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July activity indicators and credit data suggest that the
ongoing recovery hasn’t gained a strong foothold yet

Today the government announced a batch of activity indicators and credit data, which, together with
previously reported trade data, suggest that the growth momentum has moderated in July as strong
external demand can'’t fully offset softened domestic demand. Credit growth in July gave a significantly
downside surprise to the market. Both new bank loans and the total social financing, which is a broad
gauge of credit capturing bank loans and shadow banking activities; have declined dramatically from the
previous month, which doesn’t bode well for growth in the coming months. This have added more
uncertainties to the economic outlook, which indeed had become sanguine in the past few weeks after the
upbeat Q2 GDP report. That said, the ongoing recovery is still fragile and needs more policy support. The
authorities are likely to roll out more stimulus measures going forward to sustain growth during the
remainder of this year. In view of this, we maintain our full-year growth projection of 7.2% for 2014.

¢ Economic activity moderated in July due to softened domestic demand. Industrial
production slowed to 9.0% y/y in July from 9.2% vyly in the previous month (Figure 1), slightly
below expectations (BBVA: 9.3% y/y; consensus: 9.2% yly). The moderation is driven by softened
domestic demand. In particular, the growth of retails sales in July declined to 12.2% y/y compared
with 12.4% yly in June while the continuous deceleration of real estate investment dragged the
total fixed asset investment down to 17.0% y/y YTD in July from 17.3% y/y YTD in June. (Figure 2)
On the external front, July exports growth jumped astoundingly to 14.5% y/y from 7.2% yly in June,
which was boosted by the ongoing recovery in advanced countries but not sufficient to offset the
headwinds from domestic demand. (Figure 3)

e Credit growth surprised to the downside substantially. The total social financing
decreased dramatically to 273.1 billion RMB (consensus: 1500 billion) in July from 1974.5 billion
RMB in June; while new bank loans declined to 385.2 billion RMB (780 billion) compared with
1079.3 billion RMB in June (Figure 4). Accordingly, M2 growth dropped to 13.5% y/y from 14.7%
yly in June. Apart from certain seasonal effects, the sharp decline in credit stemmed from the
weak loan demand of the real economy and banks’ increasing risk appetite. The authorities’
clampdown on the shadow banking sector also led to the decline in the total social financing.

e« On the policy front, we expect the authorities to unveil more stimulus policies to
sustain growth momentum. Although the economy can continue to benefit from the
improving external environment, the headwinds from domestic demand, including the subdued
property market and the elevated debt level of local governments, will weigh on the growth
prospect in the coming months. Therefore, we envisage that new easing policies will center on (i)
providing financial support SMEs and reducing their financing costs; (ii) cutting red tape to create
a better business environment and expanding investment access to more areas; and (iii) relaxing
tightening measures on the property market to spur housing demand. On the monetary front, the
PBoC is likely to employ various monetary tools to achieve a full-year loan growth of around 14%.
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Figure 1 Figure 2
Strong exports and weak imports lead to a Industry production are lower than expected
ballooning trade surplus in July despite the upbeat PMI outturn
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Figure 3 Figure 4
FAl is still weak primarily due to real estate Both bank loans and total social financing decline
investment sharply in July
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



