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Stable Sentiment 

towards Financial 

Vulnerabilities   
3Q18 

Sep  2018 



The China Vulnerability Sentiment Index (CVSI) remained stable 

through Q3 despite the escalated trade disputes with the US and 

growth slowdown 

By component, the SOE Vulnerability index experienced a roller coaster trend, it remained 

vulnerable despite that SOEs still outperformed their POE peers amid tightening credit 

conditions  

Housing Bubble Vulnerability index remained healthy as property prices remained resilient in 

many cities. But the index was still in a positive territory 

Shadow banking Vulnerability index held well, driven by the government’s persistent efforts 

to facilitate financial deleveraging and curb shadow banking activities 

Exchange Rate Vulnerability Index plummeted to the negative territory before it recovered 

on the central bank’s revealed efforts to stabilize the exchange rate 

 

Main Takeaways  
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01 
The China Vulnerability  

Sentiment index 
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Tracking China Vulnerability in Real Time: 

Value Added through Big Data   

 

China 

Vulnerability 

Sentiment 

Index 

Hard & 

Soft  

Indicators 

Sentiment 

(GDELT) 

Market 

Quotes 

(Equity, 

FI,FX) 

… provide accurate information 

But not in real time… 

… Support with Sentiment 

Through Market Movements 

… Real Time analysis of sentiment  

on Special Topics not quotes 
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A Balanced set of Information in the Database: 

Hard Data, Markets and Sentiment 

Chinese Vulnerability Sentiment  Index (CVSI): Components and evolution 

China Vulnerability Sentiment Index (CVSI)

Housing Bubble 

Vulnerability  Index

(HBI)

SOE Vulnerability  

Index

(SOEI)

Shadow banking 

Vulnerability Index

(SBI)

FX Speculative  

Pressure Index

(FXI)

Total.profits (M)
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GICS.Housing.Index (M)

Housing.Price (M)

New.Construction (M)
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Land reform (D)
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Resource misallocs &policy

Failure (D)

Resource misallocs&SOEs (D)

Institutional reform & SOEs (D)

Industry policy (D)

Industry laws and regulations (D)

Local government and SOEs (D)

Debt and SOEs (D)
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Chinese Vulnerability Sentiment  Index 
(CVSI) (Evolution of the “Tone” of main followed themes about vulnerability in China. 

Lower values indicate a deterioration of sentiment and higher vulnerability) 

 

Vulnerability sentiment index has shown a greater 

volatility amid intensifying growth headwinds 
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China’s activity indicators confirmed growth slowdown 

BBVA MICA model for monthly 

GDP forecasting 

Growth moderated in Q2,with 

consumption contributed most 

GDP growth slowed down slightly to 6.7 in Q2 compared with 6.8 previously, dragged mainly 

by slower business activity and domestic demand. Dual challenges from external trade war 

& internal de-leverage is expected to weigh further on growth going ahead  

Source: CEIC, Haver & BBVA Research Source: CEIC & BBVA Research 
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The deterioration in US-China relations is driven by deep-seated concerns among American 

trade and national security officials that the US is at risk of losing its technological superiority 

because of China’s unfair trade practices and massive subsidies for domestic firms 

Escalating trade conflict with the US 

February, 
anti-dumping 
and anti-subsidy 
tariffs on China’s 
aluminum foil 

January, new 
30% tariffs on 
Chinese solar 
panels and 
washing machines 

4th April, the US 
released  a detailed 
list of China’s Section 
301 Investigation 
related to aerospace, 
information and 
communication 
technology 
industries, involving a 
total amount of 500 
billion USD, 
suggested 25% tax 
rate 

8th March, new tariffs 
on imports of steel 
(25%) and Aluminum 
(10%) from all other 
countries except for 
Canada, Australia and  
Mexico temporarilly 

Solar panels 
and washing 
machines  

Aluminum foil 

Steel and 
Aluminum 

301 Section 
result  

23rd March, China is 
mulling tariffs on about $3 
billion of US exports of 
fruits and port etc. to 
China, imposing 25% tariff 
on US pork exports and 
15% tariffs on US steel 
pipes, fruit and wine, 
effected from 2th April  

4th April, China has 
announced a 25% tariff on 
$50 billion worth of goods 
from the United States, 
including soybeans, cars, 
chemicals and aircrafts, 
with conditional 
implementation based on 
the next steps by the US 
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Escalating trade conflict with the US (2) 

On 6th July, the 
White House  
proposed a levy 
on 34 billion 
goods at  25%  

On the 26th 
June,Trump said that 
he will strengthen the 
investment in 
technology of all 
countries through the 
Foreign Investment 
Committee 

Anti-dumping 
subsidy 
investigation 

Trade war started 

More tarrifs will 
be imposed 

US ratchets up 
pressure on 
China 

On 6th July, the 
Customs Tariff 
Commission 
imposed a same 
amount of tax to 
US imports. (34 
billion goods at 
25% ) 

On 19th Sep, China 
retaliating by announcing 
tariffs on $60 bn on US 
goods, also by filing a 
complaint to the WTO, as 
$7 bn of US’s anti-
dumpling measures are 
found illegal 

On 26th June, China 
lowed the import tariffs 
of some Asian countries, 
and cancelled the tariffs 
on soybeans 

On 7th Aug, the White 
House unveiled fresh 
tariffs on $16bn of 
American goods.  

On 9th Aug, the 
Chinese 
government 
unveiled the same 
amount of tariffs to 
retaliate against 
Washington’s 
decision 

On 17th  Sep, Trump 
announced to impose 
tarifffs on $200 bn  
Chinese exports at 
10% on 24th Sep & 
also threatened tariffs 
on additional $267bn 
Chinese goods.  

Although the short-term impact of US punitive tariffs on China’s growth is limited, the rising 

uncertainties have dampened economic confidence. We expect relevant uncertainties remain 

high before US mid-term election in November 
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More supportive economic policies are 

expected to bolster the domestic economy 

Interest rates are falling as the central 

bank eases 

Further easing of monetary policy 

is expected… 
 

Source: Haver & BBVA Research Source: Haver & BBVA Research 

The authorities have shifted their monetary policy stance to pro-growth from 

the previously “neutral” at the conjuncture of an slowing credit growth, 

escalating trade war and worsening domestic indicators 
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02 
The SOE Index  
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Chinese SOE Vulnerability 

Index recent development 

Source: www.gdelt.org & BBVA Research 
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SOE Vulnerability 

index experienced a 

roller coaster trend, it 

remained vulnerable  

despite that SOEs still 

outperformed  their 

POE peers amid 

tightening credit 

conditions  
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Risk sentiment improved in most SOEs in the 1H of 2018 

Vulnerability Intensity:  Low High 

Chinese Vulnerability Sentiment Index Colour Map: Patterns and Comovements 
(Standard values. Light Blue values indicate a improvement of sentiment while dark blue stands for higher 

vulnerability sentiment) 

Source: BBVA Research, Bloomberg, GDELT 
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The profitability between SOEs and POEs are diverging 

SOE profit also rebounded 

in recent months 

SOE sales rebounded from 

the year-end low in 2017 

Both SOEs and POEs benefited from the rebound in industrial profits as a 

consequence of overcapacity reduction from the supply-side reform 

Source: NBS & BBVA Research Source: NBS & BBVA Research 
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SOEs’ fixed asset investment 

continued to be sluggish 

Fixed assets investment (FAI) of SOEs slump 

The sluggish FAI was dragged down by an outright decline in infrastructure investment 

undermined by increasing government checkups. Aiming to bolster flagging growth, China 

nearly quadrupled the value of FAI projects approved recently 

Source: CEIC & BBVA Research 

Leverage ratio in SOE rebounded 

Source: NBS & BBVA Research 
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China’s de-leveraging effort has mainly squeezed 

smaller lenders rather than well capitalized SOEs 

Yearly growth of bank lending to micro and small enterprises (MSEs) moderated to 12.2% in 

June 2018 from 17.2% a year ago. As a result, share of new bank lending to MSEs declined 

to 20.9% of total new corporate loans, a five-year low. By contrast, bank lending to large 

enterprises remained stable 

Source: PBoC & BBVA Research 
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Corporate bond yield spreads by rating levels have diverged since the first 

quarter of 2018 (1-year tenor) 

Corporate bond yield spreads by rating levels have 

diverged   

Corporate bond yield spreads continue to widen despite efforts by the central 

bank to boost interbank liquidity in this period 

Source: Wind & BBVA Research 
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China’s private companies are tested with default risks  

Amid the tight credit conditions, weaker corporate borrowers confront refinancing risk. Private 

firms dominated in this round of default, we expect that Chinese authorities will allow more 

defaults in the coming months. But the default risk seemed idiosyncratic rather than systematic  

Source: Wind & BBVA Research Source: Wind & BBVA Research 

Bond defaults mostly come from 

the private sector 
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03 
The Housing Index  
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Housing Bubble Vulnerability index 

Source: www.gdelt.org & BBVA Research 
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Housing Bubble 
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momentum as 
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Property market delivered an upside surprise 

The amount of mortgage loans 

continue to grow 

The value of property sales is on 

the rise due to accelerating prices 

Source: CEIC & BBVA Research Source: CEIC & BBVA Research 

The property market sales still resilient. Banking regulators are getting 

more cautious about mortgage lending 
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Construction activity has been quite strong in 2018 

The rebound in construction activity in 2018 has been surprising 

Source: Wind & BBVA Research 

The recovery in construction starts is tightly linked to the recovery in sales. With housing sales 

surprising to the upside in recent months, this stimulates more construction activities. Other 

indicators confirm the strength: output of excavators, which historically correlates well with 

construction, is rising by more then 30% so far this year 
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Housing prices rise but with a slower rate 

Housing price growth decelerated 

in first-tier cities since mid-2016 

Housing price MoM comparison 

among cities in Aug 2018 

Sales growth has been particularly strong in most cities, the property 

market will remain the main bulwark for domestic demand 

Source: CEIC & BBVA Research Source: NBS & BBVA Research 

Increase 

Stable 

Decrease 

-160

-120

-80

-40

0

40

80

120

160

200

0

5

10

15

20

25

30

35

40

45

50

A
p
r-

1
6

M
a

y-
1
6

J
u
n
-1

6
J
u
l-
1

6
A

u
g

-1
6

S
e
p

-1
6

O
c
t-

1
6

N
o
v
-1

6
D

e
c
-1

6
J
a
n
-1

7
F

e
b
-1

7
M

a
r-

1
7

A
p
r-

1
7

M
a

y-
1
7

J
u
n
-1

7
J
u
l-
1

7
A

u
g

-1
7

S
e
p

-1
7

O
c
t-

1
7

N
o
v
-1

7
D

e
c
-1

7
J
a
n
-1

8
F

e
b
-1

8
M

a
r-

1
8

A
p
r-

1
8

M
a

y-
1
8

J
u
n
-1

8
J
u
l-
1

8
A

u
g

-1
8

Aggregate price Beijing Shanghai

Shenzhen trading volume

% yoy % yoy



BBVA Research - China Vulnerability Sentiment Index / 24 

A property tax has been discussed for years 

as yet there is no clear path to reality 

The authorities have brought up the idea of imposing property tax again. This time it 

seems that they really want to put it into practice rather than just paying lip service  
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04 
The Shadow banking Index  
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Shadow banking 

Vulnerability Index 

Source: www.gdelt.org & BBVA Research 
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Shadow banking 

vulnerability index 

bounced as financial 

deleveraging 

continues to see 

progress due to 

government efforts to 

facilitate financial 

deleveraging 

Financial regulatory 

campaign continues, 

limiting the room for 

financial arbitrage 
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Financial deleveraging continue to see progress 

Broad shadow banking assets continued 

to decline in the first half of 2018 

The three core component of shadow banking including trust loan, entrusted loan and bank 

acceptance all dipped to their slowest pace in fifteen months. Besides, assets funded by 

bank’s wealth management products (WMPs) and non bank financial institutions’ (NBFIs) 

asset management schemes also declined 

Source: CIEC & BBVA Research Source: CIEC & BBVA Research 

Intensified regulations have a growing 

impact across shadow banking sector  

0

10

20

30

40

50

60

70

80

90

100

0

50

100

150

200

250

300

2010 2011 2012 2013 2014 2015 2016 2017 2018

1H

RMB,tn 

Shadow banking Bank loans

Bank asset Shadow banking as % of GDP

0

5

10

15

20

25

30

35

40

45

50

0

10

20

30

40

50

60

2011 2012 2013 2014 2015 2016 2017 2018

1H

RMB trillion

WMPs outstanding Trust Company asset Entrust loans

Bank acceptance Others

% yoy



BBVA Research - China Vulnerability Sentiment Index / 28 

WMPs shifted to equity-linked products  WMPs outstanding shrank in 2017 

Coordinated regulatory actions 

help to curb WMPs growth 

WMPs distributed by banks has picked up to RMB31 trillion in May 2018.This translated to 

yearly growth of 6.0% compared with full year growth of 1.7% in 2017.The pickup was mainly 

from WMPs purchased by individual investors 

Source: CEIC & BBVA Research Source: CEIC & BBVA Research 
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Rural commercial banks’ NPLs jump 

Marked rise in rural commercial banks’ NPLs ratio 

Commercial banks’ nonperforming loan (NPL) ratio increased by 11 bps in  the second quarter 

of 2018,mainly driven by a 103 bps spike among rural commercial banks. This reflects impact 

from the regulators’ enforcement of a stricter standard of NPL recognition policy 

Source: PBoC & BBVA Research 
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Growth in trust company loans 

Trust loans were also hit by regulations 

Growth of outstanding trusts loans remained strong in Q1 2018 but has begun to moderate. 

With the growth of other shadow bank components such as WMPs and asset management 

plans, trust loans have become the next focus for regulatory scrutiny. 

Source: China Trustee Association and BBVA Research 
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Growth in trust lending to LGFVs fell in 2018 Q2 

Trust lending to LGFVs contracted 

on scrutiny restrictions 

LGFVs are facing more refinancing pressure followed by multiple policies introduced by 

the central government in the past twelve months to restrict new financing to LGFVs. 

China is pushing local Govt’s to accelerate special bond sales to stabilize investment 

growth, which has slowed over recent months 

Source: China Trustee Association and BBVA Research 
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P2P lending growth halved with declining number of 

operating platforms 

P2P lending has attracted more stringent regulatory oversight for its high default rates due to 

weak risk management and fraud. However, the continuous increase in ‘troubled” P2P platforms 

has not posed as a significant systemic risk given the industry’s relatively smaller size(around 

2% of broad shadow banking assets). 

Source: Wind and BBVA Research 
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The PBOC’s claims on other depository corporations rose to RMB 10.3 trillion  

PBOC’s direct lending to banks grows 

amid the financial deleveraging 

The PBOC’s claims on other depository corporations-mainly policy and commercial banks 

rose to RMB 10.3 trillion in the 2Q of 2018,with the share of such claims on the central 

bank’s balance sheet inched up to 29% of its total assets 
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Shadow Banking connected with 

traditional banking was squeezed 

Source: BBVA Research 
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05 
The exchange rate Index  
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Exchange Rate Vulnerability Index 

Source: www.gdelt.org & BBVA Research 

BBVA Research - China Vulnerability Sentiment Index / 36 

Exchange Rate 

Vulnerability Index 

bounced but still in 

the negative territory 

given that the recent 

RMB depreciation 

could partially offset  

the tax Trump 

administration levied 

The authorities’ recent 

efforts to stabilize the 

exchange rate helped 

to anchor market 

sentiment  
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The exchange rate got support from 

the central bank  

Recently depreciation significantly against 

USD as well as the CFETS basket 

Source: BBVA Research and CEIC 
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The depreciation added more 

uncertainties to capital outflows  

The level of FX reserves stabilized, 

but downward pressure remains  

RMB to USD depreciated significantly 

in the recent months 

The depreciating RMB exchange rates will add more risks for capital outflows. The authorities 

will interview the market to ensure that the RMB exchange rate and the foreign reserves are 

within the psychological level of 7 and $ 3 trillion  

Source: BBVA Research Source: BBVA Research and CEIC 
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Disclaimer 
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BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents. 
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