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Highlights of the month: more solid recovery but credit risk concern heightened

China’s GDP realized a V-shape rebound at 8.9% year-on-year growth in Q3 2009, and it is well set to
achieve its target of 8% this year.

GDP growth has been fueled by the government stimulus spending, and largely channeled through fixed

asset investment and bank credit.

With the rapid money supply and loan growth rates at the top of the central bank concerns, the policy
emphasis will be switched to China’s growth quality and balance.

Although foreign trade sector remains sluggish, the declines in both exports and imports have been
mitigated as the restocking begins with world-wide economic recovery.

The fast pace of housing prices in large cities have raised the bubble concern, and might invite a gradual

tightening in housing sector.
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|. Real Economic Activities

BBVA Real Activity Index

BBVA Real Activity Index indicated a
robust and stable recovery of China’'s
economy in this September. In Q3, GDP
surged to 8.9% yoy, up from 7.9% yoy in
Q2. China’s GDP had expanded by 7.7%
in the first nine months. Since GDP growth
in Q4 will be even faster (BBVA: 9.9%),
there is a very good chance that China will
meet its economic growth target of 8
percent for this year and will focus on
deeper economic restructuring in 2010.

(a) PMI

China's manufacturing sector expanded
further in October and at its fastest pace in
18 months, PMI from NBS climbed to 55.2
in October from 54.3 in September. The
PMI has been above the boom-bust line of
50 since March. Similarly, NTC-HSBC PMI
rose to 55.4 in October from 55 last month.
The strong PMI is a sign that the
momentum has continued after the
economy grew 8.9% from a year earlier in
the third quarter.

(b) Industrial production

In September, industrial production growth
rate accelerated to 13.9% yoy from 12.3%
yoy in August, with heavy industry leading
the overall industrial growth, 14.8% yoy in
heavy industries. While light industry
continued to exhibit a modest recovery,
registered at 11.8% yoy, due to the
continuing weak external demand.
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(c) Real retail sales 20 + -+ 20
Real retail sales gained a 16.4% yoy + 17
growth in September, slightly slowed down
from 16.8% yoy of last month. Real retail 114
sales in urban areas increased by 16.7%
yoy, while rural retail sales rose 15.3% 1
yoy, both moderated a growth of 16.8% _
yoy in last month. Retail sales in rural area 8 | Rural Real Retail Sales | 8
slowed quickly because rural consumption Urban Real Retail Sales
boost policies, including subsidies for = = =Overall
home appliance and automobile S A S
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(d) Fixed Asset Investments 60 - 60
Real FAl had kept its fast pace in last 50 - —RealFAl + 50
month at 45% yoy thanks to massive Real FAI: Real Estate -
government stimulus and investment. The 40 | T 40
recovery in real estate market has spurred
more enthusiasm to invest, and real estate = 30 T+ + 30
FAl's growth rate had advanced 49.2% yoy
in September, keeping a fast pace 20 /\/\’\/\/_,\_/ + 20
compared to 50.3% yoy last month.
In the next quarter, given Chinese 10 T T 10
government is overhauling the industries
with overcapacity, FAI growth will probably O+ 0
slow down. 335%28359%283539
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(e) External Trade 75 — — 50
. o 60 - 40
The contraction of China’s exports slowed
to -15.2% yoy in September, up 8.2 45 - 30
percent points from that in August. 30 L 20
Although the exports remain sluggish by
far, the recovery of external demand would 15 10
help to drag exports out of the gloomy 0 -0
period next year. 45 | 10
An even optimistic sign was seen in -Eradetb?r']ance (rhs)
imports, which slid 3.5% yoy, much -30 T _.,ﬁ‘;%rrt((.h?) T -20
improved from -17.0% in last month. @ v 1 30

The trade surplus was left at 12.9 billion
US dollars, slightly less than 15.7 billion
US dollars in August.
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. . % yoy % yoy
(f) Industrial production and 207 T2
electricity production 115
In  September, the electricity sector T 10

witnessed a further surge of 10.7% yoy . _ _ 15
from 8.9% yoy in August. This is the forth Industrial production
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consecutive month staying at a positive
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growth level. The two digital growth rates
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(g) Transportation 257 T2
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Freight transport in September gained a 15 + + 15
growth rate of 11.6% yoy, moderated from 10 L 110

14.6% yoy in last month. At the same time,
the growth rate for passenger transport S T TS
also showed some slowing down from

8.6% yoy in last month to 5.8% yoy in 5 | v \/ 15
September. Transportation, as a leading Passenger t R
S . . ., 10 + ger transpor 1 10
economic indicator, implies that China’s —— Freight transport
economy might anticipate a mild growth  -15 —+ +-15
next month. 20 ——
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(h) Nationwide industry profitability S0 T T 50
40 + 40
Chinese nationwide industrial companies 30 + + 30
posted a profit of CNY 1.675 trillion in the 20 + 120
January-August period, down 10.6% from
a year earlier. The decline in industrial 107 T10
companies’ earnings narrowed from the 0 -0
22.9% decline in the January-May period. -10 T + -10
The growth of sales revenue reached 1.6% = 5 | = Sales growth yoy 1 20
yoy in August mainly due to the pick-upin | Profit growth yoy 1 a0
domestic demand.
The improvement provided evidence that -40 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ -40
industry profitability is picking up after 8 g '5 3 5' g '5 3 8 g '5 3
being battered by the economic downturn S s s 5§ 8888 8 8 g 8
at the start of this year. N 8§ & & & ¥ ¥ & & &« A
Source: CEIC.

Economic Research Department, Asia Page 4 of 11



BBVA China Monthly Chart Book

II. Price Developments
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(a) Consumer priceinflation 10 - -+ 10
Consumer price index (CPl) was recorded 8 1 T8
a decline of 0.8% yoy in September, = food
another 0.4 percent points improvement 6 - Non-food | g
from last month. On a mom basis, CPI =CPl inflation
rose 0.4%. 4 14
Non-food price contributed -1.3 percentage
points to the 0.8 percent drop while food 5 | 15
price gave a 0.5 percent offset.
A moderation of the drop in CPI is more 0 0
and more clearly, and we come to our
projection that CPI inflation will become
neutral in this Q4, and in the meantime, -2 0 v N o 4 s e Ty Y e -2
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The producer price index (PPI) slid by 10 + LoT “ -+ 10
7.0% yoy in September, narrowed slightly . »° \
compared to -7.9% in August. The PPI of 5+ TSl e 15
raw materials slumped by 10.2% yoy in >
this time, also moderating from -11.5% yoy 0 A 0
in August. The similar trend in PPI as that '
in CPIl had reinforced our opinion about 5 L Producer price index v 15
price index will turn to positive in the Consumer price index KN
coming period. 10 1= = = Producer price (raw material) index © « . . + -10
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(c) Commaodity pricesand PPI 80 T T 16
60 12
In September, the decline in IMF
commodity price index slowed further to 40 7 T8
28.6% yoy from 33.5% yoy in August. 20 + 4
Since China’s PPl inflation is highly
correlated to changes in international
commodity prices, both IMF commodity oo | IMF commodity price (Ihs) 1L
price index and local produce price index Producer price index (ths)
exhibited a rebound in a mom basis 0T P T8
growth, representing a positive sign of | g0 1 . 12
reviving demand for industrial goods. 9 I 53 9 2 I 5 9 2 & 5 9
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I11. Monetary Conditions

. % yoy % yoy
(&) Money supply and credit 35 ~ 35
M2 growth hit 29.3% yoy at the end of Q3, 30 L | 30
the fastest rate this year. Growth rate of
loans (34.11% yoy) kept stable at a M2 Loans
relatively high level, partially due to 25 + + 25
seasonal reason that bank lending usually
slows after H1, and partially due to 20 120
regulator’'s concern that huge loan
expansion may bring more NPL in the /\/v_\/\/\
future. 15 + T15
However, it will not change the fact that a
record credit will be created in 2009. "+ 110
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(b) External capital inflows

China’s foreign trade contracted to USD
12.9 billion from USD 15.7 billion last
month, and at the same time, FDI inflow
rose slightly from USD 7.5 billion in
August to USD 7.9 billion in September,
while the net portfolio inflow hiked to USD

40.9 billion this month, attracted by the FDI (rhs)
bright outlook in stock market and 500 I Trade balance glrhS)(h) T 60
q a5 . I Ne portrolio Infliow (rns 4

continuous  rising  property market in ——Foreign exchange reserves (lhs) 80
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V. External Trade

_ % yoy % yoy
(a) Exportsby region 80 T 80
China’s exports fell the least in nine ES T 60
months in September, with exports T
.. . = = =Total + 40
declining 15.2 percent from a year earlier.
China’s shipments to the US and EU fell 1 50
by the least since exports collapsed in
November, led by restocking worldwide 0
on optimism the global economy is
i )
strengthening. 20 4 W 1 20
40 et =40
- < N~ o - < N~ o - < N~ o
o o o — o o o — o o o —
N N N T T - T - -
o o o o o o o o o o o o
o o o o o o o o o o o o
N N N N N N N N N N N N
Source: CEIC.
% yoy Index
(b) Exportsand USPMI 50 + + 100
40 + + 90
In September, the Chicago PMI, an 30 T 80
indicator of the economic health of the 20 + T 70
manufacturing sector, moderated from 50 10 —+ T 60
to 46.1, representing the recovery in US 0 - 50
is still volatile and fragile, but the trend is -10 + ‘_\ + 40
pointing upwards. The growth rate of 20 + China Exports (Ihs X 130
China’s exports to US has not been affect 30 4+ na Exports (i) V\/\/ 1 op
much and is running on a recovery path. a0 1 US PMI (rhs) 110
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(c) Real exchange rate and exports 1807 T %0
125 + — 40
China’'s REER is indeed depreciating
since RMB is de facto pegged to USD 120 ¥ T30
and the weak dollar dragged Chinese 115 - 120
yuan down. China's exports is
experiencing the hardest time, a lower 110 + T 10
REER might relieve the pressure in 105 A 0
exports to a certain degree. In /I\/—
September, REER fell slightly to 116.5 100 + ——REER (hs) 1 10
from 117.1 in August. Exports (th
05 | xports (rhs) L 20
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V. Exchange Rate

RMB/USD RMB/USD

(a) Spot rate and RMB NDF 8.0 7 789
78 7 Spot rate T8

Since July 2008, when the global financial 76 1 — Implied exchange rate by SM NDF | 7 ¢

— Implied exchange rate by 1Y NDF
7.4 - +74

crisis broke out, the RMB has slowed its
pace of appreciation and stayed trading
within a narrow band of CNY 6.83 to the 7.2 T72
dollar. Since the recovery in Chinese

. ) : 7.0 + o +7.0
economy is on a solid footing, the market RMB Appreciation
re-ignited the RMB appreciation 6.8 + T 6.8
expectation. The 3-month non-deliverable 6.6 & 166
futures (NDF) rate of CNY/USD kept its
track close to spot rate since the market 6.4 + T 6.4
has factored in no radical macro policy 6.2 6.2
change by the end of 2009, but the 1-year 2 8 5 8 2 & 5 9 2 & 5 8
NDF implies CNY/USD will appreciate to N5 53N 8 2 % 8 3 3 g g
6.6 in one year. &8 &8 &8 &8 8 &8 &8 R & & <8
Sources: CEIC and BBVA estimates.
Index 2005=100
(b) REER and NEER 130 T 130
125 + + 125
China’'s REER and NEER of the RMB
started to fall from March as USD 120 T 120
continued to weaken. NEER exhibited a 115 + + 115
continuous drop, but after the inflation 110 4 1 110
adjustment, the REER trend had
stabilized since June. The low REER and 105 W/\ - + 105
NEER are helpful for Chinese exports 100 4 =~ —REER 1 100
through the sluggish external demand. NEER
95 —+ + 95
90 | v 90
5 365 38 365 38 & 5 3
S &5 5 5 8 8 83 8 8 8 & &
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Sources: BIS, CEIC, DataStream and BBVA estimates.
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(c) Interest rate differentials T T*
(spreads of Chibor over Libor) 3+ +3
2+ +2
The interest rate differentials between 1-
month Chibor and Libor had been 1+ /\—\/\/\//_ T1
swinging up for the 7™ month to 1.54% 0 . [\ 0
while the 3-month one stayed the same at v V
1.98%. This is mainly driven by recent -1+ +-1
interest rate rise in Chinese credit market
L ' 2L 3-month T -2
since the regulator started to fine-tune the
massive credit expansion since July. 3 — L-month +-3
4 T T T T T T T T T T T ‘4
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V1. Financial Markets

. %, pa %, pa
(a) Benchmark interest rates . i
and Chibor

7+ 7
Although the monetary policy is kept at 6 T - 6
moderately easy monetary policy. Indeed,
. . . 5 + +5
the real policy is switch from ultra-loose to ORL LT LTI
moderately easy. Therefore, The 3-month 4 + L . -4
Chibor continued to rise in September to 3 l,va, N \ 13
2.29% from 2% in August. '
2 + Benchmark deposit rate % -~ 4+ 2
Benchmark lending rate MR P
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Sources: People Bank of China and CEIC.
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(b) RRR & Excessreserves 20 7 N r 20
SR

I - o
While the RRR has remained unchanged ) N BN )
since last December, excess reserve ratio 15 + L. S - 15
began to rise after its continuous drop L i
until August. This is mainly due to slowed _
credit growth on the caution of credit risk 10 - oo TOta'_rese'Ve ratio _ L 10
from both regulators and banks Required reserve ratio

themselves. Banks start to deposit the Excess reserve ratio

extra liquidity in Central Bank.

o
o
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(c) Open market operations 1000 r 5000
800 - 4000
China _has s_trengthened the open market 600 | 3000
operations in the recent months as the
maturing of central banks bills increased 400 2000
rapidly. As a net effect, the outstanding 200 - 1000
central bank bills has fallen to RMB 4 0 Lo
trillion in September, implying the central 200 | 1000
bank continue to inject liquidity to support
economic growth. -400 - -2000
-600 I Maturing CB bills (LHS r -3000
I CB bills issuance (LHS
-800 —— CB bills outstanding (RHS) T -4000
-1000 4+t -5000
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Source: CEIC.
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] %, pa %, pa
(d) Treasury yields 6T T6
—5-year treasury 3-year treasury
Treasury yields with longer maturities ST 1-year treasury 10-year treasury TS
stayed stable in September, while 1-year
treasury yield is tilting downward, partially 4+ + 4
due to that the demand for 1-year
treasury notes is larger than other 3+ 13
maturities.
2 T2
1 1
0 T T T T T T T T T T T 0
N~ o — < N~ o
Q o < < Q o
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Source: CEIC.
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(e) Stock Market Performance 7000 T 1000
I Total turnover (rhs) 900
6000 - ——CSI 300 index (Ihs)
Chinese stock market changed its one- 800

way upward trend in the first half year to a
more volatile way. The liquidity could be
one reason since the credit grew slower
in the recent months than that in the first
half year. Moreover, the accelerated IPOs
divert funds from secondary market to the
first market. Both reasons resulted in the
fluctuation in the stock market.

ChiNext, a Nasdag-style stock board in
China, is officially launched in October,
which is seen as a watershed moment for
the country’s capital markets, providing a
new alternative source of financing for Source: CEIC.
start-up companies, also more volatile

opportunities  for mainland Chinese
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2008-04
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2009-04
2009-07
2009-10
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NN
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investors.

%yoy
(f) Property market 25 -

20 +
In line with China’s recovery outlook, the 15 |
property market had gained an even .
faster growth in September, with Beijing 10 T __,——'"
up 2.2%, Shanghai 2.3% and especially 5 p=="-
Shenzhen 11.1% yoy. 0
However, the fast pace in housing prices 5 | = = =Qverall
have raised concern from regulators of Beijing
bubble forming, which might introduce -10 T Shanghai T -10
gradual tightening measures to the -15 —+ Shenzhen + -15
overheating market. Furthermore, the 20 +——————————— 1 20
high housing prices have been far beyond 2 I 5 9 2 5 9 2 8 5 9
the affordability to most households, N S S N e O G |
spurring more discontent from mass S 8888 8 8 8 8 8 8 8
people. As a response, government

Source: CEIC.

should build more affordable housings for
the low income people, which also can be
an effective tool to mitigate the rapid rise
in prices.
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2008 2009
Unit 01 02 03 04 05 06 07 08 09 10 11 12 01 02 03 04 05 06 07 08 09
I. Real Economic Activities
BBVA Real Activity Index (RAI) Index 952 96.0 97.7 965 967 955 957 955 966 941 915 951 90.3 946 958 968 984 100.8 101.6 1020 102.2
GDP % yoy 10.6 10.1 9.0 6.8 6.1 7.9 8.9
(a) Overall industrial production %yoy 154 154 178 157 160 160 147 128 114 82 54 57 110 83 73 89 107 108 123 139
Heavy industrial production %yoy 169 169 187 172 170 171 157 132 115 7.3 34 47 96 83 69 86 109 113 132 1438
Light industrial porduction %yoy 11.8 118 157 121 135 133 122 117 112 103 101 81 144 85 82 97 102 92 98 118
(b) Rural real retail sales %yoy 10.2 82 102 99 104 125 131 147 151 164 181 165 16.7 166 178 185 173 169 173 168 153
Urban real retail sales %yoy 140 99 127 132 136 155 168 182 185 176 179 179 175 126 157 160 167 171 172 168 167
Real retail sales %yoy 132 96 122 124 129 148 160 174 178 173 180 176 173 134 161 165 168 17.0 173 168 164
(c) Nominal FAI %yoy 243 243 272 253 254 296 295 280 288 239 237 219 265 265 303 339 387 353 299 336 350
Real FAI %yoy 172 166 179 159 159 191 177 163 180 163 213 233 30.9 324 386 434 494 467 416 450 451
Real FAI: Real Estate %yoy 26.4 257 254 224 239 266 115 73 114 62 95 103 85 98 181 222 292 321 352 503 492
(d) Exports %yoy 267 63 304 221 283 173 269 215 217 193 -22 29 -176 -258 -17.2 -228 -265 -21.3 -230 -234 -15.2
Imports %yoy 27.6 356 250 268 407 314 337 229 210 151 -181 -215 -431 -241 -250 -229 -250 -13.0 -148 -17.0 -35
Trade balance UsbDbn 195 82 131 166 199 209 254 294 300 358 403 39.0 391 48 183 130 131 81 105 157 129
(e) Electricity production %yoy 157 157 172 137 142 81 96 57 48 30 -7.8 -7.0 49 49 22 36 -32 56 47 89 107
(f) Freight transport %yoy 141 89 66 71 63 47 15 79 146 52 92 113 -141 91 -14 90 129 141 203 146 116
Passenger transport %yoy 145 100 58 127 63 90 78 73 95 86 89 6.6 154 60 15 15 69 23 36 86 58
(9) Industrial sales growth % yoy 27.4 29.3 29.0 241 3.1 -0.8 16
Industrial profit growth % yoy 16.5 20.9 19.4 4.9 -37.3 -22.9 -10.6
Il. Price Development
(@) CPlinflation %yoy 71 87 83 85 77 71 63 49 46 40 24 12 10 -1.6 -12 -15 -14 -17 -18 -12 -08
Non-food price index inflation % yoy 11 1.0 1.3 1.2 1.2 1.4 1.6 15 1.4 1.2 05 -0.2 -04 -10 -10 -11 -12 -13 -14 -14 -13
Food price index inflation %yoy 60 77 70 73 65 57 47 34 32 28 19 1.4 14 06 -02 04 02 -04 -04 02 05
(b) Producer price index % yoy 6.1 6.6 8.0 8.1 8.2 88 100 10.1 9.1 6.6 20 -11 -33 -45 -60 66 -72 -78 -82 -7.9 -70
Producer price index (raw material) %yoy 85 88 102 104 109 112 143 144 130 90 04 -39 68 -84 -102 -103 -109 -11.0 -121 -115 -10.2
(c) IMF commodity price %yoy 43.8 445 480 470 572 622 585 468 247 -60 -27.2 -37.4 -37.8 -43.7 -452 -455 -442 -412 -446 -335 -28.6
Ill. Money supply and credit
(@) M2supply %yoy 189 175 163 169 181 174 164 160 153 150 148 17.8 18.8 204 255 260 257 285 284 285 293
Loans %yoy 167 157 148 147 149 141 146 143 145 146 160 187 213 242 298 297 306 344 340 341 342
(b) Foreign direct investment uUsDbn 112 69 93 76 78 96 83 70 66 67 53 219 75 58 84 59 64 90 54 75 79
Net portfolio inflows UsDbn 309 422 126 503 126 -186 26 26 -152 -684 -406 04 -792 -120 149 363 611 251 272 130 409
Foreign exchange reserves usDbn 1,590 1,647 1,682 1,757 1,797 1,809 1845 1,884 1906 1,880 1,885 1,946 1,913 1,912 1,954 2,009 2,089 2,132 2175 2211 2,273
IV. External Trade
(a) Exports to US %yoy 53 -53 162 108 179 78 156 148 154 124 61 -41 98 -239 -126 -17.7 -21.2 -16.6 -141 -21.8 -143
Exports to EU %yoy 333 12 407 289 349 253 276 220 208 157 -00 -35 -175 -30.2 -20.2 -27.6 -29.2 -23.0 -26.0 -26.6 -17.4
(b) USPMI Index 51.5 445 482 483 491 496 508 564 559 383 336 351 333 342 314 401 349 399 434 500 46.1
© Real effective exchange rate Index* 107 112 108 109 111 110 110 115 118 123 124 121 121 126 125 122 120 116 116 117 1165
V. Exchange Rate
(a) Spot rate
Implied exchange rate by 3M NDF
Implied exchange rate by 1Y NDF
(b) Nominal effective exchange rate Index* 104 105 104 105 106 108 108 111 114 119 121 118 119 122 123 121 118 116 116 115 113
VI. Financial Markets
(a) Benchmark deposit rate %, pa 41 41 41 41 41 41 41 41 41 36 25 23 23 23 23 23 23 23 23 23 23
Benchmark lending rate %,pa 75 75 75 75 75 75 75 75 72 67 56 53 53 53 53 53 53 53 53 53 53
3-month Chibor %, pa 4.6 4.6 45 45 4.6 45 45 4.4 4.4 4.3 3.9 2.8 1.8 1.6 15 1.7 15 15 2.1 2.0 2.3
(b) Total reserve ratio % 17.7 177 170 173 176 187 187 186 181 178 184 1938 170 175 167 164 158 154 154 151 159
Required reserve ratio % 150 150 155 160 165 175 175 175 173 168 168 150 150 150 150 150 150 150 150 150 15.0
Excess reserve ratio % 273 266 153 130 1.07 124 124 114 0.88 107 161 476 202 250 173 136 076 040 036 015 0091
(c Maturing CB bills RMBbn -649  -53 -569 -380 -206 -354 -227 -224 -119 -128 -120 -136 296 -268 -364 -425 -178 -331 -355 -476 -770
CB bills issuance RMBbn 433 510 834 729 296 142 219 281 482 280 30 61 70 140 270 375 240 310 280 438 753
CB bills outstanding RMBbn 3,231 3,688 3,953 4,302 4,392 4,180 4,172 4,228 4,591 4,743 4,653 4,578 4,352 4,224 4,130 4,080 4,142 4,121 4,046 4,008 3,992
(d) 1-year treasury yield %, pa 35 34 32 25 18 11 11 11 1.0 10 10 1.0 16 1.6 1.4
3-year treasury yield %, pa 3.9 3.8 3.4 25 2.0 1.4 1.6 1.7 17 1.7 1.6 18 2.4 2.4 2.3
5-year treasury yield %, pa 4.2 4.1 35 2.8 25 1.9 2.2 24 2.4 24 2.4 25 2.8 2.8 2.9
10-year treasury yield %, pa 4.6 4.3 3.8 3.1 3.0 2.8 3.2 3.3 33 3.2 3.2 33 3.6 3.6 3.6
(e) Total stock market turnover
CSI 300 index
(f) Overall property price index %yoy 113 109 107 10.1 9.2 8.2 7.0 5.3 35 1.6 02 -04 09 -12 -13 -11 -06 0.2 1.0 2.0 2.8
Beijing property price index %yoy 143 137 138 13.0 124 112 102 89 69 52 29 1.0 02 07 -13 -10 -11 07 01 10 22
Shanghai property price index %yoy 9.9 9.8 9.7 9.7 9.5 8.7 7.5 5.8 2.6 04 -08 -1.7 23 24 20 -20 -16 -0.6 0.1 1.1 23
Shenzhen property price index %yoy 136 114 80 55 25 -04 -39 -64 -100 -126 -148 -152 -163 -157 -127 92 51 16 27 65 111

* pased on year 2005.
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