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China Economics Update: Accelerating credit growth in December supported
by solid government bond issuance
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Credit growth picked up for the third straight month in Dec, reflecting strong Kevin Xie
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governments began fo front-load special bond issuance in early Jan. Government
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core inflation points to soft domestic demand. The PBoC is likely fo remain
accommodative in order to maintain sufficient liquidity, facilitate government
bond issuance, and support the domestic recovery. We expect two RRR cuts and
one 10bp cut to policy interest rates.
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Total social financing (TSF) picked up further in Dec on government borrowing

TSF growth picked up for the third straight month to 9.8%YoY in Dec, aided by government bond issuance
while loan growth held steady (Fig 1).

m  New RMB loans rose slightly to RMB1.20t in Dec, falling just short of the consensus forecast of RMB1.35t.
ML loan demand from both corporates and households fell on a year-on-year basis. Despite a gradual
moderating frend, growth in corporate long-term borrowing remained resilient in Dec, sustaining
above the 2019 growth rate (Fig 2). Growth in household mortgage loans has hovered around recent
lows, helped by continued policy relaxation in the property sector.

m  Net corporate bond issuance and shadow banking contracted. Despite improved inter-bank liquidity,
net corporate bond issuance fell by RMB262.5b in Dec, the first decline since May 2023. Outstanding
shadow banking continued to shrink. These declines likely reflect weak interest in private sector debt.

m  Outstanding government bonds increased by RMB930b. Despite a slow-down in issuance momentum,
government bond issuance remains solid compared with previous years. Growth in outstanding
government bonds accelerated by Tppt to 15.9% YoY in Dec, the fastest pace since Oct 2022.

Both CPI and PPI deflation eased in Dec

Headline consumer inflation eased to -0.3% YoY in Dec, slightly betfter than the consensus forecast of a
0.4% YoY decline. Sequentially, consumer prices grew 0.1% MoM. The first positive growth following two
months of decline was driven by rebounding food prices. Nevertheless, domestic demand remained soft.
Core inflation, excluding food and energy, was low at 0.6% YoY, for the third straight month.

By category:

m  The annual decline in food prices eased in Dec, driven by a 0.9% MoM rise in food prices. Food price
gains were driven by a 6.9% MoM rise in fresh vegetable prices and contributed 0.2ppt to sequential
CPl inflation (Fig 3). The annual decline in pork prices eased to -26.1% YoY in Dec. Sequentially, pork
prices continued to come down, but the pace of decline slowed to 1% MoM. We continue to expect
the annual fall in pork prices to ease as the outlook for pork supply improves (Fig 4), lending support
to food inflation.

m  Non-food inflation edged up on easing energy deflation. Fuel deflation eased from 2.9% YoY to
1.4% YoY in Dec, partially offset by a larger decline in fransportation equipment prices. Services
inflation was unchanged for the second month in arow at 1% YoY, the slowest pace since Jul.

PPI deflation eased to 2.7% YoY in Dec, largely because of base effects. Sequentially, PPl inflation fell for the
second month in a row by 0.3% MoM in Dec, dragged by declining energy prices.

Looking ahead, falling pork supply and a continued recovery in domestic demand point to a modest pickup
in CPI inflation.

Despite recent weakness, global energy supply is still tight. Our expectation is for a resilient US economy and
heightened geopolitical risks leading to higher energy prices, which would support modestly faster PPI
inflation.

Our view

Government bond issuance is likely to remain strong, supporting credit growth. Accelerating TSF growth in
Dec was driven by solid government bond issuance, mainly RMBI1t in central government bond supply.
Policymakers approved an early batch of the 2024 local government bond quota in 4Q 2023. By early Jan,
local governments began to front-load special bond issuance. Published media reports from Chinabond
suggest RMB482b in special bond issuance is scheduled for 1Q 2024, representing about 35% of the 1Q 2023
issuance. Solid government bond issuance will remain supportive of TSF expansion this year. We expect TSF to
expand 9% YoY in 2024 (details in our 2024 Macro Outlook).
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We expect the government’s liquidity stance to stay accommodative. The PBoC has injected a total of
RMB1.4t in long-term liquidity in Nov and Dec, helping to lower interbank borrowing rates and facilitate
government bond issuance. The PBoC is likely to keep the liquidity stance accommodative to support the
recovery. We expect two RRR cuts and one 10bp cut to the policy interest rate in 2024F.

Fig 1: Government bond issuance supports credit Fig 2: Corporate loan demand growth slowed, while

expansion housing mortgage demand stabilized
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Fig 3: Food inflation lifted sequential CPI inflation Fig 4: Pork deflation is expected to ease on tighter
supply outlook
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Fig 5: Services inflation was steady
%YOY
6.0 1
5.0 A
40 A
3.0 1
2.0 A
1.0 1 M
0.0 . . . . . .
-1.0 -/

-2.0 -
01/21

07/21 01/22 07/22

Goods exl. food and energy

01/23 07/23
—Services
Source: CEIC, CCBIS

CCBI SECURITIES 3



O\E‘EEEIBE

Economics | 14 January 2024 CCB International

Analyst certification:

The author(s) of this document, hereby declare that: (i) all of the views expressed in this document accurately reflect his/her personal
views about any and all of the subject securities or issuers and were prepared in an independent manner; (i) no part of any of his/her
compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this document; and
(iii) he/she receives no insider information/non-public price-sensitive information in relation to the subject securities or issuers which may
influence the recommendations made by him. The author(s) of this document further confirm that (i) neither he/she nor his/her respective
associate(s) (as defined in the Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission issued
by the Hong Kong Securities and Futures Commission) has dealt in/traded or will deal in /trade the securities covered in this document
in a manner contrary to his/her outstanding recommendation, or neither he/she nor his/her respective associate(s) has dealt in or tfraded
in the securities covered in this document within 30 calendar days prior to the date of issue of this document or will so deal in or trade
such securities within 3 business days after the date of issue of this document; (ii) neither he/she nor his/her respective associate(s) serves
as an officer of any of the companies covered in this document; and (i) neither he/she nor his/her respective associate(s) has any
financial interests in the securities covered in this document.

Disclaimers:

This document is prepared by CCB International Securities Limited. CCB International Securities Limited is a wholly-owned subsidiary of
CCB International (Holdings) Limited (“CCBIH") and China Construction Bank Corporation (*CCB"). Information herein has been
obtained from sources believed fo be reliable but CCB Infernatfional Securities Limited, its affiliates and/or subsidiaries (collectively
"CCBIS") do not guarantee, represent and warrant (either express or implied) its completeness or accuracy or appropriateness for any
purpose or any person whatsoever. Opinions and estfimates consfitute our judgment as of the date of this document and are subject to
change without notice. CCBIS seeks to update its research as appropriate, but various regulations may prevent it from doing so. Besides
certain industry reports published on a periodic basis, the large majority of reports are published at irregular intervals as appropriate
according to the analyst's judgment. Forecasts, projections and valuations are inherently speculative in nature and may be based on a
number of contingencies. Readers should not regard the inclusion of any forecasts, projections and valuations in this document as a
representation or warranty by or on behalf of CCBIS that these forecasts, projections or valuations or their underlying assumptions will be
achieved. Investment involves risk and past performance is not indicative of future results. InNformation in this document is not intended
to constitute or be construed as legal, financial, accounting, business, investment, tax or any professional advice for any prospective
investors and should not be relied upon in that regard. This document is for informational purposes only and should not be freated as an
offer or solicitation for the purchase or sale of any products, investments, securities, frading strategies or financial instruments of any kind
in any jurisdiction. CCBIS makes no representations on the availability of the securities covered in this document (or related investment)
fo the recipients. The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Neither
CCBIS nor any other persons accept any liability whatsoever for any loss or damages (whether direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential) arising from any use of this document or its contents or otherwise arising in connection
therewith. Securities, financial instruments or strategies mentioned herein may not be suitable for all investors. The opinions and
recommendations herein do not take info account prospective investors’ financial circumstances, investment objectives, or particular
needs and are not intended as recommendations of particular securities, financial instruments or strategies to any prospective investors.
The recipients of this document should consider this document as only a single factor in marking their investment decision and shall be
solely responsible for making their own independent investigation of the business, financial condition and prospects of companies
referred to in this document. Readers are cautioned that (i) the price and value of securities referred to in this document and the income
derived from them may fluctuate; (i) past performance is not a guide to future performance; (i) any analysis, ratings and
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