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November activity indicators lag behind the credit
performance and “New Normal” is set as 2015 theme in
Central Economic Work Conference

Today the government announced a batch of economic activity indicators including industrial production
(7.2% yly), retail sales (11.7% yly) and fixed asset investment (15.8% y/y YTD). Both industry production
and FAI further dropped from their prints in the previous month, suggesting that the economic slow-down
has continued in the fourth quarter, although the retail sales signaled some moderate pick-up. Right after
the releasing of activity indicators above, the PBOC also released November credit data, among which,
aggregate financing and new yuan loans substantially exceeded market consensus and the previous
readings. In general, the disappointing activity indicators reflected that the PBoC’s interest rate cuts in
November still need time to transmit to the real economy, although its effect has been shown in credit
performance beforehand. To stimulate the sluggish economy, the authorities should further deploy
conventional tools to revive growth. Thus, we project that the PBoC will cut interest rates by one or two
times additionally; meanwhile, at least twice Reserve Required Ratio (RRR) cuts between now and the
end of next year are also expected.

At the same time, China's leaders and senior officials concluded the three-day Central Economic Work
Conference, a crucial meeting aiming to set the tone for macroeconomic policies in 2015. In general, the
government stated to keep economic policies steady and adapt to the "New Normal" which means to shift
from “quantity and speed” to “quality and efficiency” of the growth. Based on this theme, we expect a lower
growth target of 7.0% will be set by the authorities for 2015. For 2014, we anticipate that the growth rate
can still remain above 7.0% (BBVA: 7.3%) as the authorities are equipped with ample options of
conventional and unconventional monetary policy instruments at their disposal. Regarding the outlook of
2015, we maintain our growth forecast of 7.0%. That said, the authorities will set the structural reforms
contained in the Central Economic Work Conference as the priority, so as to put growth on a more
efficient and high quality trajectory.

e Activity indicators continued the weakening trend although retail sales picked-up
modestly. In particular, industrial production further slowed to 7.2% y/y in November from 7.7%
yly in the previous month (Figure 1), also below market expectations (Consensus: 7.5% yly).
Despite of the policy easing at end-September which was aimed to revive housing demand,
several property-related sectors, such as construction materials, furniture and home appliance,
haven’t showed significant signals of improvement. On the demand side, FAI outturns remained
sluggish. The total fixed asset investment growth decelerated to 15.8% y/y YTD in November from
15.9% y/y YTD in October (Consensus: 15.8%) (Figure 3). On the other hand, retail sales picked-
up to 11.7%, which has exceeded both market expectation (Consensus: 11.5%) and the previous
print of 11.5%, indicating that domestic consumption turned to be the new engine of growth in
November. (Figure 2)

e The credit outturns substantially exceeded the market consensus and the previous
outturns, indicating the effect of interest rate cuts has started to emerge. The total
social financing, a broad gauge of credit including bank loans, bond issuance and shadow
banking activities, surged to RMB 1150.0 billion from RMB 662.7 billion in October (Consensus:
RMB 895.0 billion); while new yuan loans increased to RMB 852.7 billion (Consensus: RMB
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655.0 billion) from RMB 548.3 billion of the last month (Figure 4). However, M2 growth dropped
modestly to 12.3% y/y (Consensus: 12.5% yly) from 12.6% y/y in October. To explain the out-
performing credit data, anecdotal evidence showed that banks have increased their lending to
local government financing vehicles in anticipation that the lending will be included as public debt
next year when local governments are allowed to issue municipal bonds to finance their
infrastructure projects. In general, after the PBoC cut the interest rates, credit growth seemed to
be back on track and was likely to lend support to growth in the coming months.

e The Central Economic Work Conference set “New Normal” as the theme of 2015,
indicating a slower growth target might be set ahead. Key points of the conference
could be summarized as follows: (i) Chinese economy has entered the “new normal”, featuring a
transition from high speed growth to a medium-to-high one. Thus, the focus of economic growth
will be shifting from “quantity and speed” to “quality and efficiency”. (ii) China will put the
transformation of economic model and restructuring as the first priority on the agenda. (iii)
Continuity and stability are crucial to macroeconomic policies. (iv)The proactive fiscal policy
should be stronger and the prudent monetary policy should be more focused on striking a proper
balance between being tight and loose. (v) Regional integration and development policies should
be improved, while the government will continue improving people's livelihood with necessary and
timely support, especially for those with low incomes.
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Figure 2
Retail sales picked up modestly in November

Figure 1
Industrial production further moderated
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Figure 3

Anemic investment was led by the property

market’s deceleration
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Figure 4

New vyuan loans and aggregate financing

substantially exceeded the market consensus
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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.
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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.



