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China: June PMIs indicate an stronger-
than-expected growth momentum

Jinyue Dong / Le Xia
03 July 2017

China’s official manufacturing PMI (released by NBS last Friday) picked up significantly to 51.7 in June from 51.2 in
May, well above market expectations (Consensus: 51). Following the same trend, the Caixin China Manufacturing PMI
announced today, which includes a survey sample tilting toward SMEs and exporters, increased to 50.4 in June from
49.6 in the previous month (Consensus: 49.8). (Figure 1) The soaring NBS and Caixin PMI outturns were mainly
driven by surging external demand and the easing of credit condition in June (see our Economic Watch: Financial
deleveraging: two steps forward; one step back). Now it is increasingly likely for the authorities to meet their full-year
growth target of 6.5%.

Nevertheless, the economy is still subject to a number of uncertainties externally and domestically. Moreover, the
stronger-than-expected momentum could embolden the authorities to push forward with greater efforts its de-
leveraging campaigns in both financial sector and over-capacity industries. That being said, the authorities will
continue its prudent stance of monetary policy and deploy more measures to crack down rampant shadow banking
activities and debt overhang. We therefore believe that China’s secular slowdown will continue over the next couple of
years if the pace of structural reforms in certain key areas remains anemic.

Broad-based increases in NBS PMI sub-categories:

On the demand side, new order index significantly increased to 53.1 from 52.3 previously, as manufacturing industry
expanded and internal demand gain its momentum. New export order index and import index also picked up (52 and
51.2 respectively), indicating external demand helps to sustain growth. On the supply side, production index increased
to 54.4 from last month’s reading of 53.4 while the finished goods inventory index declined, indicating manufacturing
production continued to expand; in addition, the business activity expectation index also surged to 58.7 from 56.8,
suggesting a positive market sentiment. (Figure 2) On a different note, larger enterprises seemed to outperform small-
and-medium-sized ones (SMESs) in June, indicating that SMEs are more vulnerable to the credit tightening associated
with the authorities’ stepped-up efforts to curb shadow banking activities.

More policy room for tightening measures on shadow banking and debt overhang:

The upbeat PMIs reflected the better-than-expectation momentum of China’s economy. To a certain degree, it
could reinforce the government's confidence of pursuing stricter regulations to correct the existing financial
vulnerabilities, such as debt overhang, shadow banking and housing bubbles, which grew rapidly with the previous
implementation of distortionary growth-stimulating policy initiatives. The deleveraging measures, both in the
financial and real sector, will consequentially drag the growth over the medium term.
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Figure 1. Both NBS and Caixin PMI picked up
strongly
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Figure 2. The increasing of NBS PMI outturns are
broad-based
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IMPORTANT DISCLOSURES
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Exchange Commission (CNMV), and registered with the Bank of Spain with number 0182.

For recipients in Hong Kong, this document is distributed by BBVA, which Hong Kong branch is supervised by the Hong Kong Monetary
Authority.

For recipients in Mexico, this document is distributed by BBVA Bancomer, a bank supervised by the Comision Nacional Bancaria y de Valores de
México.

For recipients in Peru, this document is distributed by BBVA Continental, a bank supervised by the Superintendencia de Banca, Seguros y
Administradoras Privadas de Fondos de Pensiones.

For recipients in Singapore, this document is distributed by BBVA, which Singapore branch is supervised by the Monetary Authority of Singapore.

For recipients in USA, research on products other than swaps, or equity securities and equity derivatives prepared by BBVA, is being distributed
by BBVA Securities, a subsidiary of BBVA registered with and supervised by the U.S. Securities and Exchange Commission and a member of the
Financial Industry Regulatory Authority (‘FINRA”) and the Securities Investor Protection Corporation. U.S. persons wishing to execute any
transactions should do so only by contacting a representative of BBVA Securities in the U.S. Unless local regulations provide otherwise, non-U.S.
persons should contact and execute transactions through a BBVA branch or affiliate in their home jurisdiction.

Research on swaps is being distributed by BBVA, a swaps dealer registered with and supervised by the Commodity Futures Trading Commission
(“CFTC”). U.S. persons wishing to execute any transactions should do so only by contacting a representative of BBVA. Unless local regulations
provide otherwise, non-U.S. persons should contact and execute transactions through a BBVA branch or affiliate in their home jurisdiction.

Research prepared by BBVA on equity securities and equity derivatives is being distributed by BBVA to “major U.S. institutional investors” based on
an exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). BBVA is not
a registered broker-dealer in the United States and is not subject to U.S. rules on preparing research or independence of research analysts.

BBVA and BBVA Group companies or affiliates (art. 42 of the Royal Decree of 22 August 1885 Code of Commerce), are subject to the BBVA Group
Policy on Conduct for Security Market Operations which establishes common standards for activity in these entities’ markets, but also specifically for
analysis and analysts. This BBVA policy is available for reference at the following web site: www.bbva.com.

Analysts residing outside the U.S. who have contributed to this report may not be registered with or qualified as research analysts by FINRA or the
New York Stock Exchange and may not be considered “associated persons” of BBVA Securities (as such term is construed by the rules of FINRA).
As such, they may not be subject to FINRA Rule 2241 or 2242 restrictions on communications with subject companies, public appearances and
trading of securities held in research analysts’ accounts.

BBVA is subject to a Internal Standards of Conduct on the Security Markets, which details the standards of the above-mentioned overall
policy for the EU. Among other regulations, it includes rules to prevent and avoid conflicts of interests with the ratings given, including
information barriers. This Internal Standards of Conduct on the Security Markets is available for reference in the ‘Corporate Governance’
section of the following web site: www.bbva.com.

BBVA Bancomer is subject to a Code of Conduct and to Internal Standards of Conduct for Security Market Operations, which details the
standards of the above-mentioned overall policy for Mexico. Among other regulations, it includes rules to prevent and avoid conflicts of
interests with the ratings given, including information barriers. This Code and the Internal Standards are available for reference in the
‘Grupo BBVA Bancomer’ subsection of the ‘Conécenos’ menu of the following web site: www.bancomer.com.

BBVA Continental is subject to a Code of Conduct and to a Code of Ethics for Security Market Operations, which details the standards of
the above-mentioned overall policy for Peru. Among other regulations, it includes rules to prevent and avoid conflicts of interests with
the ratings given, including information barriers. Both Codes are available for reference in the ‘Nuestro Banco’ menu of the following web
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BBVA Securities is subject to a Capital Markets Code of Conduct, which details the standards of the above-mentioned overall policy for
USA. Among other regulations, it includes rules to prevent and avoid conflicts of interests with the ratings given, including information
barriers.

Exclusively for Recipients Resident in Mexico

BBVA Bancomer acts as a market maker/specialist in: MexDer Future Contracts (US dollar [DEUA], 28-day TIIEs [TE28], TIIE Swaps, 91-day CETES [CE91]),
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DISCLAIMER

This document and the information, opinions, estimates, forecasts and recommendations expressed herein have been prepared to provide BBVA
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BBVA or any of its affiliates to obtain a licence or be reglstered 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
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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
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particular person and it is exempted from Regulation 34 of the Financial Advisors Regulation (“FAR”) (as required in Section 27 of the Financial Advisors
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Garanti Securities headquarters is in Istanbul, Turkey and is regulated by Capital Markets Board (Sermaye Piyasasi Kurulu - SPK, www.spk.gov.tr).
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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
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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
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