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Subdued inflation and uncertain external demand call for
more easing measures

Today, headline CPI inflation came out at 1.6% y/y in October, flat with the outturn in the previous month. In
the meantime, PPI dipped further to -2.2% y/y from -1.8% y/y in September, marking the longest disinflation
span of 32 months in history. The weak consumer price is mainly due to weak domestic demand and the fall
in global commodity prices while the producer price has been afflicted by the overcapacity problems in some
upstream industries. Separately, both exports and imports, which were reported last Saturday, significantly
moderated from their readings of the last month, pointing to increasing uncertainties of external demand.

A combination of subdue inflation and uncertain external demand suggest that the authorities need to beef
up their efforts to easing monetary policies in support of growth. In this respect, we expect that the
authorities will stick to its “targeted easing” commitment in the rest of the year while will reinstate the cuts in
required reserve ratio by up to four times with 25 bps each time.

e Headline CPI remained low while PPI deflation persisted. CPI inflation in October remained
the same as the last month’s reading at 1.6% y/y (Consensus: 1.6% yl/y), which was well within
the government’s 3.5% tolerance target. By categories, food prices grew by 2.5% y/y while non-
food prices increased by 1.2% yly, showing that the deceleration of consumer prices is broad-
based. In particular, price sub-index of tobacco & wine and transportation& communication
registered year-on-year decreases in October, which can be explained by the ongoing anti-
corruption campaign and sluggish global commodity prices. Meanwhile, PPI inflation further
plunged to -2.2% yly (Consensus: -2.0%) from -1.8% yly in the previous month, due to the
overcapacity problem in some upstream industries. (Figure 1) The subdued inflation outturns will
provide room for further policy easing in the following year, which is needed to spur bank lending
and buoy domestic demand.

e Both exports and imports moderated significantly, indicating that the external demand still
remained uncertain. China's exports decreased to 11.6% y/y in October, down from 15.3% in the
previous month but still above market expectations (Consensus: 10.6% y/y). On the other hand,
imports growth came at 4.6% yly, lower than both market expectation (Consensus: 5.0% y/y) and
September’s outturn of 7.0% yly. As a result, trade surplus expanded to USD 45.4 bn
(Consensus: 42.0 USD bn), from the surplus of USD 40.0 bn in the previous month. (Figure 2)
That said, the external demand is still subject to great uncertainties as some major economies in
the world (in particular Europe and Japan) are facing substantial growth headwinds. We expect
that the net exports may not give a great boost to aggregate output in the fourth quarter as they
did in the third quarter (contributed 2.5% out of 7.3% GDP growth).We therefore maintain our
growth projection of 7.2% for this year and 7.0% of 2015.
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Figure 1

Figure 2
CPI remains low while PPl deflation persists The trade surplus has continued to expand
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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.



