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China Economics Update: Jun credit data points to stfronger borrowing

HEIZEFETIR: 6 A AR B R 08 63 75 KA B El -

Solid credit data in Jun reflects some recovery in private borrowing demand. Kevin Xie
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expect supportive macro policy to continue. The latest price data highlights
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Better-than-expected Jun total social financing (TSF) data; muted inflation

The increase in TSF came in above the Bloomberg consensus estimate (RMB3.1t expected versus RMB4.2t
actual), pointing to a gradual recovery in credit appetite. Better RMB loan demand was the key contributor.
Growth in TSF stock dipped to 9.3%YoY in Jun, compared with 9.8% in May.

m  New RMB loans beat expectations in Jun (RMB3.1t actual versus RMB2.3t expected). Bank loans
exhibited strong seasonality. However, the Jun rebound from the disappointing May figure was
stfronger than the usual seasonal jump. The details reveal a broad recovery in loan demand. In
particular, medium- to long-term (ML) lending to both corporates and households increased from May
to Jun. As aresult, growth in ML lending to corporates has sustained at recent highs of around 21% YoY,
while growth in outstanding ML household loans stabilized at around 5.4% YoY in recent months (Fig 1).

m  Outstanding corporate bonds increased RMB236b in Jun, a much better outcome than the RMB218b
decline in May. The PBoC's interest rate cuts may have incentivized corporate borrowing with lower
costs. Nevertheless, the stock of outstanding corporate bonds contracted 0.4% YoY in Jun, driven by
reduced borrowing by property developers over the past year. Growth in total RMB loans and
corporate bonds, which represent credit to the private sector, slowed through 2Q to 10% YoY in Jun,
following an uptick in 1Q23 (Fig 2).

m  Outstanding government bonds grew 10.1% YoY in Jun. Although the 2023 local government special
bond issuance has been steady (Fig 3), growth in outstanding government bonds has slowed from the
fast pace in 2022.

m  Shadow banking (entrusted + trust + bills) contracted by RMB%0b in Jun, but the pace of contfraction
has steadily slowed with positive YoY growth posted in recent months. At present, the stock of shadow
credit represents less than 5.0% of total TSF.

Separately, the easing trend in inflation highlights softness in consumption following the release of pent-up
demand this year. Headline CPl inflation was flat in Jun, weaker than the 0.2% YoY posted in May. Sequentially,
consumer prices have declined for five consecutive months; moreover, six out of eight categories of the CPI
basket registered month-on-month deflation in Jun. By category:

m  Food prices were dragged by falling pork prices.

m  Non-food goods prices fell (Fig 4). Fuel prices have fallen sharply this year, down 17.6% YoY in Jun.
However, other non-food goods prices, such as household durable goods (down 1.8% YoY in Jun),
were also on a falling trend this year. Notwithstanding strong car sales in recent months, deep price
cuts to clear car inventories may have contributed to softer inflation.

m  Service inflation remained low. Despite the recovery in services post re-opening, services inflation
fluctuated between 0.6% and 1% YoY in 1H23. However, the recovery in offline consumption boosted
travelrelated prices (6.4% YoY in Jun).

Core inflation, excluding food and energy, inched down to 0.4%YoY in Jun, the slowest pace since 1Q20,
pointing to weak domestic demand.

PPI deflation deepened to 5.4% YoY in Jun, driven by easing global commodity prices. Sequentially, PPl has
fallen for a third consecutive month, down 0.8% MoM since May.
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Our view

Jun credit data should help ease concerns over credit demand following disappointing data from May.
Corporate borrowing is still solid, as seen from medium-to-long term corporate borrowing. The property sector
will take longer to recover, in our view, though relaxation in housing policy by local governments may support
property demand at the margin. Our view remains that improvement in employment and household income
will have to confinue if the housing recovery is to sustain.

We expect the PBoC to maintain an accommodative policy in support of domestic demand. Muted inflation
pressure points to soft consumption despite the quick normalization in offline consumption. Hence, we expect
the PBoC to support credit expansion, particularly in pricritized areas such as the green transition (read here
for details). In Jun, the PBoC increased its long-term liquidity injection by RMB37b via the one-year Medium-
term Lending Facility. Additional RRR cuts in 2023F remain possible, in our view.

However, policy interest rates have been at record lows and room for continued reduction of policy rates is
limited. Recent weakening in the CNY after the interest rate cuts may also be a constraint to policymakers.
Though unlikely, further cuts cannot be ruled out; although, if they occur, we believe they will be modest.

A more supportive fiscal stance is likely to lift TSF growth slightly in 2H23F. As monetary policy eases, fiscal
support has slowed. Local government special bond issuance has been solid, but slower than the pace in
2022. Additional fiscal support in the form of tax cuts, targeted measures to support consumption, and
accelerated spending in 2H23 could support soft domestic demand (read here for details). The Jul Politburo
meeting is likely to setf the policy tone for 2H23 as it will signal potential easing measures. In our view, a massive
stimulus package is unlikely.

Fig 1: ML household has started to stabilize and
growth in corporate lending remains robust

Fig 2: Steady credit expansion to the private sector
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Fig 3: Robust government bond issuance

(RMB trn)
6,000 -
5,000 -
Py
4,000 -
3,000 -
2,000 -
1,000 4
O T T T T T T T T T T T 1
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2020 2021 2022 == 2023

Source: CEIC, CCBIS

Fig 4: Non-food goods inflation driving down
headline inflation
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