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 ECONOMIC ACTIVITY PULSE 

China | Strong start to 2017 but headwinds abound  
Le Xia / Carlos Casanova  

Last year’s recovery continued into 2017. The latest data releases point towards another 

month of strong growth. In particular, fixed asset investments and industrial production 

strengthened in February, while trade figures improved in line with a pickup in global 

activity. We expect growth to edge down towards 6.0-6.5% by year-end, as headwinds 

remain. These include expectations of RMB depreciation in case of a faster rate lift-off by 

the Fed, mounting levels of corporate debt and a potential correction in housing prices.  

Last year’s stabilization extended into 1Q17 on the back of IP and FAI 

Our monthly GDP model shows a strong rebound in February, leading to growth of around 7.0% y/y (Fig. 1). 

In particular, IP increased by 6.3% y/y up from 5.8% in the previous month (Fig. 2); while FAI surged to 8.9% 

y/y, up from 8.3%. Trade figures were also supportive (Fig. 3). Combining data for January and February to 

account for disruptions around Chinese New Year, we saw exports improve by 3.3% y/y while import growth 

accelerated to 30% y/y. The former is in line with a significant pickup in global trade while the latter can be 

traced back to higher commodity prices and infrastructure spending at local level. On the other hand, 

consumption has shown some signs of weakness, as reflected by retail and auto sales (Figs. 4 and 5), which 

could weigh on the economy in the months to come. On this note, headwinds have not vanished yet, so we 

expect growth to edge downwards towards 6.0%-6.5% by year-end. The main risks include expectations of 

steeper RMB depreciation in case the Fed hikes rates more aggressively than expected, mounting levels of 

corporate debt and a potential correction in housing prices. 

Figure 1 

China: BBVA Research Monthly GDP* (YoY%)  

 

Source: Nowcasting  DF Model, BBVA Research 

*BBVA Research monthly GDP is dynamic factor model (DFM) synthesizing high-frequency indicators to proxy monthly growth of GDP 

New targets for 2017 point towards continued focus on growth  

During the National People’s Congress, the authorities lowered their growth target for 2017 to “around 6.5%”. 

We welcome this move and believe that a more flexible range between 6.0-6.5%, in-line with our forecast for 

2017, would be more adequate in order to reign in financial vulnerabilities while simultaneously ensuring 

stability ahead of October’s Communist Party Congress.   
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Figure 2 

Stable PMI and better IP figures   

Figure 3 

Trade data reflective of global pick-up 

 

 

 

Source: BBVA Research and CEIC  Source: BBVA Research and CEIC 

Figure 4 

Real retail sales deteriorate     

Figure 5 

Auto sales subdued on weak consumption  

 

 

 

Source: BBVA Research and CEIC  Source: BBVA Research and CEIC 
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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. 

 


