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Economic Analysis

China | July PMIs depict mixed picture, exerting pressure
on PBoC to implement more monetary easing

Carlos Casanova / Le Xia

China’s official factory gauge contracted in July after expanding for four consecutive months, falling below
the key 50 level separating growth from contraction and missing economist expectations. The NBS PMI
came out at 49.9 in July (Consensus: 50), down from 50.2 in June. In contrast, the Caixin PMI, which
tracks private sector SMES, increased to 50.6 in July compared to 48.6 last month (Figure 1). The latest
outturns indicate that stimulus-led growth may have started to “lose some steam”, instigating a debate on
whether PBoC should implement more monetary easing. We believe that the policy stance will remain pro-
growth going forward, and expect three additional RRR cuts in addition to one interest cut in the remainder
of the year. Despite persistent headwinds to growth, we don’t foresee a hard-landing this year, and so
maintain our growth forecast at 6.4% for 2016 (the official target is 6.5%).

e Subcomponents of the NBS PMI reflect diverging trend: The NBS PMI edged down slightly
in July despite a significant increase in input prices (+3.3 points) and an uptick in the employment
index (+0.3 points). The latter remains below the watershed level of 50 points, indicating a contraction
in manufacturing labour. Furthermore, July’s PMI results show signs of weakness on the external and
domestic demand fronts. New orders edged down marginally while new export orders experienced a
more significant decline of -0.6 points. Stocks of finished goods and purchases increased marginally
(+0.3 points each) further confirming this trend. Together, these factors contributed towards a
slowdown of manufacturing production growth from 52.50 in June to 52.10 in July (Figure 2).

e Pressure on PBoC to implement more monetary policy easing: Stimulus measures have
aided the stabilization of growth in 1H16; but headwinds to growth persist as this recovery is
fundamentally reliant on government spending and credit. Fundamentals remain sluggish.
Furthermore, external demand will remain weak as uncertainties surrounding Brexit are bound to
negate any positive spill-overs stemming from the delay in the Fed’s pace of interest rate hikes.
Accommodative monetary as well as fiscal policy stances will be necessary in order to prop up
domestic demand in the interim. We expect three more RRR cuts in addition to one interest cut in the
remainder of the year. We maintain our growth forecast at 6.4% for 2016.
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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.



