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China Flash

November PMI affirms gradual economic pickup

China’s official PMI for November (released over the weekend on December 1) rose for a fourth consecutive
month, to 50.6 (BBVA forecast: 50.9; Consensus: 50.8) and was above the 50 expansion threshold for a second
month in a row (Chart 1). While slightly below expectations, the outturn confirms an economic pickup in Q4 after
bottoming out in Q3. Encouragingly, new orders and production continue to gain pace, and the material inventory
sub-component is increasing, suggesting an end to the inventory destocking cycle — all of which bode well for
production in the coming months, consistent with last month’s batch of strong activity indicators (for details, see
China Flash), and our projected increase in GDP growth in Q4 to 7.5-8.0% y/y, which would bring full-year growth
to 7.6% in 2012 and 7.9% in 2013. The private-sector MarkitHSBC PMI (which represents smaller manufacturers)
was released today at 50.5, above the 50 expansion level for the first time in 13 months. Given uncertainties in the
global economy, benign inflation, and downside risks to the outlook, we expect further policy easing in the coming
months, especially if the external environment remains weak. This will entail further fiscal support and monetary
easing in the form of further RRR cuts and up to one more interest rate cut.

e The official PMI for November shows broad-based increases, led by new orders

(Chart 2). The new order sub-indicator jumped to 51.2 from 50.4 in September, while the new export order
sub-indicator rose above 50 for the first time in 6 months to 50.2 from previous 49.3. The pick up in both sub-
indicators encouragingly points to the improving demand both from domestic and external. In the meantime,
the production improves steadily to 52.2 from previous 52.1, suggesting industrial production is likely to
improve further over the coming months. Nonetheless, the employment sub-indicator fell to 48.7, the lowest
since February, underscoring employment — one of the major concerns of the Chinese government -- is likely
to fall behind economic recovery.

e We will be watching for the outcome of the annual Central Economic Work

Conference (CEWC) in mid-December, along with November activity indicators. The
CEWC may result in the setting of next year’'s growth target, widely expected to be in the 7.0-7.5% range,
along with further clarity on the course of economic policies. In the meantime, we will also be watching for
November activity indicators. We expect inflation to rise slightly towards 2.0% y/y in November (from 1.7% yly
in October) on rising food prices, and to rise to only 2.6% by end-year. Other indicators such as industrial
production, retail sales, and fixed asset investment should also show a further pickup from September.

e« There is room for further policy easing over the coming year. Given downside risks to the
outlook and limited inflationary pressures, we still see room for a possible interest rate cut (increasingly an out-
of-consensus call), as well as 1-2 more cuts in the RRR over the coming year. The strength of incoming activity
indicators, external demand, and domestic liquidity will be key factors for the authorities in determining their
monetary stance. Further fiscal support could also be forthcoming, especially as the leadership transition is
fully complete in March (the 18" National Communist Party meeting in November has selected Politburo
members and Standing Committee, paving the way for the new the new President and Premier to be installed
in March).
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Official PMI remains above the expansion zone... ... as production and new orders further improve
Index % yoy 60 - 60
65 - - 30 m Oct m Nov
55 1 r 55
60 - - 25
55 4 L 20 50 1 - 50
50 - - 15 45 4 r 45
45 1 - 10 40 - - 40
40 A - 5
35 A r 35
35 T T T T T T T T T T T T T T T T T T T T T T T O
N~ © o o -—— - N
5255838835832 22T T o ey 30 - 30
Al Pt Pl o P Eale PN e Pt c 4 5 £ g 2 o v 9 B 5
T 50 8] [e] © [e] © o © o © o o S ke c 2 2. 3
P=3z0=32z2052z28=3z28=2328=32 s & 5 %5 & £ 8z 2 3§ 285 &
= =
— NBS PMI (LHS) g2 & 3363 ot & Fo=9 %
Markit PMI (LHS) e & =z = 2 g2 § g< @
Industrial production (RHS) E 3
Source: CEIC and BBVA Research Source: CEIC and BBVA Research
BBVA ‘ RESEARCH | 43/F., Two IFC, 8 Finance Street, Central, Hong Kong | Tel.: +852 2582 3111 | www.bbvaresearch.com

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.


http://twitter.com/#!/Aligarciaherrer
http://www.bbvaresearch.com/
http://twitter.com/

