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China Economics Update: Soft April credit consistent with slow
recovery, expect pickup in coming months
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Apr credit data pulled back after three months of strong growth, reflecting an
uneven and soft economic recovery. Medium- to long-term corporate lending
remained solid, consistent with the supportive macro policy stance and strong
business investment. In contrast, demand for housing mortgages remained soft
following the initial release of pent-up demand. Corporate bond issuance slowed,
while government bond issuance remained strong, consistent with the supportive
fiscal stance.
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We expect credit growth to warm up slightly this year. Manufacturing demand and
public investment should support a modest pick up in credit growth this year, even
though household borrowing may stay weak. We expect the PBoC to maintain
ample liquidity conditions while leaving policy interest rates unchanged amid the
continued recovery. Further RRR cuts in 2023F remain a possibility, albeit less likely.
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April TSF (Total Social Financing) data came in below expectations; inflation was soft

The increase in TSF surprised on the downside (RMB2t expected versus RMB1.2t actual). Today’s small miss
came after three months of strong credit expansion. Growth in TSF stock remained solid at 10.3% YoY in Mar
2023, steady from last month. The downside surprise was driven by a smaller than expected increase in RMB
loans, while corporate bonds slowed to just 0.6%, also weighing on overall TSF growth.

m  New RMB loans increased RMB71%9b, softer than the consensus expectation of RMB1.4t. Growth in
outstanding RMB loans was steady at 11.7% YoY following three months of acceleration. The loan
expansion in Apr was also enfirely driven by medium- to long-term (ML) lending to corporates.
Outstanding ML corporate lending picked up to 21.2% YoY in Apr on our estimates (Fig 1). In contrast,
ML loans to households, a proxy for housing mortgages, contracted RMB115b in Apr.

m  Growth of ouistanding corporate bonds slowed to 0.6% YoY in Apr, the sixth straight month of
deceleration. The soft economic recovery likely weighed on market sentiment, leading to wider credit
spreads for weaker issuers and dented corporate bond issuance. Total RMB loans and corporate
bonds, which represent credit to the private sector, rose 10.5% YoY in Apr, a tad lower than Mar (Fig
2).

m  Government borrowing, including outstanding CGBs and LGBs, grew by a solid 13.5% in Apr 2023.
C.35% of the 2023 local government special bond issuance quota has been used as of the end of 1Q
2023.

m  Shadow banking (enfrusted + trust + bills) grew 1.1% YoY, the first expansion since Jun 2018. The
proportion of shadow credit in TSF has shrunk from a peak of around 13% in early 2018 to just 5.0% at
present.

Soft inflation: headline inflation slowed from 0.7% YoY in Mar to 0.1% YoY in Apr, below the consensus
expectation of 0.3% YoY. Slowing headline inflation was mainly driven by cooling food inflation. Food inflation
slowed from 2.4% to 0.4% in Apr. Core inflation, excluding food and energy, remained unchanged at 0.7%
YoY in Apr, pointing to soft domestic consumption. PPl decreased 0.5% MoM in Apr, and was 3.6% lower YOY.

Our view

Soft credit growth mostly reflects the slow economic recovery, which has dented demand for credit. While
solid ML corporate lending suggests business investment will confinue to support domestic growth momentum,
the decline in lending to households is in line with the still soft sentiment towards the housing sector, despite a
recovery from the trough late last year. Property indicators largely exhibited a soft recovery after an initial
rebound supported by pent-up demand (read here for details). We continue to hold the view that continued
improvement in employment and household income is needed to support the housing recovery, and local
measures such as relaxing Hukou and other restrictions may support demand on the margin.

We expect TSF growth to pick up modestly, in-line with the supportive macro policy stance. The Apr Politburo
meeting re-iterated an overall supportive macro policy stance (read here for details). Despite acknowledging
the recent economic recovery, the meeting noted domestic demand remains soft and future recovery
remains bumpy. We expect local government special bond issuance to continue at a solid pace, supporting
infrastructure investment. Other supportive policies include pro-consumption measures, such as encouraging
electric vehicles, and employment enhancing measures, particularly targeted at recent graduates. However,
fiscal support still needs to balance local government debt risks. There will continue to be divergence in credit
growth this year (read here for details). While the property sector will likely go through moderate and
measured deleveraging, manufacturing and public sectors will likely lead credit expansion because of the
industrial cycle and supportive government polices.

We expect the PBoC to maintain an accommodative policy setting amid limited inflation pressure. We expect
the PBoC to keep policy interest rates unchanged this year as long as the domestic recovery confinues as
expected. We also expect the PBoC to maintain sufficient liquidity to support credit demand. The Apr liquidity
injection via medium-term lending facility (MLF) was a small RMB20b, down from Q1 2023. Additional RRR cuts
in 2023F remain possible, albeit less likely, in our view.
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Fig 1: The divergence between ML household and

corporate lending
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Fig 2: Steady credit expansion to the private sector
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