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SUMMARY
› Chinese credit numbers for January surprised on the upside, showing strong growth

›
›

in the first month of the year. Total social financing rose by Rmb4.6tn in January, the
highest single-month increase in history and 52% higher than January last year,
indicating policy easing is gaining traction.
Although this is an encouraging development, we recognise that a significant part of
the surge in new credit was due to an increase in short-term credit, while growth in
long-term corporate credit is not as strong as the aggregate numbers suggest.
Because long-term credit is more directly related to real economic activity and there
is usually a lag between credit growth and improvement in growth momentum, we
maintain our view that growth may continue to decelerate in H1 2019 before staging
a modest rebound in H2.

China’s credit numbers for January surprised on the upside. The figures show strong
credit creation in the first month of the year, especially in corporate bonds and bank bill
financing. The contraction in the shadow banking sector has also moderated. This
suggests that the PBoC’s monetary easing measures, which started in Q2 2018, are
gaining traction.
In more detail, total social financing (TSF, excluding equity financing) rose by Rmb4.6tn
in January, the highest single-month increase in history and 52% higher than January last
year (Chart 1).
CHART 1: TOTAL SOCIAL FINANCING REACHES NEW HIGH
Monthly increase in TSF excl. equities
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The strong credit growth in January led to a notable increase in the total credit
outstanding, which came in at 10.4% year-over-year (y-o-y) in January 2019, compared to
9.8% y-o-y in December 2018. After taking into account local government bond issuances,
the growth in total credit rose to 11.9% in January 2019, up from 11.2% in December 2018
(Chart 2).
CHART 2: GROWTH IN BALANCE OF TSF
Outstanding TSF
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Corporate bonds and bank acceptance bills saw the strongest improvement. The total
balance of corporate bonds increased by 10.8% y-o-y in January, up from 9.6% y-o-y in
December. Bank acceptance bills outstanding were still decreasing on a y-o-y basis, but
the gap has narrowed significantly to -8.8% y-o-y in January, from -14.3% y-o-y in
December. Entrusted loans and trust loans, two other major instruments under the
shadow banking category, also showed signs of stabilisation (Chart 3).
The credit growth strength is encouraging, indicating that the PBoC’s monetary easing
since Q2 2018 is gaining traction. Combined with fiscal measures, such as increased
spending and tax cuts, the policy stimulus should provide some meaningful support to
the economy against headwinds on both the internal and external fronts.
With that said, details regarding the structure of new credit show a less upbeat, although
still positive, picture. Essentially, a considerable portion of the increase was driven by
short-term corporate credit (short-term bank loans and bank acceptance bills), while the
increase in long-term corporate credit (long-term bank loans, corporate bonds, entrusted
loans and trust loans), was not as strong as the aggregate credit figures suggest.
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CHART 3: GROWTH IN TSF BY TYPE
% y-o-y
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Specifically, new short-term corporate credit amounted to Rmb1.8tn in January,
accounting for 38.6% of total new credit for the month. This is significantly higher than
the average share of 22% in 2018. Long-term corporate credit totalled Rmb1.8tn in
January. While this represents a notable increase compared to 2018 (at Rmb1.4tn), it is
below the level for the same month in 2017 (Rmb2.1tn) and similar to that of 2016 (Chart
4).
CHART 4: NEW LONG-TERM AND SHORT-TERM CORPORATE CREDIT IN CHINA
Rmb billion
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In our view, long-term corporate credit is more directly related to real economic activity,
especially fixed-asset investment, while short-term credit is driven more by operational
or even speculative demand. While the new long-term corporate credit still exhibits a
notable increase compared to last year (up 31% y-o-y), it is less dramatic than the
aggregate credit figure suggests.
Overall, we believe the expansion in credit creation in January sends a positive signal
about the effect of policy easing. We expect to see further cuts to banks’ required reserve
ratios in H1 2019 and additional liquidity injection measures. However, given the time
lag between credit growth and improvement in growth momentum, we maintain our
view that the economy will likely continue decelerating in H1 2019 before it stages a
modest rebound in the second half. Our full-year China GDP growth forecast of 6.1%
remains unchanged at this point.
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