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The recent stock market crash dims growth outlook despite
the better-than-expected Q2 GDP outturn

China’'s Q2 GDP growth came out at 7.0% yl/y today, flat with the Q1 outturn while above market
expectations (BBVA: 6.8% y/y versus Consensus: 6.8% y/y). In sequential terms, Q2 GDP expanded at a
pace of 1.7% q/q sa, increasing from 1.3% qg/q sa of Q1 2015. On top of this, the economic structure
rebalancing is on the track (Figure 1). A number of economic activity indicators in June were also
released, among which industrial production, urban fixed asset investment and retail sales all improved
from the last quarter’s readings and surprised the market from the upside. Putting together, both GDP
outturn and activity indicators point to a stabilization of China’s growth in the second quarter.
Notwithstanding these recently improved fundamentals, we expect that the recent stock market crash will
take a toll on the real economy and hamper the ongoing growth recovery in the second half of the year,
which is to add difficulties for the authorities to meet their pre-set 7.0% growth target. Looking ahead, the
authorities are likely to deploy more pro-growth measures to sustain domestic demand and prevent a
hard-landing scenario.

e June economic indicators stabilized. The growth of industrial production accelerated to
6.8% yly in June, which is higher than the market expectation of 6.0% y/y and the last month’s
reading 6.1% yly. Following a similar trend, urban fixed asset investment increased to 11.4%
YTD yly (Consensus: 11.2% YTD yly), flat with the last month’s reading. The investment in the
real estate sector is still sluggish, as the enormous amount of property inventory keeps hindering
new investment. (Figure 2) In the meantime, retail sales growth picked up to 10.6% y/y, compared
to 10.1% yly in the previous month, below the consensus of 10.2% yly.

e Stock market crash is to weigh on the full-year growth outlook. Although the Q2 GDP
outturn is still in line with the official 7.0% target, the adverse impact of the recent stock market
crash on the real economy is expected to emerge in the second half of the year. In this respect,
several contagious channels are at play: first, the suspension of IPOs (as part of the authorities’
bailout policy set) will deteriorate financial conditions of firms queuing for being listed; second, the
stock price plunge has evaporated an enormous amount of household wealth of individual
investors, which tends to lower their consumption going forward; third, some firms have been
using their shares as collaterals to borrow from financial institutions, thus, the stock market crash
will limit their capacity to meet their fund needs as their lenders will apply higher haircuts for the
stock collaterals.

e Looking ahead, we anticipate more pro-growth measures to be deployed to
stimulate growth. On the front of monetary policy, we envisage that the PBoC will implement
an additional interest rate cut of 25 bps in the third quarter, which is likely to be accompanied by a
50-bps universal reduction in the RRR. The PBoC will also increase the usage of targeted policy
tools to ensure liquidity adequacy in the banking system in a bid to lower financing costs for firms,
including selective RRR cuts, direct refinancing to banks, reverse repo, short or medium term
lending facilities and other QE-like measures. On the fiscal front, as we anticipated, the authorities
started to relax some tightening measures on local governments and to expand fiscal deficit, in
order to avoid sharp fiscal consolidation at the level of local governments.
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Q2 GDP outturns show economic rebalancing is FAI maintains the last quarter’s reading but real
on the track estate investment is still sluggish
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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.



