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Credit growth remained tepid with easing policy ahead

China’s outstanding social financing slightly picked up as government bond
financing notably rebounded amid stronger fiscal expansion. But credit growth in
the private sector was still tepid as consumer demand, housing sales and
business capex remained weak. The deflation trend restrained credit demand by
pushing up real-term interest rates. We expect the PBOC may cut LPR or RRR
in next several weeks. The central bank may cut RRR by 0.5ppt and lower 1-Y
and 5-Y LPR by 10bps and 20bps, respectively in 2024. Credit growth may
slightly pick up this year thanks to more expansionary fiscal policy and moderate
improvement of economy and price. We expect outstanding social financing
growth to rise from 9.5% at end-2023 to 10% at end-2024.

B Government bond issuance continued to support social financing
rebound amid stronger fiscal expansion. Social financing flow increased
48.6% YoY (all in YoY terms unless otherwise specified) to RMB1.94trn in
Dec. The major contribution was from government bond financing, which
jumped 230.3% to RMBO0.93trn. But new RMB loans to businesses and
households fell 23.3% to RMB1.1trn. Meanwhile, new foreign currency loans
and banks’ acceptance remained sluggish; while new entrusted loans and
trust loans mildly improved. Corporate equity financing also declined due to
bearish market and tighter regulation on equity issuance. M2 growth further
slowed to 9.7% in Dec as household saving rate declined. M1 growth
remained low at 1.3% at end-2023 as business activity was still weak.

B New RMB loans remained apathetic as business and consumer
confidence was still low. New RMB loans contracted 16.4% to RMB1.17trn
in Dec after dropping 9.9% in Nov. New short-term loans to enterprises
returned to contraction at -RMB63.5bn from RMB170.5bn in Nov, below its
year-ago level of -RMB42bn. New medium and long-term loans increased to
RMB861.2bn in Dec from RMB446bn in Nov, albeit a 28.9% YoY decline.
Meanwhile, new bill financing continued to expand as the central bank
continued to guide banks to expand credit supply to SMEs. New loans to
households remained lackluster as new medium and long-term loans to
households dwindled to RMB14.62bn in Dec from RMB23.31bn in Nov with a
21.6% YoY decline. Housing sales continued to slump in Dec and early Jan.
On the contrary, short-term loans to households rebounded to RMB75.9bn
from RMB59.4bn in Nov, drastically higher than its previous year level at -
RMB11.3bn.

B Credit growth may mildly rebound with stronger fiscal expansion and
better economy & price condition. China’s GDP growth may remain at
around 5% in 2024. The fiscal policy would be more expansionary this year to
support the growth. Fiscal deficits including general deficit, special Treasury
bond quota and half of 2023 temporary additional deficit are expected to reach
4.1% in 2024. Local government special bond quota may reach 3% of GDP in
2024, the same as in 2023. The monetary policy should remain
accommodative as the PBOC may cut RRR by 0.5ppt and lower 1-Y and 5-Y
LPRs by 10bps and 20bps, respectively in 2024. Credit growth may mildly
rebound as outstanding social financing growth may rise from 9.5% at end-
2023 to 10% at end-2024. We expect the GDP growth to reach 5.3% in 2023
and 4.8% in 2024. The deflation should alleviate as CPI growth is expected to
rise from 0.2% to 1%.
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Figure 1: Growth of outstanding social financing

Figure 2: Growth of outstanding bond financing
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Figure 3: Growth of outstanding OBS financing
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Figure 4: Total social financing
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Figure 5: OBS financing
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Figure 6: Bond financing
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Figure 7: New M&L term loans to households Figure 8: New short-term loans to households
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Figure 9: New M&L term loans to enterprises Figure 10: New short-term loans to enterprises
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Figure 11: Bill financing to enterprises Figure 12: M1 growth & M1 as % of M2
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Figure 13: PBOC claims to large and S&M banks

Figure 14: Total social financing & CSI300 index
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Figure 15: Daily domestic traffic flow in tier-1 cities
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Figure 16: New mortgage & housing sales
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Figure 17: Housing sales recovery rates compared
to 2019
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Figure 18: Growth of land sales
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Figure 19: Infrastructure investment

Figure 20: US-Sino interest spreads
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Figure 21: Sino-US growth gap & RMB/US$ change
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Figure 22: Net forex inflow
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Figure 23: Money market funding cost Figure 24: Bond market rates
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Figure 25: Change of margin balance and daily net
buying on margin

Figure 26: EM volatility and northbound flow to A-
share
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