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The State Council expanded the RMB floating band to
stimulate exports and growth

Today, the State Council of China promulgated a series of new policies to stimulate exports and support
growth, in response of the recent economic headwinds and stock market crash. The most important one is to
expand the RMB floating band, after three expansions since the 2005 exchange rate reform, which will
further promote financial liberalization and RMB internationalization. (Figure 1) Other policies include further
facilitating the cross-border RMB settlements, promoting more financial products to help enterprises avoid
the exchange rate risks, expanding the export credit insurance, etc. We expect that these new export
stimulation policies will help to stabilize China’s exports in face of weak domestic and external demand.
Looking ahead, we envisage that more easing measures will be ahead to avoid economic hard-landing in the
rest of 2015.

e The sluggish domestic and external demand, together with the recent stock market
crash, promoted the State Council to issue new export policies. Today, the Caixin China
PMI was announced, which dipped to 48.2 from 49.4 of the previous month, also below the market
consensus 49.7. (Figure 2) This indicates that the economic slow-down continues in the first month
of Q3. Moreover, the recent stock market crash may have spill-over effect to the real economy,
further downward adjusted the market investors’ expectation of Chinese economy. Except for the
continuing sluggish domestic demand, the heightened external uncertainty, centring on the “Grexit”,
also prompted the State Council to issue new policies to stimulate exports. As EU is the largest
trade partner of China, the Greece’s possibility of exiting EU may add more risks to China’s
exports to EU, ultimately affecting China’s growth momentum.

e Expanding RMB floating band indicates another significant move of financial
liberalization. Since the China’s exchange rate reform in 2005, the authorities have expanded
three times of exchange rate band to 2% of the current floating range. Although the exact time and
the extent of expansion have not announced yet, the market expected it will be in 2H 2015 and to
expand to 3%. Irrefutably, the fourth time of expanding the RMB floating band will further promote
financial liberalization and RMB internationalization. Thus, it will increase the chance that RMB to be
included in the IMF’s Special Drawing Rights (SDR) as financial liberalization is one of the most
important concerns of IMF, the final result of which will be announced this November.

e Looking forward, more easing policies are expected to stimulate growth in the rest of
2015. On the front of monetary policy, we envisage that the PBoC will implement an additional
interest rate cut of 25 bps in Q3, which is likely to be accompanied by a 50-bps universal reduction in
the RRR. The PBoC will also increase the usage of unconventional targeted tools to ensure liquidity
adequacy in the banking system in a bid to lower financing costs for firms, such as 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 fiscal consolidation at the local
government level.
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The State Council promulgated to further expand ... responding to weak domestic and external
RMB floating band to stimulate exports demand
USD/CNY Index
he f h
6.50 1 tt?mzuor; 60 A
645 - expansion
+- 2%
6.40 1 +- 1%
6.35 A 55
6.30
6.25
6.20 50
6.15
6.10
6.05 A 45
S28S8389d009399383383333382y8
6.00 C S8 5558555855585 858853
99229293333 II888y §238523852385%8385%838358273
ERENEEEE ERENENE
Trading Band Band widening USDI/CNY Spot CNY NDF 1Y NBS PMI (LHS) Markit PMI (LHS)
Source: CEIC and BBVA Research Source: CEIC and BBVA Research
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
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