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China Economy
Credit remained weak with positive signs

China’s social financing flow deteriorated and fell short of market expectations.
Although government financing rebounded amid faster bond issuance, private
credit demand remained weak amid the property slump, persistent deflation
and subdued confidence. The change in the statistics system also contributed
to the low readings of credit and money supply as the PBOC pointed out the
less-inflated data was part of the process to “drain the swamp”. Looking
forward, the PBOC may further cut RRR by 25bps and LPRs by 15bps in 2H24
to relieve the debt service burden for the private sector. To protect banks’ NIMs,
the central bank may also reduce deposit rates. Meanwhile, the central bank
would continue to guide banks to expand credit supply to boost economic
growth and defy deflation pressure. We expect credit growth may mildly
rebound in 2H24-2025.

B Social financing growth receded despite notable government bond
issuance growth. The growth of outstanding social financing (SF) slowed
down to 8.1% YoY (all in YoY terms unless otherwise specified) in June from
8.4% in May, as the SF flow dropped by 22% to RMB3.3tn in June, after
rising 32.7% to RMB2.1tn in May. Government bond issuance has picked
up markedly since May and increased by 58% to RMB848.7bn in June. New
RMB loans under SF has been declining YoY since Oct 2023 and dropped
32.2% to RMB2.2tn in June, after declining 32.9% to RMB819.7bn in May.
Corporate bond issuance rebounded to RMB212.8bn in June from
RMB28.5bn in May but dropped 5.4% compared to its year-ago level.
Shadow financing contracted significantly as undiscounted banks’
acceptance saw a significant negative flow at -RMB204.7bn in June. The
M1 growth sank further to -5% from -4.2% as the central bank is discussing
the modification of M1 definition to improve the data scope. M2 slowed down
to a record low at 6.2% from 7% in May. We expect both M1 and M2 growth
should stay muted in the near term due to weak property sales and business
activities.

B Credit demand in private sector continued to deteriorate. Growth of
outstanding RMB loans hit another record low at 8.1% in June from 8.4%.
The once again weaker-than-expected new RMB loans dipped 30.2% to
RMB2.1tn in June, after dropping 31.1% to RMB950bn in May. New loans
to households have been extremely weak throughout 2024 ytd as they either
contracted due to prepayment or their YoY change declined by double digits.
New loans to households dropped 41% to RMB570.9bn in June with short-
term loans down 50% and new M&L loans down 31%. Demand for
consumer credit was soft amid elevated real interest rates while property
sales have yet to show any material improvement following the policy
easing. We expect the growing spread between new and existing mortgage
rates would trigger more early payments, weighing on future M&L loans
growth. New loans to the corporate sector further declined 28.5% to
RMB1.6tn after dipping 13.5% to RMB740bn in May. Short-term loans
dropped 10% to RMB670bn while M&L loans dipped 39% to RMB970bn,
compared to RMB510bn in May with -35% growth. Bill financing contracted
to -RMB39.3bn compared to positive RMB357.2bn in May.

B PBOC toned down the significance of deteriorating credit data as it is
part of the “drain the swamp” process. Recent credit data has been
markedly weak as the modification of GDP calculations of financial sector
and cancellation of hidden deposit interest have resulted in the all-time lows
of both credit and monetary base growth. On the bright side, the less-
inflated data would be better indications for the central bank to coordinate
its monetary policy and better reflection of current economy. Looking

@mmﬁ:

CMB INTERNATIONAIL

Bingnan YE, Ph.D
(852) 3761 8967
yebingnan@cmbi.com.hk

Frank Liu
(852) 3761 8957
frankliu@cmbi.com.hk

7 L .. .
2.0 e Lot d
15
1.0 +
2019 2020 2021 2022 2023 2024
——PBOC 7D repo Banks' 7D repo
1Y LPR 5Y LPR

Source: Wind, CMBIGM

(;A;) YoY (%)
R 13
/N\"'VV\ 12
2 A JMV/\V H
NN
10
9
o 8
7
0 T T T T T T T 6
2017 2018 2019 2020 2021 2022 2023 2024
——7D Shibor (LHS) M2 YoY (RHS)

Source: Wind, CMBIGM

0,
65 average rate(%)

Z: \’\/\,\‘\\’_\/\
e | N

4.0 A

3.5

201620172018201920202021202220232024

Loan Corporate loan
Mortgage loan
Source: Wind, CMBIGM

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk


mailto:frankliu@cmbi.com.hk

15 Jul 2024

CME INTERMATIONAL

18 4. E PR

e = WM B AR

forward, we expect further LPRs cut by 15bps to relieve debt service burden
of consumers and private business. The central bank may also reduce
deposit rates to protect banks’ NIMs. Meanwhile, the central bank may
guide banks to expand credit supply to boost economic growth and defy
deflation pressure. We expect credit growth may gradually rebound in
2H24-2025.
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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

Source: Wind, CMBIGM

Figure 10: New short-term loans to enterprises
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Figure 11: Bill financing to enterprises
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Figure 12: M1 growth & M1 as % of M2
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Figure 13: Real-term loan rates & TSF growth

Figure 14: TSF growth & CSI300 index

(%)

17 1

15 -

13 S

11 4

9 A

7

5

3

1 4

@ T T T T T — N T T
) © ~ © o o N N ™ <
— — = — o IN ol I I\ N
o o o o o o o o o
« « Y « « Y Y « Y Y

Real-term rates for loans in average
TSF outstanding YoY

YoY (%) (index)
17 A - 6000
- 5500

15 -
- 5000

/

13 / - 4500
11 ol | - 4000
V\’/‘ - 3500

9 -
- 3000
7 T T T T T T T T 2500

2016 2017 2018 2019 2020 2021 2022 2023 2024
TSF outstanding YoY (LHS) CSI300 index(RHS)

Source: Wind, CMBIGM

Figure 15: Daily domestic traffic flow in tier-1 cities

Source: Wind, CMBIGM

Figure 16: New mortgage & housing sales
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Figure 17: Housing sales recovery rates compared
to 2019

Source: Wind, CMBIGM

Figure 18: Growth of land sales
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Figure 19: Infrastructure investment

Figure 20: US-China interest spreads
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Figure 21: China-US growth gap & RMB/US$ change

Source: Wind, CMBIGM

Figure 22: Net forex inflow

(ppY (%)
20 -

- 10
/‘\\ -8
15 - 6
/ \/\ P4
10 - L2
N )
5 - \/ N\ )
-4
0 T T T T 'V, T -"-\'t—_'r (6)
(8)
(5) - - (10)

2006 2008 2010 2012 2014 2016 2018 2020 2022
Sino-US nominal GDP growth gap (LHS)

RMB/US$ % change (RHS)

US$ b
( 120 -n)

80
40 A A ’
0 -_'_'_'\T-,‘ WVT\;A—N”A"W Ao
(40) -

(80) -
(120) -
(160) -

(200) -
2013201420152016 2017 201820192020 2021 2022 2023 2024

i

Banks' net forex purchase Banks' net forex receipt

Source: Wind, CMBIGM

Figure 23: Money market funding cost
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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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