(%)
=)
L=
20

(7))
=
<
=
-
O

Corporate FX & Structured
Products
Tel: 6349-1888 / 1881

Fixed Income & Structured
Products
Tel: 6349-1810

Investments & Structured
Product
Tel: 6349-1886

Interest Rate Derivatives
Tel: 6349-1899

Treasury Research & Strategy

Tel: 6530-4887

Tommy Xie Dongming
+(65) 6530 7256
xied@ocbc.com

ﬁ:g OCBC Bank

What can we learn from those record numbers?

Wednesday, February 15, 2017

Highlights:

e China’s credit continued to expand at a rapid pace in January despite
China’s prudent goal to contain financial risk in 2017.

e Five sets of data hit record high. Some of them are positive to support
the recent economic recovery such as record high equity issuance and
medium to long term loan to corporates while some of them may fuel
concerns about asset bubbles such as record high off-balance sheet
lending and medium to long term loan to household.

e The credit expansion in January has been out of policy maker’s
comfortable zone. This also justified PBoC’s move to shift the money
market funding curve higher around the Chinese New Year holiday
season.

e The tug of war between PBoC to contain financial risk and commercial
banks to meet their earning target is likely to continue. This may
translate to higher volatility in both money and bond markets.

e Another encouraging data is the rebound of foreign currency loan.
The returning demand for foreign currency liability shows that the
concern about disorderly RMB depreciation has diminished.

China’s credit continued to expand at a rapid pace in January despite
China’s goal to contain financial risk in 2017. The credit expansion clearly
supported the recent economic recovery; however, it also fuelled
concerns about the asset bubbles. Looking at the breakdown, five sets of
data hit the record including record high aggregate social financing at
CNY3.74 trillion, record high off balance sheet lending at CNY1.24 trillion,
record high equity financing at CNY159.9 billion, record high medium to
long term loan to household at CNY629.3 billion and record high medium
to long term loan to corporate at CNY1.53 trillion. Some of record
numbers are positive while some of record numbers may be worrying.

Let’s start with the positive

First, equity financing in January hit a record high of CNY159.9 billion
thanks to stable equity market. It seems that China’s reform in equity
market has started to bear the fruits and the negative correlation
between equity market performance and equity issuance has been
broken. As such, we should expect equity financing to play an increasing
role in China’s total social financing.
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Despite strong equity financing, the percentage of direct financing, which include both
bond and equity financing, shrank to only 2.8% lowest since May 2007. This was mainly
due to the decline of bond issuance and ballooning off-balance sheet lending. Bond
issuance continued to shrink for the second month, down by CNY53.9 billion, probably
due to rising volatility in the bond market. Should bond market volatility persist, the
disruption to bond market as the funding platform may continue.

Second, medium to long term loan to corporate surged to a record high of CNY1.52
trillion. This is probably the result of booming infrastructure projects on the back of
proactive fiscal policy. More than half of China’s provincial governments have set the
aggressive goal for fixed asset investment to boost their local economies. As such, this
may continue to translate to stronger demand for credit.

Now here are two major concerns

First, off-balance sheet lending spiked to CNY1.24 trillion, highest in record. In particular,
trust loan increased by CNY317.5 billion, highest since March 2013. The rebound of
shadow banking activity was probably due to tightening property measures as well as
window guidance on bank lending, which diverted the funding demand from on-balance
sheet lending to off-balance sheet lending.

Second, housing loan remained strong in January despite tightening measures with
medium to long term loan to household increased by a record high of CNY629.3 billion.
This may again flag the risk in property market.

Overall speaking, the credit expansion in January has been out of policy maker’s
comfortable zone. This also justified PBoC’s move to shift the money market funding
curve higher to contain leverage around the Chinese New Year holiday season. The tug of
war between PBoC to contain financial risk and commercial banks to meet their earning
target is likely to continue. We expect PBoC to continue to use its window guidance as
well as possible interest rate tool to keep the pace of credit expansion in check in the first
guarter. Meanwhile, we also expect volatility in both money market and bond market to
remain as a result of tight bias monetary policy.

Last but not least, here is another set of data worth mentioning. foreign currency loan
increased by CNY12.6 billion, first positive growth in five months, highest since June 2015.
The returning demand for foreign currency liability shows that the concern about
disorderly RMB depreciation has diminished and Chinese corporates are more rational on
RMB volatility.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in
part to any other person without our prior written consent. This publication should not be construed as an offer or solicitation for the
subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market
and economic trends of the markets provided is not necessarily indicative of the future or likely performance of the
securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and we have
taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of
publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it
without first independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for
investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not given any
consideration to and we have not made any investigation of the investment objectives, financial situation or particular needs of the
recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss
arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or
estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a
substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of
any investment product taking into account your specific investment objectives, financial situation or particular needs before you make
a commitment to purchase the investment product. OCBC and/or its related and affiliated corporations may at any time make markets
in the securities/instruments mentioned in this publication and together with their respective directors and officers, may have or take
positions in the securities/instruments mentioned in this publication and may be engaged in purchasing or selling the same for
themselves or their clients, and may also perform or seek to perform broking and other investment or securities-related services for the
corporations whose securities are mentioned in this publication as well as other parties generally.
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