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August trade and foreign reverses data reveal accelerating
capital outflows after the unexpected currency devaluation

China’s recessionary trade surplus, a widening trade surplus resulting from a mix of weak exports and
even weaker imports, continued in August, as reflected in today’'s announced August trade data. In
particular, the year-on-year growth of exports fell short of our expectation despite its low base in the same
period of last year, indicating that the unexpected 3% currency devaluation (Figure 1), which was
announced on August 11™, has failed to boost exports immediately. More importantly, the widening trade
surplus, coupled with a significant diminishment of foreign reserves (down by a record USD 93.9 bn in
August as reported yesterday), suggest that the authorities have spent an enormous amount of money in
stabilizing the market confidence in the exchange rate after their rash move of the currency devaluation.
Looking ahead, the authorities are likely to defend the exchange rate at the expense of more reserves loss.
We project that China’s foreign reserves could decline to USD 3.30 trillion as of the end-year, compared to
3.56 trillion at end-August. In the meantime, the authorities will tighten capital account restrictions and
implement more macro-prudential measures to stem capital outflows.

e Both exports and imports registered remarkable year-on-year declines. In particular, exports
registered a year-on-year decline of -5.5% y/y in August, narrowed from -8.3% y/y in July while
below our expectation (BBVA: -3.0% y/y versus consensus: -6.6% y/y). In the meantime, imports
slide further by -13.8% yly, from -8.1% y/y in July (BBVA: -12.0% versus consensus: -7.9% vyl/y).
Accordingly, trade surplus increased to USD 60.24 bn in August compared to USD 43.03 bn in the
previous month (Figure 2), well above market expectations (BBVA: USD 62.62 bn versus
consensus: USD 48.0 bn).

e The currency factor continued to weigh on exports. The Chinese RMB’s strength against
other major currencies (except for the USD) contributed to the decline in shipments. For example,
exports to European countries and Japan were especially weak due to their currency depreciation
against the RMB since early this year. Meanwhile, imports were dragged by both weak domestic
demand and falling commodity prices. In terms of volume, crude oil, liquefied petroleum gas and
copper ore even registered year-on-year growth in August although their import value has dipped
significantly.

e Foreign reserves registered a record decline in August due to accelerating capital
outflows. China’s foreign reserves declined by USD 93.9 billion in August, the largest single-
month drop in history. (Figure 3) If we use the sum of monthly foreign reserves change and trade
surplus as a rough estimate for capital outflows in the month, the August reading shows that the
size of capital outflows almost doubled compared to the previous month, mainly due to
accelerating capital outflows in response to the unexpected currency devaluation. (Figure 4) Now
China’s authorities seem to back down from their previous attempt to devalue the currency and
increase the exchange rate flexibility. They are now keen to maintain investors’ confidence in the
RMB exchange rate so as to avert the vicious cycle of currency depreciation and capital outflows.
The new goal seems achievable but needs to pay dearly from their pocket of foreign reserves.
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Figure 1

RMB depreciated by

3% after the PBoC

announced new fixing price formation mechanism

Figure 2
The sluggish trade data
depreciation has failed to boost exports
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Figure 3
Foreign reserves declined by USD 93.9 billion in
August, the largest single-month drop

Source:

Figure 4
The size of capital outflows in August almost
doubled compared to the previous month
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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.



