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China Flash

Moderation in Q4 growth is in line with expectations, but
remains strong enough to press ahead with reforms

Fourth quarter GDP growth was in line with expectations at 7.7% yly (BBVA: 7.7% yly; Consensus: 7.6% Vyl/y),
slowing from 7.8% in the previous quarter (Chart 1). In sequential terms the slowdown was more pronounced at
1.8% g/q sa from 2.2% g/q sa in Q3, according to official data. The outturn brings full-year growth to 7.7% for 2013,
the same level as in 2012, and ahead of the official growth target of 7.5% (which appears likely to be maintained in
2014). We view the outturn as encouraging, especially considering the worries earlier last year about a hard
landing. In particular, growth momentum, which was boosted in 2013 by “mini” stimulus measures and public
infrastructure investment, appears to be strong enough to provide comfort for the government in implementing
reforms announced at the Third Plenum in November (link to Flash). We expect growth of 7.6% in 2014 as a
strengthening external demand offsets headwinds from new regulations and reforms aimed at curtailing financial
risks from shadow banking, local government debt, rising housing prices, and overcapacity in some sectors.

e Fourth quarter GDP growth led by consumption and investment. Based on full-year
figures provided by the NBS at its press conference today, we estimate that Q4 growth was led by
consumption (4.6 ppts), followed by investment (3.9 ppts). Given strong import growth, the contribution of
net exports was negative (-0.9 ppts), more so than in Q3 (-0.5 ppts). For the full year, the contributions of
consumption, investment, and net exports are, respectively, 3.9 ppts, 4.2 ppts, and -0.3 ppts (Chart 2).

e However, December activity indicators moderated as the impact of stimulus waned, liquidity
conditions tightened, and as efforts were undertaken to curtail domestic financial fragilities and improve air
quality (production was curtailed in view of exceptionally severe air quality problems throughout China). On
the supply side, industrial production growth eased to 9.7% y/y (consensus: 9.8%) from 10.0% in
November (Chart 3). On the demand side, urban fixed asset investment growth declined to 17.1% y/y from
18.2% in November as infrastructure spending, partially offset by rising manufacturing and property
investment (Chart 4). Meanwhile, retail sales growth edged down to 13.6% y/y (consensus: 13.6%) from
13.7% in November (Chart 5).

e Credit growth continues to be driven by shadow bank lending (Chart 6), adding to rising
financial risks. Credit data released last week, revealed that “total social financing”, the broadest gauge of
credit, increased by a faster-than-expected RMB 1.23 ftrillion (consensus: 1.14 trillion; November: 1.23
trillion), equivalent to 18.8% y/y growth (November: 19.5%), as rapid shadow banking lending (i.e.,
entrusted loans, trust loans, and bank acceptances) exactly offset a slowdown in bank loans (RMB 482.5
billion vs. consensus: 570.0 billion and November: 624.6 billion). While supportive of economic activity, the
continued rapid growth of shadow bank lending is leading to higher risks and is contributing to financial
stress, as seen in recent volatility in the interbank market (link to Flash). In response, the government
appears to be broadening regulations on shadow banking and stepping up enforcement. Further efforts
can be expected in 2014, which could lead to slower credit growth and weigh on economic activity,
especially in H2.
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Chart 1

GDP growth has picked up after bottoming in Q2...

Chart 2
investment was the largest contributor of growth in 2013
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Chart 3 Chart 4
Industrial production eased in December Manufacturing investment has offset a recent decline in
infrastructure spending
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Chart 5 Chart 6
Retail sales growth remains robust — good news for Broad credit growth remains strong despite a slowdown in
rebalancing bank lending
% yoy RMB trn % yoy
3.0 18
25
25 16
20 4 20 14
15
12
15 + 1.0 4=
1
0.5 0
10 S 0.0 8
-0.5 6
5 4 d4 d4 4 N N NN NN MmO ®o®m M
Dr 1 R T r BT ry S B B T B r
© g 9 9 5 € 9 B 9 a9 5 c 9 B 9
0 2 0 3dg <3 2038 <3204
T T T T T T T T T T T T T T T T T T T T T T
VDO OO AAdAdd NANNNMNM®M ™ I New loan (RMB) I New loan (FX)
QR dIdGdddg ddgdgdidgd Entrusted loan mm Trust loan
5508553385508 55385008580 Bank N bond
S38=388=3338=388=388=38848 ank acceptance _—etcorporate on
I Non-financial enterprise equity B8 Other
—— Nominal Retail Sales —— Real Retail Sales

—— Bank credit growth (RHS)

Source: Wind and BBVA Research

BBVA | wscovcn [

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

www.bbvaresearch.com

Source: CEIC and BBVA Research

| 95/F, International Commerce Centre, One Austin Road West, Kowloon, Hong Kong | Tel.: +852 2582 3111 |

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/

