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China Vulnerability Sentiment Index

China | Vulnerability sentiment edging towards neutral

Carlos Casanova / Alvaro Ortiz / Tomasa Rodrigo / Le Xia

Our China Vulnerability Sentiment Index (CVSI) continued to moderate in April after improving uninterruptedly since
July 2016. The CVSI is now edging down to neutral, however the components of the index show some divergence.
The moderation in April can be traced back to a decline in the housing and FX components. In contrast, the shadow
banking component remained positive on a tighter monetary policy stance and macroprudential measures.

Vulnerability sentiment moderates on housing and FX pressures

Our China Vulnerability Sentiment Index (CVSI), a proprietary measure to track vulnerability sentiment in China in real
time (refer to our previous report here), edged closer to neutral after remaining in positive territory several months. The
recent moderation marks a disruption from the upside trend observed in 2H16. Declines were led by the FX speculative
pressure component, which dropped sharply on yuan depreciation. A weaker currency, coinciding with PBoC’s lowering
of the mid-point rate in April, had a detrimental effect on vulnerability sentiment. This was enough to offset gains
stemming from the fact that China’s FX reserves increased in 1Q17. The housing bubble component edged down on
rising housing prices, despite the implementation of tightening measures in a number of large cities. On a more optimistic
note, the shadow banking component continued to reflect improving sentiment in response to a tighter monetary policy
stance since the beginning of the year (see Figure 7) and remains very positive despite presenting significantly negative
values only one year ago. This is also partially the result of the People’s Bank of China’s (PBoC) latest efforts to include
off-balance sheet wealth management products (WMPSs) in its macro prudential assessment. Meawhile, the SOE
component improved compared to March but remains below levels observed in February. A significant proportion of key
SOEs present better sentiment than a year ago according to our sentiment diffusion index (Figure 8).
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In sum...

Our CVSI edged closer to neutral, while remaining positive in April. We expect some downside pressure in the following
months, in line with our projections of growth moderation in China. Moreover, a series of risks will continue to require
close monitoring going forward. Most importantly, the housing bubble component has deteriorated on rising prices while
FX speculative pressures could intensify in case the U.S. Fed adopts a more hawkish stance, leading to a faster-than-
expected pace of interest rate hikes and exerting further depreciatory pressure on the yuan.
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Figure 3

SOE Vulnerability Index
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Figure 5

Shadow Banking Vulnerability Index
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Figure 4

Housing Bubble Vulnerability Index
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Figure 7

PBoC lifts rates by 0.10% again
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Figure 6

FX Speculative Pressure Vulnerability Index
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Figure 8

SOE Sentiment improved vs. last year
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Source: BBVA Research and www.qgdelt.org.
*Light colors indicate positive sentiment while dark indicates negative sentiment
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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.



