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China Economy
Liquidity condition to remain easing

Social financing extended its recovery thanks to robust government bond
issuance while M1 and M2 growth hit a recent high. However, Renminbi loans
in the private sector continued to slow as housing demand and business capex
remained weak amid the persisted deflationary pressure. Looking forward, the
PBOC will maintain easing liquidity condition with low money market rates to
stimulate credit demand, which is positive for Chinese stocks and
commodities. The central bank might cut RRR by 50bps and LPRs by 10bps
in 4Q25 when the YoY growth of housing sales and consumption is expected
to slow down due to high base and diminishing policy effects. US$/RMB might
mildly rise in August and September as US inflation is expected to rebound
while China’s deflation may deteriorate. US$/RMB may drop again in 4Q25
when US inflation might decline again and China might launch additional fiscal
stimulus towards consumption. We expect US$/RMB to reach 7.10 at end-
2025.

B Social financing continued to recover. Outstanding social financing (SF)
edged up to 9% in July from 8.9% (all in YoY terms unless otherwise
specified), while the SF flow expanded by 50.5% to RMB1.16trn, which fell
short of market expectation of RMB1.41trn. Government bond issuance
remained robust, rising 80.8% to RMB1.24trn in July compared to
RMB1.35trn in June. The issuance pace was running ahead of the average
pace to meet the full-year target of RMB13.9trn incremental debt quota,
indicating that the fiscal support in 2H25 would be more stable and
moderate compared to last year. Corporate bond issuance also remained
strong, rising 37% to RMB279bn in July compared to RMB242bn in June.
RMB loans to the real economy under SF dropped to negative flow at -
RMB426bn in July compared to —RMB80.8bn last year, as LGFVs debt
swap continued. M1 supply rose to 5.6% in July from 4.6%, the highest
growth since early 2023, while M2 rose to 8.8% from 8.3%.

B New RMB loans remained subdued. Growth of outstanding RMB loans
edged down to 6.9% in July from 7.1%, marking another historical low, as
the new RMB loans notably slumped to —RMB50bn in July compared to
RMB260bn in previous year. Credit demand of household sector remained
lethargic as both short-term and medium & long-term saw negative loan
flows at -RMB382bn and —RMB110bn in July. ST loans to household has
notably decreased by RMB383bn YTD as consumers were reluctant to
spend. M&L loan flows have dropped 10.9% YTD as the property sector
continued to soften, especially after June. Corporate sector also saw
negative flows of -RMB550bn and -RMB260bn in ST and M&L loans, with
their YTD growth at 47% and -16% in July. Bill financing increased by
55.9% to RMB871bn in July, reflecting possible idle funds circulation and
lack of incentive for long-term capital investment.

B The easing liquidity condition should support Chinese stocks and
commodities. As the deflationary pressure persists with downside
pressure on the economy, the PBOC will maintain easing liquidity condition
to stimulate credit demand. The easing liquidity condition should support
Chinese stocks and commodities. The central bank might cut RRR by
50bps and LPRs by 10bps in 4Q25 when the YoY growth of housing sales
and consumption is expected to slow down due to high base and
diminishing policy effects. US$/RMB might mildly rise in August and
September as US inflation is expected to rebound while China’s deflation
may deteriorate. US$/RMB may drop again in 4Q25 when US inflation
might decline again and China might launch additional fiscal stimulus
towards consumption. We expect US$/RMB to reach 7.10 at end-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 Figure 4: Total social financing
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Figure 5: OBS financing 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 & Economic activity index
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Figure 13: Real-term loan rates & TSF growth

Figure 14: TSF growth & CSI300 index
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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
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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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