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China Economics Update: Credit growth in Feb is consistent with a
modest economic recovery
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We expect monetary conditions to stay accommodative. Much of the upside
inflation surprise is likely to unwind in the near-term as seasonal demand for food
and fravel fades. However, both CPl and PPI inflation are likely to pick up later in
the year amid a confinued recovery. Monetary policy setftings will stay
accommodative to support domestic demand. We expect a 25bp cut to the
Required Reserve Ratio (RRR) and a 10bp cut fo policy rates in 2Q.
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Total social financing (TSF) growth slowed in Feb

After some acceleration in 4Q 2023, growth in TSF decelerated for the second straight month to 9% YoY in Feb, the softest
pace on record (Fig 1). Deceleration in loan growth and government bond issuance at the start of the year were the
drivers.

B New RMB loans increased RMB1.45t in Feb, below the Bloomberg estimate of RMB1.55t. Seasonality has
contributed fo softness in the data. Loan expansion normally slows in Feb after a strong Jan print. The breakdown
suggests medium- to long-term (ML) corporate loans contributed to the majority of new RMB loans. ML corporate
loans grew by RMB1.3t, the largest Feb increase on record, suggesting favourable credit policy. ML lending to
households fell by RMB103.8b, probably reflecting some payback after the strong increase in Jan.

B Outstanding corporate bonds increased RMB120b. Improved liquidity conditions and the onshore bond rally have
increased demand for corporate bonds.

B Outstanding government bonds increased RMB400b in Feb, a small uptick from Jan. Government bond issuance
has been the impetus behind accelerating TSF growth in 4Q 2023. Growth in outstanding government bonds
slowed for the second month to 15.1%YoY in Feb, but remaining the third-fastest monthly pace since Nov 2022.

Consumer inflation accelerated on seasonality, while PPI deflation persisted

Headline consumer inflation jumped from -0.8%YoY in Jan to 0.7% YoY in Feb, well above the Bloomberg estimate for a
0.3% YoY rise. Sequentially, consumer prices rose 1.0% MoM thanks fo seasonal demand for food and travel during Chinese
New Year (CNY). Core inflation, excluding food and energy, picked up to its highest rate of 1.2% YoY since Feb 2022,
driven by the shifting tfiming of CNY in 2024 relative to 2023.

More specifically:

B Seasonal demand during the holidays pushed food prices up strongly. Food prices rose 2.2% MoM in Feb,
contributing 0.7ppt fo sequential CPl inflation (Fig 3).

B Non-food inflation was boosted by strong travel demand during CNY. Travel-related prices jumped by 13.1% MoM
in Feb. As a result, education, culture & entertainment contributed 0.2ppt to overall sequential CPI inflafion.
Furthermore, fuel prices increased 1.9% MoM in Feb along with higher global oil prices.

m  Ouiside food, travel and fuel prices, overall inflation remains soft. Smoothing out the distortions from seasonality,
core goods and services inflation was up slightly in Jan-Feb (Fig 4).

PPI deflation eased to 2.7% YoY in Feb, softer than the consensus estimate of 2.5% YoY. Sequentially, PPl inflation fell for
the fourth consecutive month by 0.2% MoM, driven by lower global commodity prices, such as iron ore prices.

We expect much of the strength in the Feb CPI figures to be unwound as it was driven by seasonal demand during the
first Covid-free CNY. Indeed, prices of pork and fresh vegetables already eased by early Mar. Having said that, we sfill
expect a modest pick-up in both CPI and PPI inflation this year amid the unfolding recovery.

Our view

Credit growth reflects divergent sectoral trends. Despite continued policy easing in the property sector, property sales are
unlikely to turn around quickly, in our view. Hence, growth in ML lending fo households is likely fo stay in the single digits at
best, in contfrast to the strong pace in early years (Fig 2). Nevertheless, ML corporate borrowing has been solid. The
government has recently been urging businesses to upgrade old equipment. ML corporate lending could benefit from
this capex wave for large-scale equipment upgrades. As policymakers shiftf fo maintain high-quality growth while curbing
growing debt, we expect TSF growth to slow to 9% in 2024F, which remains supportive to the 2024 government growth
target of 5%.

We expect government bond issuance to pick up and remain the key factor driving solid credit growth. Government
bond supply had a soff start to the year following strong momentum in 4Q 2023. However, the Government Work Report
unveiled a proactive fiscal stance to support the confinued recovery (read here for details). We expect government
bond supply to pick up later this year and buttress TSF growth.

We expect monetary conditions to stay accommodative. We expect monetary policy seftings to stay accommodative
to support domestic demand. Specifically, we expect a 25bp cut to the RRR and a 10bp cut to policy rates in 2Q.
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Fig 1: Lackluster loan demand and a soft start to the

year for government bond issuance
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Fig 2: Housing mortigage demand stabilized
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Fig 3: Food and travel prices lifted inflation
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Fig 4: Core goods and services prices rose slightly in
early 2024
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