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China Policy

China needs further credit easing to boost demand

China’s new credit rebounded in March as governments accelerated bond
issuance and banks expanded short-term loan supply to corporates. But medium
& long term loans especially mortgage loans remained weak amid sluggish
housing demand. The Chinese policymakers have to demonstrate their
determination to defend the 5.5% GDP growth target for 2022. We expect a
possible mild cut in LPRs and further easing of liquidity & credit supply in 2Q22.
The economy prospect may gradually improve from May and the stock market
may see a second round of rebounding after the recent slump.

New credit rebounded in March amid strong government bond issuance
& short-term loans to corporates. Total social financing rose 37.7% YoY in
March after dropping 30.8% YoY in February. The YoY growth of outstanding
social financing and M2 supply accelerated from 10.2% and 9.2% in February
to 10.6% and 9.7% in March. Government bond financing increased 125.2%
YoY in March as the cabinet urged to accelerate government special bond
issuance to boost infrastructure investment. Corporate bond financing slightly
rose 2.3% YoY, while new loans to corporate sector jumped 55% YoY with
the short-term and medium & long term respectively up 115.8% YoY and 1.1%
YoY in March. Off-balance-sheet financing turned positive in March as banks’
acceptance financing and new entrusted loans respectively reached
RMB28.6bn and RMB10.6bn and trust loans saw a smaller MoM decline at
RMB25.9bn.

But medium & long term loans especially mortgage loans remained
weak. New medium & long term loans to corporate sector only rose 1.1% in
March as business capex demand remained weak. New medium & long term
loans to household sector (mainly new mortgage loans) dropped 40.1% YoY
in March after seeing a negative number in February. Potential homebuyers
have been reluctant to buy housing due to fears of developer closures and
housing price declines. The epidemic also exacerbated slump in mortgage
loans and home sales in March.

It is possible to see a mild cut in LPRs. The property market stress calls for
further credit loosening with interest rate cuts. But the PBOC is reluctant to
launch significant rate cuts as they are considered as the signal for massive
stimulus and will further narrow the Sino-US interest rate spreads. The central
bank has a fear of floating exchange rates, as it believes exchange rate
depreciation may cause capital outflows. To boost demand, the PBOC may
launch a mild cut in loan prime rates (LPRs) in 2Q22. But it is unlikely to see
a big cut in LPRs.

China has additional room for liquidity & credit easing. The PBOC may
use open market operations, special refinancing supply or possible RRR cut
to further ease liquidity condition and guide banks to expand credit supply to
targeted sectors like manufacturing, service business, SMEs, green
development and technology innovation.

Implications for the stock market. HK stock market has recovered from the
extreme panic since China’s Financial Stability and Development Committee
sent a strong signal to stabilize the market on 16 March. Hang Seng Index
and Hang Seng Tech Index once rebounded by 22% and 37%, respectively.
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But the market has softened again recently, as the severe epidemic has hurt
some investors’ confidence. The Chinese policymakers have to demonstrate
their determination to defend the 5.5% GDP growth target for 2022. With a
probable gradual policy easing, infrastructure investment should maintain
strong growth in 2Q-3Q22 and property market may see the bottom in May or
June. Consumer goods and services may gradually resume from May as the
epidemic in Shanghai is expected to be under control. Amid such a scenario,
the stock market may see a second round of rebounding in May after the
recent slump.
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Figure 1. Growth of Outstanding OBS Financing

Figure 2: Growth of Outstanding Bond Financing
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Figure 3: Total Social Financing
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Figure 4. OBS Financing
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Figure 5: Bond Financing
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Figure 6: New M&L Term Loans to Enterprises
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Figure 7: New Short Term Loans to Households

Figure 8: New M&L Term Loans to Households
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Figure 9: Growth of Credit & Money Supply
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Figure 10: M1 Growth and Manufacturing PMI

YoY(@h)
17

16 A
15 A
14 A
13 - /\"\
12
11
10 A
g
3
7

2017 2018 2019 2020 2021 2022
TSF outstanding RMB loan M2

YoY(%) (index)
30 1 r 93
25 - 53
- 52
20 A "\ - 52
U \
15 4 - 51
- 51
10 A L 50
5 - 50
[ - 49
0 T T T T T
V|9
(5) L 48
2016 2017 2018 2019 2020 2021 2022
=11 (LHS) PMI (RHS)

Source: Wind, CMBIGM

Figure 11: Growth of Passenger & Freight Volume
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Figure 12: New Mortgage & Housing Sales
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Figure 13: Growth of Housing Sales by Cities

Figure 14: Growth of Land Sales
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Figure 15: Land Revenue & Infrastructure Investment Figure 16: US-Sino Interest Spreads
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Figure 17: Sino-US Growth Gap & RMB/US$ Change
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Figure 18: Net Forex Inflow
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Figure 19: Money Market Funding Cost

Figure 20: Bond Market Rates
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Figure 21: Stock Market Performance
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Figure 22: Margin Trading in A Share Market
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Figure 23: EM ETF Volatility & Northbound Inflow
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Figure 24: A/H Premiums & Southbound Net Inflow
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