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A batch of economic activity indicators announced yesterday by the National Bureau of Statistics pointed to a
continuing growth momentum in August. Industrial production, fixed-asset investment and retail sales all showed
remarkable improvement from their previous month’s readings and beat the market consensus. Although the
recovery path was still unbalanced, the silver lining is retail sales entered into expansion territory, the first time
since the Covid-19 outbreak, mitigating the uneven feature of the recovery to some extend.

From the supply side, the growth of industrial production recorded its six months consecutive growth, which surged
to 5.6% yly in August from 4.8% y/y in July (Bloomberg consensus: 5.1% yly). The better-than-expected
performance was supported by the continuous recovery of the domestic and overseas economies coupled with low
base effect. (Figure 1) By categories, automotive and electrical machinery as well as equipment industries showed
significant improvement, with 21.6% and 15.6% yoy increase respectively compared to 13.4% and 8.7%
respectively in July. Meanwhile, the mining industry showed a noticeable increase to 1.6% y/y compared to -2.6%

yly in July.

On the other hand, the recovery pace of the demand side is accelerating, mitigating the unbalanced feature of
previous recovery pattern to some extend. In particular, retail sales bounced back to the positive territory for the
first time since the COVID-19 outbreak, increased to 0.5% y/y in August from -1.1% yl/y in the previous month
(consensus: 0.0% yly). (Figure 2) The recovery was driven by auto sales, rising to 11.8% in August from a year
earlier. Meanwhile, the catering industry, once has been hit hard by the coronavirus, has improved for five
consecutive months as the coronavirus stabilized.

In addition, Fixed-asset investment (FAI) improved significantly as well but remained in the contractionary territory
at -0.3% ytd y/y in August from -1.6% in July (consensus: -0.4% y/y). By component, real estate investment led the
growth, accelerating its growth to 11.8% ytd y/y from 11.7% ytd y/y in the previous month, benefiting from abundant
liquidity and lower funding costs. In contrast, the growth of infrastructure FAI moderated to 7.1% from 7.7% in the
previous month, but remain robust underpinned by the special bonds issued by the local government. Meanwhile,
manufacturing FAI still lagged behind, which recovered to the positive region for the first time this year to 5% y/y
from -3.1% y/y in July led by pharmaceutical manufacturing and electronic and communication equipment
manufacturing. (Figure 3) In terms of ownership, the state-owned enterprises FAI continued to lead the FAI
recovery, while the investment of private companies remained in contraction. (Figure 4)

The ongoing recovery momentum has been supported by the government’s effort to guide policy focus on the new
“dual circulation” growth model with a focus on the “internal-circulation” which simply means domestic market
comes first. Looking ahead, we anticipate the retail sales will continue to improve going forward supported by
epidemic control, school resumption and offline service reopening. Investment will continue to show a divergence
trend with real estate and infrastructure investment lead the recovery.

Altogether, as the fundamental of the economy continues to improve, we expect an unbalanced recovery to
mitigate for the rest of this year and the economy could go back to its pre-COVID level before the end of this year.
Thus, we maintain our prediction that the GDP growth rate will steadily climb up to 5% y/y in Q3 and 6% y/y in Q4,
concluding 2020 with a full-year growth outturn of 2.2% (higher than the IMF's 1% forecast while generally in line
with the market consensus), making China be one of the few countries or regions in the world achieving positive
growth in 2020.
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Figure 2.RETAIL SALES BACK TO EXPANSION
TERRITORY THE FIRST TIME SINCE COVID
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Figure 1. INDUSTRIAL PRODUCTION MAINTAINED
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Figure 3 DIVERGING TREND AMONG THE FAI BY

CATEGORIES

Figure 4 PUBLIC FAI LED THE FAI RECOVERY
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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.

Any 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.

With 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 on 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. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA.
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