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China’s “recessionary trade surplus” continues in May

China’s trade data announced today indicate that the recessionary trade surplus, a widening trade surplus
resulting from a mix of weak exports and even weaker imports, continue through May. In particular, exports
registered a year-on-year decline of -2.5% yly, narrowed from the April outturn of -6.4% y/y and stronger
than market consensus of -4.4% yly. In the meantime, imports slide further by -17.6% y/y from -16.2% yl/y in
April (consensus: -10% yly). As a result, trade surplus widened to RMB 366.8 bn (USD 59.49 bn) in May
compared to RMB 245.15 bn (USD 44.8 bn) in the previous month (Figure 1). The recessionary trade surplus
is due in large part to the weak domestic demand, which has not shown any significant improvement despite
the authorities’ stepped-up easing efforts. We therefore project that more easing measures are to be
implemented in the coming months to spur growth.

e Exports were dragged by the processing trade and the currency factor. Several sub-terms of
processing trade exports decreased significantly to -8.7% y/y in May. As the shrinking population
of migrant workers has continuously been pushing up labor costs, China’s processing trade, which
still accounts for around one-third of the total trade, has lost its competitiveness and market share
to other emerging countries. The Chinese RMB’s strength against other major currencies (except
for the USD) also contributed to the decline in shipments. For example, the RMB has appreciated
against the Euro and JPY by 7.3% and 3.9% respectively since the beginning of 2015.
Consequently, China’s exports to Europe and Japan have been weak through the past months.

e The anemic imports were caused by both falling commodity prices and weak domestic
demand. Almost all commodity imports registered significant declines in value although in terms
of volume, crude oil, liquefied petroleum gas and copper ore have registered year-on-year growth
in May. Imports of consumer goods (excluding automobile) still held up, consistent with stable
domestic consumption. However, imports of capital goods, such as LCD panels and machine
tools, significantly dropped in terms of both value and volume, as domestically investment
demand remained subdued.

e Weak domestic demand calls for more easing measures in the coming months. In the face
of continuously sluggish domestic demand, the authorities are well equipped with a wide range of
instruments at disposal to spur growth. We envisage that the PBoC will implement additional
interest rate cuts of a total 50 bps in the third quarter, which are likely to be accompanied by two
RRR cuts of cumulative 100-bps. The PBoC has already employed certain QE-like measures to
inject liquidity into the banking system and facilitate the debt-restructuring of local governments.
They are anticipated to continue similar operation and even increase the scale of the program. On
the fiscal front, the authorities could apply regulatory forbearance to local government financing
vehicles (LGFVs), which were prohibited from borrowing via capital market, so as to avoid too
sharp fiscal tightening at the local government level. As we reiterated in our relevant notes, the
existing fiscal deficit budget (2.3% of GDP) doesn’t suffice to offset the impacts of local
governments’ fiscal consolidation. Apparently, applying regulatory forbearance to local
governments could carry risks. It could delay the process of debt restructuring at local
governments and dampen the authorities’ efforts to impose fiscal discipline on them.
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Exports picked up modestly while imports are
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May exports were dragged down by currency
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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.



