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China | The new five-year plan falls short of surprises on the
positive side

As one of the most important documents endorsed in this year’s annual session of the National People’s
Congress (NPC), the 13th Five-Year Plan on National Economic and Social Development (hereinafter
referred to as “the Plan”) took off its veil yesterday. The final version of the Plan includes 20 chapters and
80 sections, comprehensively putting forward the principles for China’s economic and social development
during the period of 2016-2020. The Plan also set a number of targets over the next five years, some of
which are binding targets while the rest are just for forecasting purpose. (Table 1)

Overall, the content of the Plan is largely in line with market expectations. In particular, the authorities set
an annual floor target of 6.5% for growth rate over the next five years, adhering to their long-term goal of
doubling the country’s GDP size as well as household income in the decade of 2010-2020. The Plan
reaffirmed the authorities’ intention to push forward structural reforms and facilitate economic rebalancing.
Nevertheless, the authorities appear to have become more cautious on some items in their reform agenda,
especially about capital account liberalization and RMB internationalization. This reflects that the policy
focus is now pivoting towards maintaining the stability of domestic economy and financial sector amidst
escalating uncertainties. That being said, the completion of China’s capital account liberalization is likely to
be postponed to sometime after 2020.

¢ No change to the target of doubling GDP level by 2020. Although the authorities has shown
certain flexibility by setting a range growth target of 6.5%-7.0% for this year, they seem adamant on
the pre-set target of doubling GDP level in the decade of 2010-2020. Accordingly they set a floor
target of 6.5% for annual growth rate over the next five years. This could be counterproductive in the
long run if the authorities are to overstretch their limited policy capacities to meet this stiff target. We
believe that the authorities will adjust this target sometime in future to avoid further distortionary
effects on the economy.

e Targeting a balanced growth. The Plan clarifies that future growth should be innovation-driven
and tilt toward private consumption away from inefficient investment. It in particular devotes several
chapters to explain how to promote digital economy by improving IT infrastructure, increasing R&D
investment and cultivating talents. The authorities’ enthusiastic embrace of innovation and economic
rebalancing is welcomed. However, it remains to be seen that to what extent the government’s policy
support can materially benefit them. To our understanding, the economic rebalancing is more of a
natural process while mastering the trend of innovation is beyond bureaucrats’ capacity. Maybe the
best choice for the government is to stay aside and allow the market mechanism to play the role in
both economic rebalancing and innovation.

e The pace of capital account liberalization is to be slowed. The Plan doesn’t mention capital
account convertibility and RMB internationalization at all, signaling that the authorities no longer give
priority to them after experiencing two episodes of financial turmoil last August and this January.
Instead, the Plan emphasizes that a new macro-prudential regulatory framework should be
established in pushing forward other financial reforms in deepening interest rate liberalization and the
exchange rate reform. This means a further postponement of achieving the RMB’s capital account
convertibility.
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New targets of economic and social development over 2016-2020
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Target of the 12"

Outturn of the 12"

Category Indicator Target Nature EYP EYP
Average GDP growth >6.5% Forecast 7.0% Met
Economic Increase in service sector’s o o
growth share of added value 56% Forecast 4r% Met
Increase in urbanization rate 3.9% Forecast 4% Met
R&D expendl_ture to GDP 250 Forecast 2204 not met
ratio (2.1)
Patents per 10,000 people 12 Forecast 3.3 Met
Research and
education Internet penetration rate- o
Fixed Broad Band 0% Forecast NA
Internet penetration rate- o
Mobile Broad Band 85% Forecast NA
Cultivated Land Area -
0% Binding 0% Met
Decrease i enargy Inlensity | 1505 Binding 3.10% Met
Decrease in water o -
consumption per unit GDP 23% Binding NA Met
Increase in forest coverage/ 1.38% 1.30%
Resources Binding Met
and total stock of forest 14% 6%
environment -
protection Increase of non-fossil fuel's
share in primary energy 3% Binding 3.1% Met
consumption
Decrease in chemical
oxygen demand / sulfur
dioxide emissions / ammonia 10%-15% Binding 8%-17%
nitrogen emissions / nitrogen
oxides emissions
Decreaspee :'nuz;atrléog Flntensny 18% Binding 17% Met
Average or owth ra}te of >6.5% Forecast >7% Met
household disposal income
Average Ig(élé(;e;gscnepenod of 10.8 year Binding NA
New job creation >5‘§)er;1r|)llléon Forecast 45 million people Met
People's
livelihood and Decreased population in -~ T
population rural poverty people 56 million people Binding NA
Incrgase In coverage of 8% Forecast 1% Met
basic health insurance
Cons”‘;lgtl'f;ri‘ng social 20million Binding 36 million Met
Increase in life expectancy 1 year Forecast 1 year Met

Source: BBVA Research
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Disclaimer

This document and the information, opinions, estimates, forecasts and recommendations expressed herein
have been prepared to provide BBVA Group’s customers with general information and are current as of the
date hereof and subject to changes without prior notice. Neither BBVA nor any of its affiliates is responsible
for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to
any securities or other instruments, to undertake or divest investments, or to participate in any trading
strategy. Neither shall this document nor its contents form the basis of any contract, commitment or decision
of any kind.

Investors who have access to this document should be aware that the securities, instruments or
investments to which it refers may not be appropriate for them due to their specific investment goals,
financial positions or risk profiles, as these have not been taken into account to prepare this report.
Therefore, investors should make their own investment decisions considering the said circumstances and
obtaining such specialized advice as may be necessary. Other than the disclosures relating to BBVA Group,
the contents of this document are based upon information available to the public that has been obtained from
sources considered to be reliable. However, such information has not been independently verified by BBVA
or any of its affiliates and therefore no warranty, either express or implicit, is given regarding its accuracy,
integrity or correctness. To the extent permitted by law, BBVA and its affiliates accept no liability of any
type for any direct or indirect losses or damages arising from the use of this document or its
contents. Investors should note that the past performance of securities or instruments or the
historical results of investments do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against
the interests of investors. Investors should be aware that they could even face a loss of their
investment. Transactions in futures, derivatives, options on securities or high-yield securities can
involve high risks and are not appropriate for every investor. Indeed, in the case of some
investments, the potential losses may exceed the amount of initial investment and, in such
circumstances, investors may be required to pay more money to support those losses. Thus, before
undertaking any transaction with these instruments, investors should be aware of their operation, as
well as the rights, liabilities and risks implied by the same and the underlying securities. Investors
should also be aware that secondary markets for the said instruments may not exist. Before entering
into transactions in futures, derivatives, or options, investors should review all documents on
disclosures for risks of investing in options and/or futures at the following websites:

Options - http://www.finra.org/Industry/Regulation/Notices/2013/P197741
Futures - http://www.finra.org/Investors/InvestmentChoices/P005912

BBVA or any of its affiliates’ salespeople, traders, and other professionals may provide oral or written market
commentary or trading strategies to its clients that reflect opinions that are contrary to the opinions
expressed herein. Furthermore, BBVA or any of its affiliates' proprietary trading and investing businesses
may make investment decisions that are inconsistent with the recommendations expressed herein. No part
of this document may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or
(iii) quoted, without the prior written consent of BBVA. No part of this report may be copied, conveyed,
distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its
distribution is prohibited by law. More specifically, this document is in no way intended for, or to be
distributed or used by an entity or person resident or located in a jurisdiction in which the said distribution,
publication, use of or access to the document contravenes the law which requires BBVA or any of its
affiliates to obtain a licence or be registered. Failure to comply with these restrictions may breach the laws of
the relevant jurisdiction.

The remuneration system concerning the analysts responsible for the preparation of this report is based on
multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the
fiscal year, which, in turn, include the results generated by the investment banking business; nevertheless,
they do not receive any remuneration based on revenues from any specific transaction in investment
banking.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in
matters relating to investments falling within article 19(5) of the financial services and markets act 2000
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(financial promotion) order 2005 (as amended, the "financial promotion order"), (ii) are persons falling within
article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) of the financial
promotion order, or (iii) are persons to whom an invitation or inducement to engage in investment activity
(within the meaning of section 21 of the Financial Services and Markets Act 2000) may otherwise lawfully be
communicated (all such persons together being referred to as "relevant persons"). This document is directed
only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any
investment or investment activity to which this document relates is available only to relevant persons and will
be engaged in only with relevant persons.

BBVA Hong Kong Branch (CE number AFR194) is regulated by the Hong Kong Monetary Authority and the
Securities and Futures Commission of Hong Kong. In Hong Kong this report is for distribution only to
professional investors within the meaning of Schedule 1 to the Securities and Futures Ordinance (Cap 571)
of Hong Kong.

This document is distributed in Singapore by BBVA'’s office in this country for general information purposes
and it is generally accessible. In this respect, this document does not take into account the specific
investment goals, the financial situation or the need of any particular person and it is exempted from
Regulation 34 of the Financial Advisors Regulation (“FAR”) (as required in Section 27 of the Financial
Advisors Act (Chapter 110) of Singapore (“FAA”)).

Garanti Securities headquarters is in Istanbul, Turkey and is regulated by Capital Markets Board (Sermaye
Piyasasi Kurulu - SPK, www.spk.gov.tr)

BBVA, BBVA Bancomer, BBVA Chile S.A., BBVA Colombia S.A., BBVA Continental, BBVA Securities and
Garanti Securities are not authorised deposit institutions in accordance with the definition of the Australian
Banking Act of 1959 nor are they regulated by the Australian Prudential Regulatory Authority (APRA).

General Disclaimer for Readers Accessing the Report through the Internet

Internet Access

In the event that this document has been accessed via the internet or via any other electronic means which
allows its contents to be viewed, the following information should be read carefully:

The information contained in this document should be taken only as a general guide on matters that may be
of interest. The application and impact of laws may vary substantially depending on specific circumstances.
BBVA does not guarantee that this report and/or its contents published on the Internet are appropriate for
use in all geographic areas, or that the financial instruments, securities, products or services referred to in it
are available or appropriate for sale or use in all jurisdictions or for all investors or counterparties. Recipients
of this report who access it through the Internet do so on their own initiative and are responsible for
compliance with local regulations applicable to them.

Changes in regulations and the risks inherent in electronic communications may cause delays, omissions, or
inaccuracy in the information contained in this site. Accordingly, the information contained in the site is
supplied on the understanding that the authors and editors do not hereby intend to supply any form of
consulting, legal, accounting or other advice.

All images and texts are the property of BBVA and may not be downloaded from the Internet, copied,
distributed, stored, re-used, re-transmitted, modified or used in any way, except as specified in this
document, without the express written consent of BBVA. BBVA reserves all intellectual property rights to the
fullest extent of the law.
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