened in China. Because of the low income of Chinese 

citizens, it is difficult to increase the national economy just by people’s consumption 

(the consumption takes only around 20% to 30% of national economic growth, 

government spending is at the same level and export takes nearly 50%). So, when the 

economic crisis happened, the fastest and easiest way for the government to 

stimulate national economy is to increase government spending and build large 

numbers of magnificent urban constructions. But a new problem appeared: excessive 

investment and low consumption level brought the excess production capacity into 

                                                 
11 Lang Xianping, Chinese economist. 2010 
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China. The private companies face a difficult and complex market, and China’s 

economy growth is more dependent on exports.   

  The new Chinese government is trying to change this growth dilemma, they are 

trying to solve the problem how to increase personal income and encourage private 

companies’ development. At the same time, they are trying to reduce the scale of 

state-owned enterprises or sell more state-owned enterprises’ stocks to public. But as 

the Chinese proverb ‘touch the benefits is much more difficult than touch the souls’, 

the interest groups would do whatever they can to prevent this reform. 

 

During this time, each local government borrowed huge amount of money from 

commercial banks, the total social finance increased more than two times from 2009 

to 2013. Commercial banks issued much more financial products for raising fund and 

these financial products were hardly managed by the central bank. 

  At the end of 2012, total local government debt for 36 main cities was 3,847.581 

billion Chinese Yuan, it increased by 440.981 billion Chinese Yuans compared to 

2010
12

. When the American city of Detroit declared bankruptcy in 18th July 2013, its 

total debt was about 18 billion U.S. dollars, but the average government debt for these 

36 Chinese main cities was 106.87 billion Chinese Yuans (about 17.24 billion U.S. 

dollars). China was in a horrible debt crisis and the local governments could hardly 

repay all their debts. 

  More than that, big share of infrastructure construction programs was implemented 

by state-owned enterprises. And the local government could not pay all the fees to 

these state-owned enterprises, so a huge loss incurred in the big state-owned 

enterprises. In 2012, the top 10 loss-making enterprises in A-stock (Chinese Yuan 

common stock) market were all state-owned enterprises or state-controlled enterprises, 

5 of them were steel companies
13

. 

  This crisis also affected private enterprises, because local governments absorbed 

large numbers of social finance during these years. It was more difficult for private 

                                                 
12 The Central People’s Government of the People’s Republic of China (2014): 
13 Jin Rong Jie (2014) 
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enterprises to get loans; private enterprises’ crisis happened as their capital chain was 

broken. The ‘crowding out effect’ also brought a negative effect to private enterprises.  

  Owing to local government debt crisis, state-owned enterprises crisis and private 

enterprises crisis, when they cannot repay all of their loans to commercial banks, the 

banking crisis started. 

   As local governments asked loans from commercial banks, these commercial 

banks sold lots of new financial products in order to raise such a big number of money. 

The commercial banks transform government loans into short term money market 

funds, then separate them into small shares and sell them to normal depositors. 

Because these financial products are offered by banks and interest rates are relative 

higher than the deposit rate, they are very popular in China. But the problem was that 

the local governments did not have enough money to pay the loans back. What could 

the commercial banks do? They sold new financial products to pay back the first one! 

  For example, there was a commercial bank which sold 1 million Chinese Yuans in 

financial products to investors and borrowed this 1 million Chinese Yuans to a local 

government. If the local government could pay back its loans in time, the commercial 

bank would be able to repay the money to investors. But if the local government could 

not pay back its loans in time, the commercial bank would have to sell another 1.05 

million Chinese Yuans in financial products (supposing the interest rate of first 

financial product is 5%) to pay for the first one. If this commercial bank did it again 

and again, the total amount of financial products would increase fast. Just like Xiao 

Gang (the chairman of the securities supervision and administration commission of 

the People's Republic of China) said: “This kind of financial product is just a new 

Ponzi scheme.” (an interview by China Daily, 16
th

 October, 2012) 

  When commercial banks sold a new financial product to pay for the forward 

financial product, the interbank lending rate was important for them, because they 

could not always sell out enough new financial products in time. As more and more 

commercial banks suffered from shortages of money, the interbank lending rate 

increased rapidly. On 20th June 2013, the highest overnight lending rate grew to 30%. 
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  Why the central bank did not inject capital into commercial banks quickly? Maybe 

they wanted to give the commercial banks a lesson, to tell them that overselling of 

financial products is too risky. And the central bank could not control the quantity of 

financial products issued by commercial banks. So they used high interbank lending 

rate to limit this ‘Ponzi scheme’. 

  From this case, we can notice that monopoly of state-owned banks in banking 

industry and the collusion between banks and local governments are really harmful to 

China’s financial market. On the other side, it will be dangerous for China’s financial 

market if we open it too fast, because Chinese bankers’ risk management ability is 

relative low, they need more time to learn modern banking management method. 

China’s banking industry must be reformed in the future, the influence from 

government should be reduced, but the road of this reform will be extremely long. 

 

4.2.2 Inflation vs shortage of money 

Usually it is hard to believe that the shortage of money and a high inflation could 

happen at the same time. Inflation means that the volume of currency in circulation is 

high, it is the opposite side of shortage of money. But this event really happened in 

China. The China’s consumer price trend from 2003 to 2012 is illustrated in Chart 4.3 

Chart 4.3 China’s consumer prices from 2003 to 2012              (2003=100) 

 

Source: National Bureau of Statistics of China (2014) 
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  The main food prices doubled from 2003 to 2012, the average inflation rate was 

around 7% in these 10 years. And it could have been higher if we had considered into 

other products or services prices. The high inflation has really existed in China for last 

several years. But the China’s banking industry experienced shortage of money in 

2013. Why did it happen?  

  The reason of this unusual phenomenon can be explained by the existence of the 

monopoly of state-owned banks in banking industry. It is clear in Chart 4.4, that the 

‘big four’ state-owned commercial banks (Industrial and Commercial Bank of China, 

China Construction Bank, Agricultural Bank of China and Bank of China) took more 

than 50% of shares of total commercial banks’ assets. And with some other 

state-controlled commercial banks, the state can control almost the whole commercial 

banking industry. See Chart 4.4. 

Chart 4.4 Market share of the ‘big four’ Chinese commercial banks (To total assets in 

3Q/2013, %) 

 

Source: China Banking Regulatory Commission (2014) & bank’s annual reports 
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relative low, another reason is their relationship with local government). In this way, 

big amount of capital goes into state-owned enterprises and private companies can get 

only a small share. And in order to decrease the cost of state-owned enterprises, the 

lending rate in commercial banks is very low (as the high inflation rate in China, the 

real lending rate is very low), but the loans from state-owned commercial banks are 

not sufficient for all private companies. What private companies can do is to ask for 

credit from private banks or other private organizations. In this way, the private 

companies have to face a relative higher lending rate. 

  So the answer to a question why high inflation and shortage of money can exist at 

the same time in China could be: due to the monopoly of state-owned commercial 

banks in banking industry, big share of loans is given to state-owned enterprises and 

local governments, so the small private companies lack funds. When local 

governments and state-owned enterprises use their money in low return business, such 

as infrastructure constructions, commercial banks meet troubles to get back the loans, 

the shortage of money appears (the crowding out effect). 

  Moreover, as the state-owned commercial banks have a strong ability to control the 

national currency, it is an impediment to improve the development of stock market, 

securities market and other financial markets.  

  So, the China’s financial market has not been completely open to the public yet. 

The free flow of capital is still insufficient. China needs to reform the financial 

industry, especially the banking industry. 

 

4.3 Two kinds of reform 

2013 would be a special year in China’s financial history, two important things 

happened in this year that pushed the reform of China’s banking industry. On 13
th

 

June, 2013, a new financial product ‘Yu E Bao’ came to Chinese residents’ life; On 

22
nd

 August, 2013, the Pilot Free Trade Zone was set up in Shanghai. 
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4.3.1 Yu E Bao 

In China, there is more than 0.4 billion people using Taobao to shop online, almost 

everything can be found in this Shopping Site. Alipay is the biggest third party 

payment platform in China that can be used when people pay for their online 

shopping. On 13
th

 June, 2013, Alipay released its new service Yu E Bao which had a 

huge impact on Chinese financial market. 

Actually, the Yu E Bao is a money market fund platform, Taobao users can put their 

extra money into Yu E Bao and this money will be managed by fund companies. 

Users can deposit or withdraw their money at any time and the amount is unlimited, 

with the huge user base and around 6% annualized return, Yu E Bao has been very 

popular since the first day of birth.  

Up to 26
th

 February, 2014, there are more than 810 million users of Yu E Bao, this 

number is higher than the population of stock investors in China. But the most 

incredible thing is the high growth rate of its amount. It only lasted about 200 days for 

Yu E Bao to increase the fund from 0 to 250 billion Chinese Yuan. At the end of 

January 2014, the total amount increased to 350 billion Chinese Yuan. On 26
th

 

February, 2014, the latest number is about 500 billion Chinese Yuan. Compared to 

another data: the total amount of local government bonds sold by commercial banks 

in 2013 was about 350 billion Chinese Yuans. There are more than 10 billion Chinese 

Yuans going into Yu E Bao every day. 

The crazy growth of Yu E Bao rocked the whole Chinese financial market, 

especially the banking industry. As huge amount of money is going into Yu E Bao, the 

total amount of deposit declined a lot. Banks even asked government to limit the 

growth of Yu E Bao and sent negative news about Yu E Bao to public. But on 4
th

 

March, 2014, the central bank governor Zhou Xiaochuan said: “Yu E Bao and other 

relative financial products will not be banned.”
14

 

  The high growth rate of Yu E Bao is a bottom-up reform of the Chinese banking 

industry, the pattern of funding monopoly by state-owned commercial banks is being 

                                                 
14 In the Chinese People's Political Consultative Conference (4th March, 2014). 
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changed. The money market funds grow quickly and interest rates are more 

liberalised. Just like the founder of Taobao and Alipay, Ma Yun said: “If the banks do 

not make any change, I will change them.”
15

 

4.3.2 Shanghai Pilot Free Trade Zone 

In order to change the monopoly conditions of state-owned commercial banks and 

promote the internationalization of China’s financial markets, the State Council of 

China approved to set up Shanghai Pilot Free Trade Zone (FTZ) on 22
nd

 August, 2013. 

This is a big breakthrough for China’s financial market to be more open and equal, the 

main target of the FTZ is to try to open Chinese exchange market and banking market 

to foreign contries. 

Important parts of this reform are
16

: 

 Interest rate liberalization. The interest rate is totally determined by the market, 

the central bank will not intervene. 

 Foreign capital and private capital is allowed to set up commercial banks in this 

area. 

 The exchange rate of Chinese Yuan is determined by international market. 

 Foreign companies are allowed to participate in commodity futures trading. 

 Some of China’s banks are allowed to run offshore banking business. 

  If the Yu E Bao is a kind of bottom-up reform, than the Shanghai Pilot Free Trade 

Zone will be an up-bottom reform. It shows the determination of Chinese government 

to reform China’s banking industry, internationalization of banks is imperative. 

 

4.4 Risk from international market 

In the modern international competition environment, the exchange rate is not only a 

tool to balance international trade but also a means of achieving each country’s 

political goals. Nowadays, most western countries especially the United States ask 

                                                 
15 In the seventh Chinese business leaders meeting (12th December, 2008) 
16 China Finance (2014) 
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Chinese Yuan to appreciate, because this is a way to hit Chinese exports and benefit to 

these countries’ production. Usually the United States say the reason of China’s huge 

international trade surplus is that the Chinese Yuan is undervalued, what the United 

States want to do is to safeguard fairness and justice in the global market. But in 

reality, it seems like the exchange rate is just an instrument to strengthen the United 

States’ monopoly power in the world. Chinese government need to think about the 

exchange rate more carefully and learn especially from the case of Japan’s economy. 

  In 1985, Japan almost became the world’s biggest economy which seemed to be 

able to surpass the United Stated just in few years. Japan was also the America’s 

biggest creditor. But just in that year, the United States and some other European 

countries forced Japanese government to appreciate yen in order to limit Japan’s 

economic growth. In the ‘Plaza Accord’, the Japanese government promised the yen 

would be appreciated. As a result, the international hot money went into Japanese 

market, the yen’s value doubled against the dollar in three years, the Japan Nikkei 

Index increased rapidly. But this accord almost destroyed Japan’s export, so the 

Japanese government had to decrease the interest rate to stimulate the national 

economic development. As a result, the large Japanese enterprises started to invest in 

real estate industry instead of export, the Japanese miracle turned into Japan’s 

economic bubble. Japanese economy has been falling into great depression since 

1990. 

  There are two experiences that can be learned from the case of Japan:  

 Chinese Yuan must not appreciate so fast. As the export account for about half of 

China’s GDP growth, China’s economy will face a great disaster if Chinese Yuan 

increases rapidly. More than that, the real estate bubble almost exists in China, a 

decreasing export will be extremely dangerous for Chinese market.   

 China must break market expectations. If China revalues the currency just as 

what the United States and some European countries asked, the international hot 

money will rush into Chinese financial market to speculate. This will be very 

dangerous for China, just like what happened in the south-east Asian financial 

crisis.  
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4.5 Exchange rate and its impact on China’s import and export 

In 2005, China started to use a new exchange policy as: a controlled floating rate 

system which is based on the market demand and supply, and regulating reference of 

a basket of currencies. But on the other side, China still has a strong control on the 

capital transactions. See as Table 4.1 

Table 4.1 Exchange arrangements and regulatory framework for current and capital 

transactions in China 

Status under IMF Articles of 

Agreement:  Article VIII 

* 

Exchange Rate Arrangements:                   

Crawl-like arrangement 

◇ 

Controls on payments for 

invisible transactions and 

current transfers 

 

* 

Proceeds from export and/or 

invisible transactions: 

Repatriation requirements 

* 

Capital Transactions  (Controls 

on):                                                          

 

  Capital market securities * 

  Money market instruments * 

  Collective investment securities * 

  Derivatives and other 

instruments 

* 

  Financial credits * 

  Guarantees, sureties, and 

financial backup facilities 

* 

  Direct investment * 

  Liquidation of direct investment * 

  Real estate transactions * 

  Personal capital transactions * 

  Provisions specific to: 

commercial banks and other credit 

institutions 

 

* 

  Institutions investors * 

Where: * = Indicates that the specified practice is a feature of the exchange system 

◇= Indicates that flexibility is limited vis-à-vis the U.S. dollar. 

Source: International Monetary Fund (2014) 
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4.5.1 Real effective exchange rate vs import and export 

In recent years, China faces huge pressure of Chinese Yuan appreciation from foreign 

counties especially the United States. From 2005, Chinese Yuan keep growing rapidly, 

its value increased about 30% in 7 years. See the real effective exchange rate index of 

Chinese Yuan in Chart 4.5  

 

Chart 4.5     Real effective exchange rate index of Chinese Yuan     (2005=100) 

 

Source: The World Bank (2014) 

 

  To compare the real effective exchange rate with China’s import and export, it 

seems like the price of Chinese Yuan does not affect the export and import so much. 

No matter the exchange rate goes up or down, China’s export and import always was 

growing fast from 2003 to 2012, except for the year 2009. And the falling of export 

and import in 2009 is mainly because of the global financial crisis. The relationship 

between real effective exchange rate of Chinese Yuan and China’s import and export 

is showed in Chart 4.6. 

 

 

 

 

90.0

95.0

100.0

105.0

110.0

115.0

120.0

125.0

130.0

135.0

140.0

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012



    

56 

 

Chart 4.6   Real effective exchange rate & import and export from 2003 to 2012 

 

Source: The World Bank (2014) 

 

  In the correlation coefficient matrix of the real effective exchange rate, import and 

export, these three indicators have a strong positive relationship with each other, 

especially the correlation coefficient between export and import is 0.99.   

  The correlation coefficient matrix is illustrated in Table 4.2 

 

Table 4.2              Correlation coefficient matrix 

  Exchange rate Export Import 

Exchange rate 1   

Export 0.902372379 1  

Import 0.910530861 0.990301231 1 

Source: The World Bank and National Bureau of Statistics of China (2014); author’s 

calculation 
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years. From 2008 to 2010, the growth rate of real effective exchange rate decreased 

from 9.18% to -0.40%, the growth rate of import and export had a big decrease in 

2009 and then increased fast in 2010. From 2010 to 2012, there is a strong negative 

correlation between the growth rate of real effective exchange rate and the growth rate 

of import and export. See Chart 4.7 

 

Chart 4.7 Growth rate of real effective exchange rate & growth rate of import and 

export from 2004 to 2012 

 

Source: The World Bank (2014); author’s calculation 
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Where: Qx and Qi are demand for export and demand for import; FI and DI are 

foreign income and domestic income; FP and DP are foreign price level and domestic 

price level; E is nominal exchange rate; A and B are the coefficients; e is the residual. 

Because the real exchange rate= (nominal exchange rate×foreign price)/ domestic 

price, so we can change the formulas into linear function as follows: 

lnQx=𝛼0+𝛼1 lnFI +𝛼2 lnRE + u1 (4.3) 

lnQi=𝛽0+𝛽1 lnDI +𝛽2 lnRE + u2 (4.4) 

 

  Where: RE is the real exchange rate. And the interpretation of (4.3) is: when foreign 

income increase by 1% and other variables remain unchanged, the total demand for 

China’s export will increase by  𝛼1%; when the real exchange rate increase by 1% and 

other variables remain unchanged, the total demand for China’s export will increase 

by  𝛼2 %.  

Then, we use the China’s GDP as a domestic income and use the weighted value of 

China’s 5 biggest foreign trade partners’ GDP (the United States, Hong Kong, Japan, 

Korea and Germany) as a foreign income. Then we use Eviews 7 to estimate the 

equation (4.3) and (4.4). See results in in Box 4.2 

Box 4.2           Linear regression analysis by using Eviews 

 

Source: author’s calculation 

  In the left part, the coefficient of ln_f_gdp (lnFI) is 8.74, which means that if the 

foreign GDP increases by 1%, China’s export will increase by 8.74%. Similarly, if the 

real effective exchange rate increases by 1%, China’s export will increase by 4.02%. 
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This growth trend confirms the results of Chart 4.7. The R2 is 0.88 and the most 

important thing is that the foreign GDP has no direct relationship with China’s effective 

exchange rate, so the regression line highly fit the sample data. The results of the right 

part of Box 4.2 are similar, but the coefficient of ln_exchange rate is negative, which 

means that if the real effective exchange rate increases by 1%, the total demand for 

China’s import will decrease by 2.44%. 

 

 Heteroscedasticity test 

Heteroscedasticity means that the variance of the error term is not constant. The 

problem of it is that the standard errors are calculated incorrectly and it can lead to 

wrong inference.  

  Here we will use the Breusch-Pagan Test to test the heteroscedasticity: 

Hypothesis: H0: there is no heteroscedasticity in the function. Using 5% significant 

level. See results in Box 4.3 

Box 4.3                 Breusch-Pagan-Godfrey Test  

 

Source: author’s calculation 

 

  The Prob. Chi-Square is 0.6180 and 0.3658 which is higher than 0.05. So we accept 

the hypothesis H0: there is no heteroscedasticity. 
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 Autocorrelation test 

Autocorrelation is the cross-correlation of a signal with itself. When autocorrelation 

exists, the estimates remain unbiased and consistent, but variance of the estimates 

increases. 

The Durbin-Watson Test will be used here: 

Hypothesis H0: ρ=0 (no serial correlation) with two-sided 5% significant level.  

Firstly, we regress E on constant and E(-1), where E is the residual and E(-1) means 

there is a lag on the residual. See the result in Box 4.4. 

Box 4.4                  Durbin-Watson Test 

 

Source: author’s calculation 

The coefficient of E(-1) is -0.200054, which is also the value of ρ in next formula. 

And then, the formula (4.5) will be used.  

d = 
∑ (𝑒𝑡−𝑒𝑡−1)2𝑇

𝑡=2

∑ 𝑒𝑡
2𝑇

𝑡=1
 ≈ 2(1-ρ̂)                                          (4.5) 

If d＜dL      reject H0 

If d ＞4-dL     reject H0 

If dU ≤d≤4-dU  do not reject H0 

Otherwise     inconclusive 

 

So, d=2×[1-(-0.200054)]= 2.40108.  
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And from the Durbin-Watson Table
17

, when n=9 and k=2, dU=1.699＜d =2.40＜4- 

dU=2.301. The H0 should not be rejected; there is no autocorrelation in our function 

under 5% significant level.   

After all the tests, the main result is that the price elasticity of demand for China’s 

export is positive and for China’s import is negative (see Box 4.2).  

 

4.5.3 Analysis of the exchange rate effect on China’s export and import 

According to the economic theory, a strong domestic currency supports the import, 

because the import products will be cheaper in domestic currency. On the other side, a 

strong domestic currency damages the export, because the domestic export products 

in foreign markets will be more expensive. But according to our analysis, the situation 

is totally different in China. Based on the economic data from 2003 to 2012, the 

impact of the real effective exchange rate of Chinese Yuan on China’s export is 

positive and the impact on China’s import is negative. The reasons can be: 

 In short term, a small rise of Chinese Yuan won’t have a major effect on China’s 

import and export. The basic growth trend of China’s export will not be changed 

by the appreciation of Chinese Yuan; it has been explained in Box 4.1. 

 Processing trade takes a big share in China’s import and export. The fact that 

goods imported into China, processed and then re-exported to foreign countries 

means that the Chinese enterprises can only get a small share of the total profit of 

the final products. For example, most of IPhones are produced in China and then 

exported to other countries. However, the profit for Chinese enterprises is only 

4%
18

. Therefore, the appreciation of Chinese Yuan will not cut the China’s 

re-export trade, but it will decrease the costs of import of electronic components.  

Moreover, about a half of China’s import and export comes from foreign 

enterprises, they can insure the price against the fluctuations on exchange rate. 

For example, one NIKE T-shirt is made in China and then exported to the United 

                                                 
17 In Annex (n=9, k’=2) 
18 Liu Changyu, China’s Ministry of Commerce official, 17th June, 2013 
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States; the price is 140￥ in China and 20$ in America, so the exchange rate is 7

￥/$. After several months, the exchange rate changes to 6￥/$. Because the 

NIKE company wants to stabilise the price in the American market, it can cut the 

export price in China to 120￥. And it will not suffer any loss from this price 

changes. 

The share of foreign enterprises in China’s import and export is illustrated in 

Chart 4.8. 

Chart 4.8   The share of foreign enterprises in China’s import and export from 2005 

to 2012                                                          (in %) 

 

Data: National Bureau of Statistics of China (2014) 

 

 The cost of reaching a foreign market is usually high, so some companies would 

rather reduce their profit than lose the market share. If the Chinese Yuan does not 

appreciate so much in short term, the Chinese exporters will reduce some other 

costs to stabilise their product prices in foreign markets. 

 Labor costs and some other costs are relatively low in China, so a small 

appreciation of Chinese Yuan will not change China’s comparative advantages in 

labour-intensive industries. 

 Whereas domestic demand has been weak since the global financial crisis, the 

GDP growth rate decreased rapidly in 2009. Therefore, the appreciation of 

Chinese Yuan could not promote China’s import grew rapidly. Moreover, most 

Chinese consumers are not sensitive to the prices of foreign products, some of 
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them are only interested in luxury. For this kind of people, the consumption of 

foreign products is a way how to show off. This is the reason why the higher 

price of some foreign products increases the demand for them.   

 

 

4.6 Summary of the chapter 

The private and corporate international businesses are affected by the exchange 

control system in China, the currency exchange is limited or regulated under this 

system. But as the world’s second biggest exporter, China should be more open and 

free.   

  Unfortunately, the monopoly in banking industry is really harmful for the China’s 

financial market. In addition, the unequal distribution of wealth makes China more 

dependent on export. In order to change these difficulties, several reforms were been 

made such as the establishment of Shanghai Pilot Free Trade Zone. But the risk from 

international market still exists, it is dangerous for China to appreciate Chinese Yuan 

rapidly in the short term. 

  From the analysis of the exchange rate and China’s foreign trade, it can be found 

that the appreciation of Chinese Yuan could not eliminate China’s trade surplus. 

China’s import and export are not sensitive to the exchange rate in the short term. The 

main reasons could be: China’s export has a strong growth trend which cannot be 

changed by a small rise of Chinese Yuan; processing trade takes a big share in China’s 

import and export, this kind of exports are not very sensitive to the exchange rate; 

some Chinese exporters would rather reduce the profit than lose the foreign market 

share; a small rise of Chinese Yuan will not change China’s low labor cost advantages 

in labour-intensive industries; many Chinese customers are not sensitive to the price 

of import products. 
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5 Conclusion 

In recent years, China’s import and export have increased significantly; the net export 

was worth 230,309 million U.S. dollars in 2012. Because of that, there are more and 

more debates about the exchange rate of Chinese Yuan and the China’s monetary 

policy in the world. The aim of the thesis is to assess the relationship between China’s 

monetary policy and China’s foreign trade.  

  In chapter 2, the general monetary policy in China was described. There are five 

main parts in the China’s financial system: the central bank, government, enterprises, 

and individuals, banking financial institutions and non-bank financial institutions. The 

National Development and Reform Commission and the People’s Bank of China are 

the two main departments which conduct monetary policy in China. And the open 

market operations, deposit reserves, central bank lending and interest rate are the four 

main tools of the central bank. 

  In chapter 3, China’s import and export was analysed. After the 2007/2008 global 

financial crisis, China met troubles in the foreign trade; the growth rate of import and 

export decreased rapidly in 2009. During this period, China adopted an expansionary 

policy to stimulate exports and increase the import of high-tech products. China’s 

foreign trade gradually recovered. 

  In chapter 4, we can find out that the exchange control and high degree of 

monopoly in the banking industry are the two main problems in current China’s 

financial market. And when we assess the impact of the exchange rate of Chinese 

Yuan on China’s import and export, we can get an unusual result: the elasticity of 

exchange rate is positive relative to export but negative relative to import. The reason 

to explain this phenomenon could be the China’s foreign trade structure and 

consumption habits of Chinese customers on import products. 

  As a result, the Chinese Yuan will probably not appreciate rapidly in future year, or 

it will even depreciate. This is depends on the ability of the China’s government to 

resist the pressures of foreign countries. But anyway, a small appreciation Chinese 
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Yuan will not change China’s trade surplus. Moreover, the Chinese financial market 

will be more open and the monetary policy will be focused on internal stability and 

export expansion. China’s import and export will keep growing and the export will 

continue to be the most important driving force of the China’s economic growth in the 

short term. 
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Annex 1                              China’s import and export from 2003 to 2012                        (Million U.S. dollars) 

 General import General export General import and export Net export 

2003 412,760 438,228 850,988 25,468 

2004 561,229 593,326 1,154,550 32,090 

2005 659,953 761,953 1,421,910 102,000 

2006 791,461 968,978 1,760,440 177,520 

2007 956,116 1,220,456 2,176,570 264,344 

2008 1,132,567 1,430,693 2,563,255 298,123 

2009 1,005,923 1,201,612 2,207,535 195,687 

2010 1,396,244 1,577,754 2,973,998 181,510 

2011 1,743,484 1,898,381 3,641,860 154,898 

2012 1,818,405 2,048,714 3,867,119 230,309 

Source: National Bureau of Statistics of China (2014) 
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Annex 2                               China’s main import products (based on SITC)                       (Million U.S. dollars) 

 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 

Food & Live Animals 5,960.00 9,154.00 9,388.00 9,994.27 11,499.62 14,051.18 14,827.19 21,570.29 28,774.00 35,259.84 

Beverages & Tobacco 490.00 548.00 783.00 1,040.62 1,401.14 1,920.05 1,953.65 2,428.17 3,685.00 4,402.87 

Raw Materials 34,124.00 55,358.00 70,226.00 83,156.65 117,910.23 166,695.13 141,346.69 212,111.24 284,923.00 269,659.52 

Fuels & Lubricants 29,189.00 47,993.00 63,947.00 89,000.59 104,930.09 169,241.99 124,037.60 188,999.90 275,776.00 313,084.91 

Animal & Vegetable Oils 3,000.00 4,214.00 3,370.00 3,936.44 7,344.37 10,486.36 7,639.07 8,740.32 11,112.00 12,527.04 

Chemicals 48,975.00 65,473.00 77,734.00 87,046.84 107,554.02 119,187.83 112,090.04 149,699.77 181,106.00 179,286.81 

Manufactured Goods 63,902.00 73,986.00 81,157.00 86,923.80 102,877.26 107,164.91 107,739.09 131,278.15 150,304.00 145,952.55 

Machinery & Transport 

Equipment 

192,826.00 252,830.00 290,478.00 357,020.75 412,459.14 441,764.78 407,796.84 549,420.65 630,570.00 652,940.68 

Miscellaneous 

Manufactures 

33,011.00 50,143.00 60,862.00 71,310.51 87,509.75 97,641.21 85,186.07 113,560.49 127,722.00 136,518.76 

Others 1,282.00 1,529.00 2,008.00 2,030.40 2,464.65 4,408.72 3,306.97 18,435.02 49,513.00 68,772.02 

Source: National Bureau of Statistics of China (2014) 
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Annex 3                               China’s main export products (based on SITC)                       (Million U.S. dollars) 

 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 

Food & Live Animals 17,531.00 18,864.00 22,480.00 25,723.00 30,742.65 32,761.99 32,627.78 41,148.26 50,493.00 52,074.91 

Beverages & Tobacco 1,019.00 1,214.00 1,183.00 1,193.00 1,396.54 1,529.43 1,640.95 1,905.91 2,276.00 2,590.41 

Raw Materials 5,032.00 5,843.20 7,484.00 7,860.00 9,116.30 11,318.90 8,153.08 11,603.03 14,977.00 14,341.47 

Fuels & Lubricants 11,114.00 14,480.00 17,622.00 17,770.00 19,950.87 31,772.92 20,373.73 26,673.09 32,274.00 31,006.96 

Animal & Vegetable Oils 115.00 148.00 268.00 373.00 302.76 573.69 316.25 355.47 526.00 544.47 

Chemicals 19,581.00 26,360.00 35,772.00 44,530.00 60,323.85 79,346.42 62,017.02 87,571.93 114,788.00 113,565.36 

Manufactured Goods 69,018.00 100,646.00 129,121.00 174,816.00 219,877.20 262,391.22 184,815.98 249,108.07 319,560.00 333,140.81 

Machinery & Transport 

Equipment 

187,773.00 268,260.00 352,234.00 456,343.00 577,044.66 673,329.15 590,274.47 780,268.76 901,774.00 964,361.30 

Miscellaneous 

Manufactures 

126,088.00 156,398.00 194,183.00 238,014.00 296,844.46 335,959.32 299,746.87 377,651.93 459,370.00 535,671.87 

Others 956.00 1,112.00 1,606.00 2,315.00 2,176.49 1,710.03 1,629.13 1,467.88 2,343.00 1,416.79 

Source: National Bureau of Statistics of China (2014) 
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Annex 4                     China’s import from different countries and regions from 2003 to 2012              (Million U.S. dollars) 

 

Source: National Bureau of Statistics of China (2014) 

 

 

 

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

From Asia 272,898.79       369,419.49       441,479.45       525,367.18       619,926.55       702,586.14       603,520.47       834,956.23       1,004,084.63     1,038,293.36     

From Hong Kong 11,118.66         11,796.72         12,224.78         10,779.76         12,804.20         12,915.85         8,702.50           12,260.42         15,492.42         17,880.38         

From Japan 74,148.13         94,326.73         100,407.68       115,672.58       133,942.37       150,600.05       130,914.90       176,736.10       194,563.52       177,833.95       

From Korea 43,128.05         62,234.10         76,820.40         89,724.14         103,751.95       112,137.92       102,545.07       138,348.86       162,706.29       168,737.61       

From India 4,251.38           7,678.03           9,766.22           10,277.45         14,617.10         20,258.89         13,727.28         20,846.24         23,371.15         18,795.82         

From Europe 69,696.91         88,999.33         96,430.90         114,856.82       139,672.83       168,059.04       162,043.72       217,870.12       287,174.89       286,689.86       

From Germany 24,291.89         30,356.02         30,722.93         37,879.36         45,382.93         55,789.93         55,719.43         74,261.22         92,743.96         91,921.06         

From Russia 2,256.76           2,706.71           3,225.48           2,525.67           6,736.95           10,990.03         2,067.64           5,828.88           19,773.90         29,314.19         

From Netherland 4,610.64           6,521.27           9,825.99           10,347.99         14,686.12         15,145.26         10,528.11         17,416.16         24,038.13         21,302.26         

From the UK 8,364.13           10,627.35         11,288.97         14,837.11         10,965.59         12,538.67         21,636.54         20,460.16         19,774.95         19,046.28         

From France 6,098.73           7,648.20           9,006.79           11,279.22         13,341.06         15,632.52         12,996.18         17,105.45         22,063.30         24,118.22         

From North America 38,262.76         52,030.15         56,162.26         66,922.29         80,407.75         94,069.83         89,557.89         117,077.02       144,346.94       156,165.66       

From the USA 33,866.09         44,656.55         48,621.77         59,211.04         69,390.61         81,359.93         77,460.38         102,098.74       122,128.91       132,897.46       

From Oceania 8,599.97           13,333.69         18,013.60         21,323.70         28,413.59         40,236.27         42,663.88         66,017.98         88,927.33         91,666.11         

From Australia 7,300.07           11,552.49         16,193.63         19,323.30         25,840.34         37,435.14         39,488.20         61,122.06         82,673.15         84,617.94         

From Latin America 14,929.38         21,762.53         26,785.27         34,175.19         51,110.90         71,643.95         64,768.79         91,841.64         119,668.20       126,072.64       

From Brazil 5,842.29           8,672.87           9,992.52           12,909.49         18,341.83         29,863.44         28,276.93         38,125.37         52,394.49         52,329.40         

From Africa 8,359.99           15,646.06         21,062.13         28,771.74         36,359.20         55,966.94         43,331.24         67,091.97         93,239.86         113,250.64       

From South Africa 1,839.99           2,960.21           3,443.05           4,085.36           6,618.07           9,234.97           8,711.75           14,903.24         32,107.90         44,671.26         
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Annex 5                       China’s export to different countries and regions from 2003 to 2012              (Million U.S. dollars) 

 

Source: National Bureau of Statistics of China (2014) 

 

 

 

 

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

To Asia 222,579.56 295,486.98 366,407.58 455,726.92 567,874.03 664,118.50 568,650.91 731,954.84 899,038.09 1,006,811.86

To HongKong 76,274.37 100,868.57 124,473.25 155,309.07 184,436.25 190,729.03 166,228.57 218,302.05 267,983.08 323,430.62

To Japan 59,408.70 73,509.04 83,986.28 91,622.67 102,008.59 116,132.45 97,867.66 121,043.49 148,270.49 151,621.83

To Korea 20,094.77 27,811.56 35,107.78 44,522.21 56,098.86 73,931.99 53,669.72 68,766.26 82,920.06 87,677.68

To India 3,343.23 5,936.01 8,934.28 14,581.30 24,011.46 31,585.38 29,656.04 40,914.96 50,537.09 47,677.51

To Europe 88,167.72 122,386.20 165,628.21 215,369.73 287,848.56 343,422.05 264,651.29 355,187.97 413,571.08 396,399.09

To Germany 17,442.11 23,755.73 32,527.13 40,314.60 48,714.29 59,208.95 49,916.38 68,047.18 76,400.05 69,210.33

To Russia 13,501.24 18,518.82 25,875.74 30,861.14 41,417.83 45,918.58 36,683.91 49,704.23 59,499.49 58,896.80

To Netherland 7,293.53 9,921.39 11,639.36 13,910.66 20,327.39 23,305.92 21,460.06 27,651.39 29,998.85 26,899.21

To the UK

To France 98,131.21 133,230.48 174,668.40 219,113.86 252,115.09 274,272.43 238,553.83 305,842.71 350,075.06 380,110.10

92,466.77 124,942.03 162,890.75 203,448.42 232,676.55 252,383.55 220,802.22 283,286.55 324,453.36 351,776.79

To North America

To the USA 7,290.01         10,170.62       12,887.13       16,009.26       21,100.96       25,878.12       24,926.96       33,016.71       40,894.32       44,867.57       

To Oceania 11,877.43       18,238.09       23,680.50       36,027.95       51,539.40       71,762.04       57,094.26       91,798.03       121,719.30      135,215.21      

To Australia 2,143.26         3,674.10         4,827.21         7,380.11         11,372.26       18,807.46       14,118.86       24,460.50       31,836.63       33,419.56       

To Latin America 10,181.85       13,813.22       18,681.60       26,687.88       37,297.73       51,239.92       47,734.56       59,954.05       73,083.03       85,310.61       

To Brazil 2,029.36         2,951.90         3,825.97         5,767.71         7,428.26         8,617.62         7,365.75         10,799.86       13,362.31       15,323.02       
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Annex 6         The actual utilization of foreign capital from different countries and regions from 2003 to 2012       (Million U.S. dollars) 

 

Source: National Bureau of Statistics of China (2014) 

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

The actual utilization

of foreign capital
56,140.00    64,072.00    63,805.00    67,076.00    78,339.00    95,253.00    91,804.00    108,821.00  117,698.00  113,294.00  

From Asia 34,101.69    37,619.86    35,718.89    35,084.87    42,117.35    56,345.12    60,645.31    77,592.15    89,514.27    86,695.59    

From HongKong 17,700.10    18,998.30    17,948.79    20,232.92    27,703.42    41,036.40    46,075.47    60,566.77    70,500.16    65,561.19    

From Japan 5,054.19      5,451.57      6,529.77      4,598.06      3,589.22      3,652.35      4,104.97      4,083.72      6,329.63      7,351.56      

From Singapore 2,058.40      2,008.14      2,204.32      2,260.46      3,184.57      4,435.29      3,604.84      5,428.20      6,096.81      6,305.08      

From North America 5,161.35      4,977.59      3,729.96      3,686.99      3,390.27      3,957.80      3,676.72      4,013.72      3,581.56      3,825.85      

From United States 4,198.51      3,940.95      3,061.23      2,865.09      2,616.23      2,944.34      2,554.99      3,017.34      2,369.32      2,598.09      

From Europe 4,271.97      4,798.30      5,643.10      5,711.56      4,365.11      5,459.37      5,495.29      5,921.83      5,876.54      6,290.50      

From Germany 856.97        1,058.48      1,530.04      1,978.71      733.97        900.49        1,216.57      888.40        1,128.96      1,450.95      

From Netherland 725.49        810.56        1,043.58      841.04        616.66        862.16        741.28        914.49        761.37        1,143.58      

From Latin America 6,906.57      9,043.53      11,293.33    14,162.62    20,117.99    20,903.44    14,684.33    13,525.63    12,504.60    10,183.57    

From Virgin Islands 5,776.96      6,730.30      9,021.67      11,247.58    16,552.44    15,953.84    11,298.58    10,447.34    9,724.95      7,830.86      

From Cayman Islands 866.04        2,042.58      1,947.54      2,095.46      2,570.78      3,144.97      2,581.89      2,498.80      2,241.96      1,975.40      

From Oceania 1,731.19      1,974.37      1,998.98      2,260.24      2,742.90      3,169.87      2,528.77      2,327.77      2,619.98      2,265.89      

From Samoa 985.72        1,128.85      1,351.87      1,537.54      2,169.88      2,549.75      2,020.03      1,773.33      2,076.23      1,743.71      

From Africa 617.76        775.68        1,070.86      1,217.35      1,486.83      1,667.88      1,309.69      1,279.92      1,640.91      1,387.87      

From Mauritius 520.98        602.32        907.77        1,032.71      1,332.50      1,493.71      1,103.78      928.84        1,139.21      958.73        
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Annex 7                        The actual utilization of foreign capital in different industries                   (Million U.S. dollars) 

  To manufacturing industry To real estate industry To wholesale and retail sales 

2005 42,452.91 5,418.07 1,038.54 

2006 40,076.71 8,229.50 1,789.41 

2007 40,864.82 17,088.73 2,676.52 

2008 49,894.83 18,589.95 4,432.97 

2009 46,771.46 16,796.19 5,389.80 

2010 49,590.58 23,985.56 6,595.66 

2011 52,100.54 26,881.52 8,424.55 

2012 48,866.49 24,124.87 9,461.87 

Source: National Bureau of Statistics of China (2014) 
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Annex 8                    Durbin-Watson Statistic: 5 Per Cent Significance Points of dL and dU 

 

Source: Durbin-Watson Significance Tables (2014) 


