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 China Flash 

 June inflation falls below expectations, providing room for more 
policy easing  
 
The first important release in a data-packed week was released this morning, showing a steeper-than-expected 
decline in June headline inflation to 2.2% y/y from 3.0% y/y in May (BBVA: 2.4%; consensus: 2.3%) on falling food 
prices (Chart 1). This is the lowest inflation rate January 2010, and well below the authorities’ 4% comfort level. On 
current trends, we believe inflation will decline to around 2%, if not lower, in July/August before gradually trending up
during the rest of the year to around 3% by December. Last week’s interest rate cut – the second in a month – has 
generated market expectations that the current round of activity indicators may be weaker than previously expected.
In this regard, the low inflation outturn should help alleviate concerns by providing scope for more policy easing. We
expect up to two more 25bp cuts in interest rates and 150bp cuts in the RRR during the rest of the year. Market focus 
will now shift to the release of June trade data due out tomorrow, followed on Friday by Q2 GDP and June activity 
indicators including industrial production, investment, retail sales, and loan growth. While we see downside risks to 
these indicators, on balance we expect the data to show some stabilizing trends in the pace of the slowdown. 
 

 June CPI inflation eases on falling food prices. Food prices fell by -1.6% m/m (but remained 
flat in seasonally adjusted terms), resulting in an increase of 3.8% y/y in June, down from 6.4% y/y in May. 
Non-food prices increased by 1.4% y/y, unchanged from the previous month. The declining trend in 
inflation is now well entrenched, down steadily from its peak of 6.5% y/y last July. However, some caution 
is in order about the outlook given that the decline is due to volatile food prices which could be reversed. 
Nevertheless, given the slowdown in growth momentum, we believe the inflation outlook for the rest of the 
year is relatively benign.  

 Producer price inflation (PPI) in June eased to -2.1% (Chart 2) (Consensus: -1.9% y/y; 
BBVA: -2.4%), down from -1.4% y/y in May. Month on month (non-seasonally adjusted) the PPI decreased 
by -0.7% in June, on falling commodity prices. The decline in producer prices should, in principle, help 
ease inflationary pressures going forward. 

 The data calendar for the remainder of the week is packed with important 
economic indicators, including Q2 GDP, industrial production, retail sales, trade, and credit 
aggregates. The indicators are likely to reveal further weakness, but on balance we expect them to show a 
stabilizing trend. In particular, we project Q2 GDP to slow to 7.4% y/y from 8.1% y/y in Q1. Meanwhile, we 
expect June industrial production (BBVA: 11.0% vs. May 9.6%) and urban investment, ytd (BBVA: 20.1% 
vs. May 20.1%) to show stabilizing trends.  
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Chart 1  

Headline CPI inflation continues to decline…  Chart 2  

…and PPI inflation has turned negative 
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Source: CEIC and BBVA Research  Source: CEIC and BBVA Research 
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 BBVA will continue to provide our readers up-to-date reports by emails, but you can also register directly on our website where you can find a full list of our 
latest reports & presentations http://serviciodeestudios.bbva.com/KETD/ketd/ing/index.jsp 
 
If you wish to be excluded from this mailing list, please write to us on research.emergingmarkets@bbva.com.hk and we shall immediately remove you from the 
list. 

 

Before you print this message please consider if it is really necessary. 

This email and its attachments are subject to the confidentiality terms established in the corresponding regulations and are intended for the sole use of the person or persons indicated in the
header. They are for internal use only and cannot be distributed, copied, conveyed or furnished to third parties without prior written consent from BBVA. If this message has been received 
erroneously, it is forbidden to read, use or copy any of the contents and you are asked to inform BBVA immediately by forwarding the email to the sender and eliminating it thereafter. 

 

 


