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China | Pickup in bond issuance and shadow banking
activities helped to boost December credit outturns

The People’s Bank of China (PBoC) today announced a batch of monetary and credit indicators for
December, among which, both M2 growth and new RMB loans fell below market expectations and their
previous readings, while the total social financing (TSF), an indicator gauging the broader credit condition
including bank loans, bond and equity issuance as well as certain types of shadow banking activities,
surged up significantly in the same month. It reflects that firms are increasingly reliant on the shadow
banking sector and capital market to meet their financing needs as banks have become more
conservative in extending credit against the backdrop of persistent growth deceleration. For the positive
side, the better-than-expected credit growth will serve to stabilize the short-term growth and alleviate
investors’ fear of a hard-landing, which have amplified by recent turbulences in China’s equity and
currency markets. We therefore maintain growth projections of 6.9% and 6.2% for 2015 and 2016,
respectively (Figure 1). However, the downside risk has risen compared to three months ago when we
finalized the previous forecasts.

e The credit outturns indicate that banks have become more conservative in
extending credit against the backdrop of persistent growth deceleration. The total
social financing, a broad gauge of credit including bank loans, bond issuance and shadow
banking activities, surged to RMB 1820.0 billion from RMB 1018.1 billion in November
(Consensus: RMB 1150.0 billion). Among which, the off-balance-sheet lending increased
significantly, including trust loan, entrusted loan; so did the direct financing such as corporate
bond. (Figure 2) However, the traditional bank loans (indicated by new RMB loans) declined
significantly to RMB 597.8 billion (Consensus: RMB 700.0 billion) from RMB 708.9 billion of the
last month. In addition, M2 growth dropped to 13.3% y/y (Consensus: 13.6% y/y) from 13.7% yly
in November. (Figure 3)

e The large performance discrepancy between the M2, new RMB loans and total
social financing suggests that company turns to off-balance-sheet lending. Under
the economic slowdown circumstance, banks are reluctant to lend, no matter how loosening the
monetary policy is, which significantly weakened the transmission channels from the easing policy
to the real economy. However, positively, the companies’ strong desire to borrow from the
alternative resources actually display that the economy is gradually stabilizing, kind of avoiding
the adverse spillover from stock market crash and RMB sharp devaluation in the beginning of the
new year.

e« Among the categories off-balance-sheet lending, FX loans decelerated
significantly due to sharp RMB depreciation. December FX loans decreased by 10.4
billion USD, which is the fifth month consecutive decreasing. Altogether, FX loans declined by
50.2 billion USD in 2015, and decreased further by 106.5 billion USD after the 2015 August 11
RMB exchange rate reform. The reason for the sharp decreasing of FX loan is mainly because of
the RMB depreciation trend after the August reform which made enterprises have higher financial
costs to repay the FX loans; moreover, the domestic low interest rate environment makes firms
prefer RMB loans. (Figure 4) On the other hand, the only positive side on FX loan deceleration is
that the recent sharp decreasing of foreign reserves could be partly explained by the FX loan
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repayment by enterprises, as they may expect that financial pressure might become significantly
large as RMB depreciate further in the future, thus speed up their repayment procedures.

Figure 1

We maintain our 2015 growth forecasting at 6.9%,

and 6.2% for 2016

Figure 2
Shadow bank lending increased significantly in
December, indicating firms desire to borrow
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Figure 4
FX loans decreased significantly after the August
11 RMB exchange rate reform

Figure 3
Bank loans and M2 are below market
expectations and the previous readings
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



