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China | Growth slowdown deepened as trade war
risk intensified again
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A batch of May economic indicators are announced today, together with previously released trade and credit data,
suggesting that the risk of growth deceleration looms large as US-China trade war remain unsettled. We anticipate
more monetary and fiscal easing measures to be deployed in the rest of the year in a bid to sustain growth
momentum and offset intensifying headwinds from deteriorating trade tensions. In our base scenario, there is still a
two-thirds possibility that China and the US could reach a deal to end the confrontations. We therefore maintain our
full-year growth projection at 6% for 2019, in line with the authorities’ range target of 6-6.5%.

May economic indicators suggest that growth slowdown is broad-based: industrial production decelerated from
5.4% yly of April to 5% yly; fixed asset investment also decreased to 5.6% ytd y/y from 6.1% ytd y/y in April,
indicating the investors’ sentiments still weak. The only silver lining is retail sales which improved to 8.6% y/y from
7.2%. (Table 1; Figure 3-8)

May credit data is broadly stable with the previous month readings. M2 growth maintains at 8.5% yl/y as of the
previous month. Both total social financing and new yuan loans marginally increased from the last month readings.
Altogether, our BBVA MICA model yields a GDP prediction based on monthly data at 6.3% for Q2 2019, in line with
the growth slowdown. (Figure 2)

Figure 2. China: BBVA Research Monthly GDP forecast

Figure 1. Activity Indicators* (SMA, YoY, SA) MICA model (%YoY)
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factor model synthesizing high-frequency indicators to proxy monthly GDP
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Figure 3 Both NBS PMI and industrial production

dipped

Figure 4 CPI picked up and PPl moderated
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Figure 6 Both total social financing and new yuan loans

marginally increased

Figure 5 Exports unexpectedly increased
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Figure 8 FAI also decelerated despite of the easing

measures

Figure 7 Retail sales increased marginally
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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.

Any 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.

With 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 on 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. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA.
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