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China’s reform strategy implies lower import growth. China is rebalancing its exports and public spending-
led growth model towards a more long-term sustainable alternative, marked by a rising share of private
consumption. This goes hand in hand with a gradual economic slowdown, which also implies that import growth
is structurally coming down. In this report, we will focus on what this means for China’s commodity imports.

Reform-related trends affect commodity imports. For commodity imports, the most important reform-related
trends are in our view: 1) Rebalancing from industry/investment towards services/ consumption, 2) The New
Silk Road, ongoing urbanisation and regional development, 3) Rise of average wealth levels supporting (more
‘luxurous’) consumption, 4) Ongoing crackdown on corruption, 5) Focus on reducing pollution and 6) Catch up
in commodity consumption per head. These trends will have an effect on China’s total commodity imports and
its composition, as they will play out differently for various commodity types.

Industrial metal imports are negatively impacted by China’s ongoing rebalancing. With the exception of
iron ore, industrial metal imports have already fallen for a while and, going forward, will feel the negative impact
from the rebalancing from investment to consumption and from the increased focus on reducing pollution.
However, the New Silk Road plan and ongoing urbanisation and regional development and the rise in
consumption of cars and electrical devices are supporting factors. On balance, we expect lower growth of
industrial metal imports and from time to time even import compression.

Rising wealth levels will support imports of precious metals. We expect China’s demand for gold and
precious metals to rise further in the coming years, although the anti-corruption campaign may temporarily
distort long-term trends. The rise in average wealth levels will support the demand for luxury products including
jewellery, helping imports of gold, silver, platinum and precious stones. For palladium and platinum, we
anticipate that the expected ongoing rise in auto production and sales will continue to support Chinese imports.

Promising prospects for imports of natural gas and renewable energy. Energy imports have been quite
resilient, with coal as clear negative outlier. Looking forward, import prospects for natural gas and renewables
remain promising, reflecting the drive to reduce pollution and use cleaner production methods. Meanwhile, the
prospects for coal imports remain bleak.

Coffee, cocoa and soybeans to outperform among soft commodities. Soybean, coffee and cocoa imports
have been resilient in recent years, while wheat and cotton imports have dropped. Going forward, we expect
China’s import demand for soft commaodities to be shaped by the ongoing rise in average wealth levels. This will
remain a supportive factor for the more “luxurous” food items, such as coffee and cocoa, and for feed items
such as soybeans.
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1. INTRODUCTION

China’s economic reforms go hand in hand with a (gradual)
economic slowdown. As a consequence, annual import growth
has fallen sharply and has even become negative in late 2014
and early 2015. Assuming China’s economic slowdown to
remain gradual, import growth might recover somewhat, but
will certainly remain far below the high rates reached in 2000-
2008 and 2010-2011." In this report we will more closely
analyse the impact of China’s gradual slowdown and its
rebalancing strategy on the country’s commodity imports. We
will look at four different subgroups of commaodities: industrial
metals, precious metals, energy and soft commodities.

2. MAIN TRENDS

High growth has boosted China’s commodity demand ...
Over the past decades, China has undergone a major
economic development. WTO accession in 2001 has been an
important milestone. The Chinese economy has reached very
high growth rates, averaging 10.6% in the period 2002-2011.
Even during the global financial crisis, Chinese growth
remained high, averaging 9.8% in 2008/09. As a result,
average wealth levels in China have risen sharply, also from
an international perspective. Between 2000 and 2014, China’s
GDP per capita has risen eightfold. Its rise in wealth levels has
been much more impressive than for other BRIC countries in
this period.

China’s metals demand and GDP

Per capita terms, % yoy

35 1 - 45
30 1 L 35
25 +

25
20 A

] o\ 15
10 1 \/ /\ [

5 T T T T T T T -5
00 02 04 06 08 10 12 14

——Consumption base metals Real GDP ——Iron ore imports

Source: Thomson Reuters Datastream

... feeding through into commodity imports as well
China’s high growth rates and its integration into the world
economy were illustrated by a surge in imports as well. Just
after WTO accession, annual import growth jumped to an
average of 40% in 2003/04, followed by somewhat lower but
still impressive growth rates of around 20% yoy in the years

! More insights into this issue can be found in our Macro Focus, A
closer look at Chinese imports, published in November 2014.

preceding the global financial crisis. After a sharp contraction
in 2009, annual import growth surged again in 2010-2011.

These general trends are also reflected in China’s demand for
commodities. In per capita terms, China’s consumption of base
metals, for instance, has risen sharply in the years preceding
the global financial crisis. Although China has also stepped up
its domestic production capacity for many commodities, this
has supported commaodity imports as well.

Gradual slowdown drives down import growth ...,

Since several years now, China is aiming at rebalancing its
exports and public spending-led growth model towards a more
long-term sustainable alternative marked by a rising share of
private consumption. In our view, this reform process will take
years and goes hand in hand with a gradual economic
slowdown. The ongoing gradual slowdown (particularly of
investment) also implies that import growth is structurally
coming down.

Economic growth and import growth
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In 2014, growth of Chinese imports in value terms fell to an
average 1% yoy, the lowest level since the global financial
crisis. On an annual basis, Chinese imports have contracted in
late 2014 and early 2015, reaching -20.5% in February, the
deepest slump since May 2009. True, recent data are biased
by falling commodity prices and by the timing of the Chinese
New Year, but there are clear signals that not only import
values but also import volumes are coming down. This is also
true for commodity imports, as both import values and volumes
for many commodities have fallen recently (see for more detail
the specific chapters below).

... but China remains key global commodity player
Despite the recent slowdown of China’s (commaodity) imports,
the country remains a key player in global commodity markets
in terms of production, consumption and trade. Focussing at
commodity imports, China is now the world’s largest net
importer of oil and other liquid fuels. China is also the world’s
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largest importer for several industrial metals (e.qg. iron ore,
bauxite, coking coal, copper, nickel), precious metals (e.g.
gold, together with India), energy commodities (e.qg. oil, coal)
and soft commodities (e.g. soybeans, cotton).

Consumption per head ranking varies per commodity
When correcting for differences in population size by looking at
consumption per capita, China’s international ‘ranking’ varies
strongly among different commodities. For steel, China’s
consumption per head is comparable to Japan’s and clearly
higher than in the EU, the US and than the global average.
Also for many other metals, China’s consumption per head is
high by international standards. The same is true for China’'s
gold consumption per head, which is comparable to India’s
and higher than the global average.

Consumption per capita for several commodities

Energy Gold Soybeans Steel
(mIn Btu) (metric tonnes per (tonnes per (kgs)

min inhabitants) 1000 inhabitants)
2011 2014 2011 2013
China 78 0.60 53 568
Brazil 60 0.13 200 147
India 20 0.67 9 64
EU 134 0.59 25 304
Japan 164 0.14 23 561
us 313 0.56 156 334
World 75 0.45 36 236

Sources: IEA, Thomson Reuters Datastream, various sources.

The picture is different for energy: total primary energy
consumption per head is clearly below the levels seen in the
US and other advanced economies. For soybeans, China’'s
consumption per head is higher than the global average, but
clearly lower than the level of for instance Brazil and the US.
China’s coffee consumption per head is low by international
standards (0.003 cup per day compared to 2.4 cups in
frontrunner the Netherlands) and the same is true for
chocolate.

Trends affecting commodity imports

China’s overall reform strategy comprises a number of trends
that affect the composition of China’s import demand, including
for commodities. Regarding commodity demand and imports,
the most important trends are in our view:

1) The ongoing rebalancing from industry and investment
towards services and consumption. China’s future growth
model will be less dependent on (publicly driven)
investment into heavy industry and exports, but the share
of private consumption should pick up.

2) The New Silk Road initiative brings investment in
transport infrastructure, the construction of industrial
corridors and investment in ports and new trade routes,

supporting demand for related commodities. Ongoing
urbanisation and regional development will also keep
investment in infrastructure at elevated levels.

3) The rise of average wealth levels, measured by
GDP/capita, and the expansion of China’s middle class
should support the pick-up of consumption. Moreover, we
expect this trend also to lead to a shift towards more
expensive and higher-quality consumption goods. This
relates for instance to the consumption of cars, electrical
equipment, luxury goods etcetera, but also to more
expensive and higher quality food products.

4) Under President Xi, the authorities remain vigilant with
respect to fighting corruption. We expect this stance to
continue in the foreseeable future. This may well continue
to be a factor impacting negatively on the demand for
certain luxury products, as was seen last year.

5) Atthe latest annual National People’s Congress held in
the first half of March, the authorities have underlined the
goal of reducing pollution. We expect this will go hand in
hand with a gradual move to a cleaner way of production,
a stronger usage of cleaner energy sources and a more
efficient use of resources.

6) China’s ongoing economic development will go hand in
hand with a further catching-up in terms of commodity
consumption per head. This may particularly benefit
commodities for which consumption per head is now
relatively low (energy, coffee, cocoa etcetera).

Trends 1 and 2 look a bit contradictory, and so do trends 3 and
4. We feel the impact of these trends and the timing thereof
can play out differently for several commodity types.

In our view, these six broad trends will have an effect on total
commodity imports, but also on its composition. Given China’s
large role in the global production and trade of commodities,
that could have important consequences for global commodity
demand and prices. We will have a look at recent
developments for various commodity categories and will
present our expectations going forward.’

2 The content of this report has been consulted with Marijke
Zewuster (Head of Emerging Markets & Commodity Research),
Georgette Boele (Co-ordinator FX & Commodity Strategy), Casper
Burgering (Sector Economist Manufacturing & Industrial Metals),
Hans van Cleef (Senior Energy Economist) and Frank Rijkers
(Sector Economist Agricultural and Food).
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3. INDUSTRIAL METALS

China still dominant on global industrial metal markets
China plays a dominant role in the global production,
consumption and trade of industrial metals. China’s share in
global production ranges from 40-50% for aluminium, coking
coal, iron ore and zinc to 35% for copper and nickel and 20%
for bauxite. China’s steel production has exploded since early
2000, with China’s share in global crude steel production rising
from 15% in 2000 to almost 50% presently. China’s share in
global consumption for base metals is even more impressive:
around 60% for coking coal and iron ore and around 50% for
aluminium, copper, nickel and zinc.

China’s global relevance for several metals

Shares (%) in global ...  Consumption Production
Aluminium 48 51
Bauxite 20
Coking coal 59 52
Copper 47 35
Iron ore 64 47
Nickel 50 35
Zinc 45 41

Sources: Metal Bulletin, USGS, UNCTAD, Clarksons, various sources

Following the strong increase in steel production, iron ore
demand has risen strongly. China has sufficient domestic iron
ore reserves, but the quality is poor compared to international
standards. Due to this poor quality, many steel mills in China
have announced that they will continue to source good quality
iron ore from abroad. China’s share in global iron ore imports
was a stunning 64% (in 2012), while its share in seaborne
trade is almost 70%.

China’s import volumes of selected industrial metals
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Iron ore imports resilient
Looking at import developments over the past five years, metal
imports have been affected by China’s economic slowdown

and the rebalancing away from industry and investment
towards services and consumption. However, there is a clear
discrepancy between iron ore, which accounts for 80-85% of
China’s total imports of industrial metals, and other industrial
metals. Iron ore imports have continued to rise steadily in the
period 2010-2014, although flattening out in recent months.

China’s import volumes of selected industrial metals
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By contrast, import volumes of aluminium, bauxite, coking
coal, copper, nickel ore and zinc have all fallen, although by
varying degrees and with varying starting dates. Note that also
specific factors play a role, such as the Indonesian export ban
which led to falling bauxite and nickel ore imports last year.

Metal imports will feel the effects of ongoing rebalancing
Looking forward, we think industrial metal imports will continue
to feel the impact from the ongoing rebalancing from
investment to consumption and the structural decline in growth
of fixed investment. The drive to cleaner and more efficient
production methods may also affect demand for industrial
metals and imports. However, there are also supporting factors
for industrial metals, such as the ongoing urbanisation and
regional development as well as the projected rise in
consumption of cars and electrical devices. On balance, we
feel that the impressive growth rates seen in the first part of
this century (following WTO accession in 2001) are not
feasible anymore. We expect much lower growth rates for
industrial metal imports going forward and for some industrial
metals even import compression from time to time. All in all,
China will remain a dominant player on global metal markets,
but we expect its share to slowly diminish in the coming years.

4. PRECIOUS METALS

China is a key global player in precious metals

China has evolved into a large player on the global markets for
precious metals. While China is an important gold producer
(with 14% of global mine supply in 2013), it has become one of
the world’s largest gold consumers together with India. Using
GFMS/Thomson Reuters Datastream data, China’s share in
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global gold consumption demand is estimated at around 20%
currently. This entails a sharp rise from around 7.5% in 2000.

China also plays a dominant role in global markets for other
precious metals. For platinum, the country’s global share is
63% for jewellery and 9% for vehicle catalyst converters.
Regarding silver, China has a 33% global share in industrial
demand and around 25% in jewellery demand. China’s share
in global demand for palladium is over 20%.

After an extreme surge, gold imports have fallen back
Taking Hong Kong gold exports to China as a proxy, Chinese
gold imports have surged enormously over the past few years.
Annual volumes have increased 15-fold between early 2010
and early 2013. However, since then annual import volumes
have fallen back somewhat, although remaining high from an
historic perspective. In our view, this correction partly reflects
the effects of the anti-corruption campaign, which seem to
have impacted the demand for gold (products) and some other
luxury goods. The impact of the fall in global gold prices since
2013 on investment demand and (concerns over) slower
growth also have played a role. Finally, overinvoicing practices
may also have contributed to the volatility in recent years.

Estimated Chinese gold imports
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Going forward, we expect China’s demand for gold and
precious metals to rise further in the coming years, although
the anti-corruption campaign could temporarily distort the long-
term trend. Over the longer term, the rise in average wealth
levels will contribute to a rising demand for luxury products
such as jewellery products, which will support imports of gold,
silver, platinum and precious stones. For palladium, and
platinum we anticipate that the expected ongoing rise in auto
production and sales will continue to support Chinese imports.

5. ENERGY
China dominant in coal, rising share for oil and gas

China is dominating the global markets for (thermal) coal,
while its share for energy and gas is rising but still much

smaller. China’s share in global coal demand is almost 50%.
For oil, this share is around 10%, even though according to the
EIA China has surpassed the US to become the world’s
largest net importer of crude oil and related liquids. For natural
gas, China’s share in global demand has risen steadily from
around 1% in 2000 to almost 5% in 2014.

China’s import volumes of energy commodities
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Energy imports resilient; coal negative outlier

China’s economic slowdown does not seem to have had a
strong effect on the country’s energy imports over the past
years. Annual imports of crude petroleum have risen slowly
since 2010. LNG imports have risen faster since 2010,
although they show some stagnation and even a downward
correction in recent months. China’s rise in natural gas imports
is impressive: import volumes have increased almost eightfold
since 2010. This partly reflects the moves toward cleaner
production and less pollution. Coal is the negative outlier here.
In 2014, overall coal consumption fell by 2.9%, the first decline
in 2014. China’s annual import values of coal have stagnated
since late 2012 and started falling during 2014. Besides price
effects, this also reflects the push to cleaner production
methods and more efficient use of resources.

Prospects for natural gas and renewables promising
Going forward, we expect natural gas to keep “outperforming,”
reflecting the drive to use cleaner energy. Hence, China will
become an more important consumer of natural gas. We also
expect more investment in sources of renewable energy. We
expect China’s oil imports to grow at a less impressive pace,
although they may still profit from ‘catch-up effects’, as China’s
energy consumption is low by international standards.
Meanwhile, the outlook for coal is bleak. The government
recently announced that it aims to cut coal use in major
industries by more than 160 million metric tonnes by 2020.
This plan reflects the ambition to reduce air pollution by cutting
coal consumption and improving the efficiency of coal
utilization. China wants to increase the share of renewable
energy in its power source mix to 15% by 2020. In the
November 2014 deal with the US on carbon cuts, China —
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world’s the biggest emitter of greenhouse gases — promised to
cap its carbon output by 2013 or earlier and to increase its use
of energy from zero-emission sources to 20% by 2030.

6. SOFT COMMODITIES

China’s share in global agri commodity imports
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China remains dominant global soybean importer

China has a very high share (over 60%) in global soybean
imports. Hence, developments in China are key for global
soybean markets and for soybean producers/exporters.
China’s import share for other soft commodities is much lower,
but still quite substantial for commodities such as cotton
(around 20%) and rice (around 10%).

China’s import volumes of selected soft commodities
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Soybean, coffee and cocoa imports resilient ...

Import volume developments over the past few years show
clear differences among various soft commodity types. China’s
soybean import volumes have risen steadily in 2010-2013,
although stabilising since 2014. Note that soybean import
values have fallen slightly since mid-2014, partly reflecting the
effect of falling prices. Import values of coffee, tea and species
and for cocoa (products) have also trended upwards in the

period 2010-2014, despite some temporary hick-ups. This
reflects the rise of average wealth levels, which has supported
the demand for more luxurous food products.

... contrasting with falling sugar, wheat and cotton imports
Import volumes (and values) of sugar and wheat have fallen
clearly since 2014, after a steady rise in previous years. This
partly reflects the increase of domestic production. Meanwhile,
cotton imports have fallen sharply since 2012. This reflects
that China has lost market share in the global textile industry to
lower-wage-countries such as Vietnam or Bangladesh.

Prospects for coffee, cocoa and soybeans promising
Going forward, we expect the import demand for soft
commodities to be shaped by the ongoing rise of average
wealth levels. This will remain a supportive factor for the more
luxurous food items, such as coffee and cocoa, and for feed
items such as soybeans. Meanwhile, shifts in eating habits and
lower population growth will dampen import growth for other
commodities, such as rice. We expect soybeans to profit from
the ongoing increase in meat consumption. Cotton imports will
continue to suffer from China’s shrinking market share in the
global textile markets.

7. CONCLUSION

In conclusion, we have identified several trends that relate to
China’s ongoing economic rebalancing and gradual slowdown,
which are relevant for the country’s commaodity imports:

1) rebalancing from investment towards consumption,

2) ongoing urbanisation, 3) rise of average wealth levels,

4) ongoing corruption crackdown, 5) reducing pollution and

6) catch-up in commodity consumption per head. We think
these trends will play out differently for imports of various
commodity types.

Going forward, we expect lower growth of industrial metal
imports and from time to time import compression for several
metals. All in all, China will remain dominant in global industrial
metal markets, but its global share will gradually drop at the
benefit of India and other fast-growing countries.

We expect China’s imports of gold and precious metals to
benefit from the rise in average wealth levels. Regarding
energy, import prospects for natural gas and renewables
remain promising, while the prospects for coal imports remain
bleak. For soft commodities, the ongoing rise in average
wealth levels will remain a supportive factor for the more
‘luxurous’ food items such as coffee and cocoa and for feed
items such as soybeans.
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