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Economic Analysis 

China | Growth deceleration is set to continue amid 
increasing volatility but no hard-landing in sight   

Jinyue Dong / Le Xia 

Today’s announced Q4 GDP and a number of December activity indicators suggest an economic soft-

landing has been achieved in 2015, despite a series of financial disruptions including the stock market 

selloffs and the unexpected devaluation of the RMB in the second half of the year. In particular, Q4 GDP 

expanded at 6.8% y/y (BBVA: 6.8% y/y versus Consensus: 6.9% y/y), edging down from the Q3 outturn of 

6.9% y/y and registering the lowest since Q1 2009. In sequential terms, growth pace slowed down to 1.6% 

q/q sa in the fourth quarter from 1.8% q/q sa previously, indicating that growth downtrend continues. For 

2015 as a whole, GDP growth amounted to 6.9%, broadly in line with the government target of around 7%. 

Nevertheless, it is more important to realize that the headwinds to China’s growth haven’t abated yet as 

evidenced by a number of December activity indicators announced with Q4 GDP figure. The authorities 

therefore need to continue their pro-growth measures to avoid a hard-landing in 2016. We maintain our 

growth projections of 6.2% and 5.8% for 2016 and 2017 respectively, while highlight the rising risks in 

financial markets and their adverse spill-over effect to the real economy. (Figure 1) 

 December activity indicators are lower than both market expectations and the 
previous readings. Retail sales growth modestly declined to 11.1% y/y in December 

(consensus: 11.3% y/y) from 11.2% y/y in November, indicating people are more reluctant to 
consume due to the wealth effect of the financial market turmoil. (Figure 2) Growth of industrial 
production declined to 5.9% y/y in December from 6.2% y/y in the previous month, below the 
market expectation of 6.0% y/y.  (Figure 3) It indicates that the pressure on the manufacturing 
sector is still large due to the prevalent overcapacity problem. Following a similar trend, urban 
fixed asset investment decreased to 10.0% YTD y/y in December (Consensus: 10.2% YTD y/y; 
Prior: 10.2% YTD y/y). The sluggish investment is led by the real estate sector, in which a large 
chunk of property inventory and passive market expectations keep hindering new investment.  

 The economic rebalancing is continuing.  The three sector decomposition suggests that 

China’s economy is undergoing a rebalancing toward the service sector in 2015. The ratio of 
service sector to total GDP reached 50.5%, increasing by 2.4% from the previous year. (Figure 4) 
By expenditure, final consumption accounted for 66.4% of GDP growth in the 2015, significantly 
higher than the level of 51% registered in the previous year.  

 Looking ahead, we anticipate more easing measures to be deployed to support 
growth. The headwinds to China’s growth haven’t abated yet as evidenced by a number of 

December activity indicators announced with Q4 GDP figure. That being said, the authorities need 
to deploy more easing measure to spur growth and avoid a hard-landing scenario in 2016. On the 
monetary policy front, the FED’s interest rate hike and China’s RMB devaluation may constrain 
the PBoC from trimming interest rate. Therefore, we project four RRR cuts with 50 bps each time 
and more asymmetric interest rate cuts in 2016. At the same time, some other unconventional 
monetary measures will also be deployed. On the fiscal front, the central government is likely to 
substantially expand fiscal budget deficit to above 3% in 2016 and 2017. The thrust should be to 
avoid sharp fiscal consolidation at the local government level. Moreover, in addition to 
infrastructure investment, the authorities could consider more tax cuts for the corporate sector and 
increase public spending on social wellbeing.  
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Figure 1 

 We maintain our GDP forecasting at 6.2% for 
2016 and 5.8% for 2017 in our baseline scenario  

Figure 2 

Retail sales modestly slowed down, reflecting the 
wealth effect of financial market turmoil 
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Figure 3 

Industry production surprised the market to the 
downside in December  

Figure 4 

Q4 GDP outturns show economic rebalancing is 
on the track 
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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. 

 


