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Q2 GDP slows in line with expectations, as authorities reiterate
7.5% growth target

Second quarter GDP growth registered 7.5% yly (BBVA: 7.6%; consensus: 7.5%; previous 7.7%), continuing the
gradual slowdown in place over the past 4-6 quarters (Chart 1). The outturn brings growth for the first half of the
year to 7.6% yly, just above the official full-year target of 7.5%. Regarding the latter, China’s official news agency
Xinhua over the weekend reiterated the 7.5% growth target after confusion over a reported quote by the Finance
Minister last Friday suggesting the target may have been lowered. Meanwhile, a set of monthly activity indicators
for June released today (Charts 2-4) suggest that industrial production (8.9% y/y vs consensus: 9.1%) continues to
weaken, while investment (20.1% y/y ytd; consensus: 20.2%) and retail sales (13.3% y/y; consensus: 12.9%) are
holding up, the former due to public spending. Looking ahead, we expect full-year growth to remain at or slightly
above the government’s target on continued public spending and a gradual improvement in external demand and
exports (which have weakened so far, Chart 5). In contrast, while we expect growth to maintain its momentum in
2014, the outlook is uncertain in light of declining potential growth and as we evaluate the government’s reluctance
for stimulus measures in view of their preference for curtailing financial fragilities.

e GDP growth of 7.5% yly in Q2 was sustained by public investment. Official g/q growth
data (which in our view is less reliable than the year-over-year data) registered 1.7% q/q sa (7.0%
annualized) from 1.6% in Q1 (6.6% annualized). According to NBS officials, for the first half of the year
investment led growth, contributing 4.1 ppts, followed by total consumption (3.4 ppts), and net exports
(0.1 ppts). Detailed analysis for Q2 is difficult because of the lack of demand side data. Nevertheless, the
reported figures would imply a very large contribution of investment in Q2 (5.7ppts by our preliminary
estimates), which would reflect strong public spending on infrastructure and social housing

e Activity indictors for June continued to weaken. On the supply side, industrial production
growth declined (8.9% y/y from 9.2% in May), although electricity consumption growth — an alternative
indicator of underlying industrial activity -- rose to 6.3% y/y (from 5.2% in May). On the demand side, urban
fixed asset investment growth slowed further on weak manufacturing (see Chart 3), although investment in
infrastructure and the property sector held up relatively well; meanwhile, nominal retail sales increased
more than expected.

e Policies are expected to remain mildly supportive of growth, in line with the 7.5%

full-year GDP target. The delicate tradeoff continues between supporting near-term growth on the
one hand, while refraining from stimulus so as to curtail financial fragilities (shadow banking activity, local
government debt, and rising housing prices). If growth slows further, we would expect the balance to shift
slightly in favor of support for near-term growth, which could take the form of front-loaded fiscal spending
and tax cuts. With inflation low (2.7% yl/y in June), there is also room for monetary easing, although we do
not expect it at the current juncture given the focus on curtailing shadow banking activities. We will look for
further details of the government’s policy intentions in the forthcoming Mid-Year Economic Conference
later this month (not yet scheduled) and the Annual Party Meeting in October.
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GDP growth continued to slow in Q2... ...as industrial production eases
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Chart 3 Chart 4
Weak manufacturing investment is offset by ... and nominal retail sales have held up well
infrastructure and housing investment...
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Chart 5 Chart 6
Exports growth turned negative in June June credit aggregates softened after the temporary
interbank credit squeeze
% yoy USD bn RMB trn % yoy
70 50 3.0 r 18
60 40 25 L 16
50 30 2.0
40 20 15
30 | | ’ “ 10 10
20 ||I|| \/ |I|I|‘ A'||l‘|“ Jr{ N 0 05
f 0.0
. VAVA P
-0.5 - 6
10 30 9922339 93939933
-20 T T T T T T T T T T T T T T T T T T T T '40 g E g g G 8 -g 5_ % g’ 6 8 8 a %
Co0oooddddddaN NNNN N O ® £ <5 2040 d <5100 ld <53
S gda g gl daddd i
SO BE0A5 OB 0L 508 0a5 I New loan (RMB) I New loan (foreign currency)
<3Z08P<3Z08¢<3Z08¢<3 Entrusted loan I Trust loan
mm Trade balance (RHS) Exports (LHS) Bankgcceptance _ . [ Net corporate bond
I Non-financial enterprise equity B8 Other
—— Imports (LHS) M2 (RHS)
Source: CEIC and BBVA Research Source: CEIC and BBVA Research
BBVA ‘ RESEARCH Q | 10/F., Two IFC, 8 Finance Street, Central, Hong Kong | Tel.: +852 2582 3111 | www.bbvaresearch.com

Before you print this message please consider if it is really necessary.

This email and its attachments are subject to the confidentiality terms established in the corresponding regulations and are intended for the sole use of the person or persons indicated in the
header. They are for internal use only and cannot be distributed, copied, conveyed or furnished to third parties without prior written consent from BBVA. If this message has been received
erroneously, it is forbidden to read, use or copy any of the contents and you are asked to inform BBVA immediately by forwarding the email to the sender and eliminating it thereafter.


http://www.bbvaresearch.com/

