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The delay of Fed'’s liftoff will buy more time for China

The September's FOMC decided to hold on rate hike, showing the Fed’s true dovish colour. The FOMC
reemphasize the need to see “some further improvement in the labor market” and “the inflation will move
back to its 2 percent target over the medium term.” Another reason of the delay is that the latest spillover
from China’s market turmoil, as the statement also noted that “recent global economic and financial
developments may restrain economic activity somewhat and are likely to put further downward pressure
on inflation in the near term.” The Fed’s decision to delay the first rate hike has shifted our expectations to
December of this year. We believe that the Fed’s delay of liftoff is generally positive for China, giving the
world second largest economy more time to repair its financial system, stabilize the RMB exchange rate
and step up easing efforts to support growth. All in all, we expect the RMB exchange rate to remain stable
throughout the rest of the year. Our end-of-year forecast of CNYUSD is slightly adjusted to 6.40-6.45 from
6.50 previously, reflecting the benign impact of the Fed’s liftoff.

e The Fed’s delayed rate hike will enable China to cut interest rate before December.
The recent stock market crash and the unexpected RMB depreciation in August have added more
headwinds to China’s growth, which prompt the authorities to beef up easing efforts in support of
growth. Previously, we expected that the Fed’s prospective interest rate hike in September would
constrain the PBoC from further trimming interest rate as it is to narrow the interest rate differential
between two countries and therefore could aggravate capital outflows. Now the delay of the Fed’s
liftoff has indeed provided a time window for China’s authorities to use the price tool to spur
demand. The authorities are likely to implement another 25 bps cut in interest rates between now
and December, along with three times of RRR cuts as we projected previously. (Figure 1)

e The delay can help China to stabilize the RMB exchange rate. The unexpected RMB
devaluation and accompanied reform of fixing rate mechanism have great knock-on effects on the
financial markets around the world, which in return reinforced investors’ pessimism for the RMB
exchange rate and China’s economic outlook. (Figure 2) Through market intervention, China
authorities have temporarily stabilized the RMB exchange rate. The delay of the Fed’s liftoff will
give additional time for Chinese authorities to anchor investors’ expectations and regain their
confidence in China’s long-term outlook during a relatively tranquil period of global financial
markets. At the same time, China can enhance their lobbying their efforts to increase the chance
of the RMB being included in the IMF’s special drawing rights (SDR). We believe this must be on
President Xi’s agenda for his imminent visit to the US from September 22" to 25™.
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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.
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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,
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