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Data Release: Chinese GDP growth picks up some momentum in the second quarter 

 Chinese second quarter real gross domestic product (GDP) rose by 6.7% (year-on-year), slightly stronger 
than the consensus expectation of 6.6%. Annualized growth on a quarter-over-quarter basis accelerated 
to about 7.2% from a weak 4.8% in the first quarter. 
  

 Fixed asset investment (excluding rural areas) rose 9.0% (reported on a year-over-year in year-to-date 
basis), slightly below the consensus expectation of 9.4%, and marks a further deceleration from the 9.6% 
recorded in May. 

 The services sector remained resilient, with nominal retail sales growth for June at 10.6% (y/y), stronger 
than the consensus forecast of 9.9%.  

 Industrial production rose 6.2% (y/y) in June, slightly stronger than consensus call for 5.9%. The growth 
was mainly concentrated in the manufacturing sector as the mining sector continued to languish. 

 Nominal GDP for the second quarter of 2016 rose 8.4% (y/y). The gap between nominal and real GDP 
reflects the pick-up in inflation that took hold at the start of this year, with rising commodity prices 
expected to continue exert upward price pressures in China for the remainder of this year. 

Key Implications 

 First half GDP growth in China has held up better than expected, and if this pace is maintained, Chinese 
authorities 2016 target growth will hold true within the 6.5% - 7.0% range. 

 The data remains in alignment to our view that economic growth will likely decelerate through the second 
half of 2016, as authorities act to implement changes that gear economic activity toward domestic 
consumption and services and away from the "old world" economy of industrial production. This is 
consistent with a continued contraction in mining activity and slower growth in industrial production as 
inefficient factories in overcapacity industries are shuttered. Overall, this data acts to support our 2016 
forecast of Chinese growth of about 6.4%. 

 For the remainder of 2016 we anticipate that quarterly GDP growth will continue to be buoyed by 
infrastructure spending. This stimulus will likely be targeted at local government infrastructure and will 
address pressures in Tier 1 cities related to the migration of workers under the reform of China's hukou 
registration system. 

 Given the downside risks to global growth, we do not anticipate Chinese authorities will tolerate any 
significant weakening in economic activity. Any intervention in financial markets will likely come with more 
transparent policy statements than in the past with the hopes of limiting financial market volatility. 
However, China's precarious task of rebalancing the economy while holding growth above 6.5% 
necessitates raising debt-financed infrastructure spending to offset declines in "old economy" 
sectors. This elevates financial stability risks, which will eventually have to be addressed under this kick-

the-can-down-the-road strategy.  
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