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China’s January total new credit (aggregate financing, flow 
data) reached a record high of RMB4.64trn ($690bn). Our 
China’s Credit Impulse Indicator finally turned around for the 
first time in 14 months. Does this signal a return of China’s 
aggressive reflation policy? 

The market anticipated a January bounce due to seasonality 
(i.e. different Lunar New Year dates plus the usually big loan 
allocation at start of the year), but the size still looks 
incredible. 

We can explain some of the upside surprises. Several one-
off liquidity easing measures by the People’s Bank of China 
(PBOC) were announced and were lumped into late 
December and January, such as the 100 basis points 
reserve requirement ratio (RRR) cut, swapping medium-
term lending facility (MLF) into the new targeted medium-
term lending facility (TMLF) and the announcement of a 
central bank bills swap (CBS) for banks. This resulted in 
lower funding cost and fuelled expectations for easier credit 
ahead. 

 

 

When we look into the details, bank loans – especially 
corporate lending to small- and medium-sized enterprises 
(SMEs) – have resumed noticeably because of central 
policy directives. Shadow credits have also turned from the  

worst – this may be good for the short-term (i.e. China’s 
reflation) but bad for the long run (re-leveraging risk?). 

 

The massive resuming of domestic (RMB-denominated) 
corporate bond issuance continued unabated in January. 
Short-term banker’s acceptance bills have also rebounded 
markedly while trusted loans have stopped contracting (in 
flow terms) and have stabilised. Moreover, the 2019 quota 
for local government’s special bond issues was pre-
approved as it is the key funding channel to sustain 
infrastructure investment. 
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What do these trends mean to us? 

We still think the monetary policy stance to ‘prevent excess 
liquidity flooding the economy’, as stressed in the policy 
communique of December’s Central Economic Works 
Conference, remains the order of the day. The surge in 
January credits may even be a surprise to PBOC so some 
subsequent adjustments are likely. In fact, February credit 
data will fall noticeably from January anyway because of the 
Chinese New Year holiday. We will need to check the Jan-
Feb or 1Q/19 average trend to accurately assess the policy 
stance. 

Some analysts have argued that the latest measure of 
allowing banks to swap perpetual bond issuance with PBOC 
bills is akin to ‘stealth quantitative easing (QE)’ in China. We 
remain conservative on this view as only Bank of China has 
done a RMB40bn swap from the RMB4trn needed for the 
Big Four banks to satisfy Basel III requirements by end-
2022. We see this more as an innovative channel for new 
demand creation for Additional Tier-1 (AT1) bonds from 
secondary market liquidity, while improving the banks’ 
capital quality and expanding their loan books without 
creating new money supply (i.e. the monetary base) in the 
process. 

Furthermore, the head of PBOC’s Monetary Policy Unit 
clarified over the weekend that this new perpetual bond 
channel is not China’s QE. He argued that China needed 
de-leveraging in the long run not QE for reflation. 

Without doubt, China’s underlying growth should be much 
weaker than the reported gross domestic product (GDP) as 
see in the dramatic fall in producer price index (PPI) inflation 
down to 0% in December. This reflects two things: 1) 
domestic demand is quite soft; 2) industrial profits, 
especially upstream production, are waning. 

 

 

 

 

 

 

 

 

We can expect another round of RRR cut and a first-time 
cut in benchmark lending rate in 1Q/19 but QE is still 
unlikely. Fiscal measures will come to the rescue with more 
tax cuts and incentives especially via the off-budget 
channels. 

Overall, China is expected to have the sufficient policy 
response to cushion the current downturn while awaiting 
outcome of trade talks to judge the scale of necessary policy 
easing. We see this as a sound enough China backdrop for 
global and emerging market growth in 2019. This may be 
better than the scenario of a sharp V-shaped China 
recovery where the market may price in the negative 
consequences of a bold stimulus (re-leveraging, credit 
bubble, RMB devaluation) despite the potential hefty short-
term rebound in demand.   

 
 
Anthony Chan 
Chief Asia Investment Strategist 
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Disclaimer 
 
This material is intended only for “professional investors” within the meaning of the Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules made under that Ordinance 
and no other person should act upon it. The financial products or services to which this material relates will only be made available to a client who meets the professional investors 
requirements. 
The securities may not be offered or sold in Hong Kong, by means of any document, other than (i) to "professional investors" within the meaning of the Securities and Futures Ordinance 
(Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the "SFO"); or (ii) in other circumstances which do not result in the document being a "prospectus" within the 
meaning of the Companies Ordinance (Chapter 32 of the Laws of Hong Kong) (the "CO") or which do not constitute an offer to the public within the meaning of the CO. Unless permitted to 
do so under the laws of Hong Kong, no person may issue or have in his/her possession for the purpose of issue, or will issue, or have in his/her possession for the purposes of issue, any 
advertisement, invitation or document relating to the securities whether in Hong Kong or elsewhere, which is directed at, or the contents of which are likely to be accessed or read by, the 
public in Hong Kong, other than with respect to the securities intended to be disposed of only to persons outside Hong Kong, or only to "professional investors" within the meaning of the 
SFO. 
This document is intended only for accredited investors as defined under the Securities and Futures Act (Cap. 286 of Singapore) (“SFA”).  Persons other than accredited investors (as 
defined in the SFA) are not the intended recipients of this document and must not act upon or rely upon any of the information in this document. The financial products or services to which 
this material relates will only be made available to clients who are accredited investors under the SFA. As this document has not been registered as a prospectus with the Monetary 
Authority of Singapore, this document and any other document or material relating to the offer or sale, or invitation for subscription or purchase, of securities or investment funds (i.e. 
collective investment schemes) may not be circulated or distributed, nor may such securities or investment funds be offered or sold, or be made the subject of an invitation for subscription 
or purchase, whether directly or indirectly, to persons in Singapore other than (i) to a relevant person (which includes an accredited investor), or any person pursuant to section 275(1A) or 
305(2) of the SFA respectively, and in accordance with the conditions, specified in section 275 or 305 of the SFA respectively; or (ii) otherwise pursuant to, and in accordance with the 
conditions of, any other applicable provision of the SFA.  
This document is furnished for information only and does not, and is not intended to, constitute financial, investment, legal, tax advice or an offer, invitation, solicitation, or recommendation 
by or on behalf of Union Bancaire Privée, UBP SA or any entity of the UBP Group (hereinafter "UBP") to buy, subscribe to or sell any currency, investment product, security or financial 
instrument, to enter into any type of financial transaction or to conclude any type of mandate with UBP. This document does not constitute in any manner an offer of securities, forex 
transactions, insurance solutions or pension plans. 
Although reasonable efforts were undertaken to provide accurate and updated information, the contents of this document are provided without express or implied warranties, 
representations or undertakings of any kind and no liability whatsoever is accepted by UBP howsoever arising.  
The contents in this document should not, and is not intended to, be construed as financial, legal or tax advice. You are advised to seek your own independent legal, tax and financial 
advice before making any decision to enter into any investments.   
This document reflects the opinion of UBP as at the date of issue. It is not the result of financial analysis or research on any security, investment product or other financial instrument and 
is therefore not subject to the applicable Singapore or Hong Kong legal or regulatory requirements regarding the provision of financial advisory services or the issuance or promulgation of 
research analyses or research reports under Singapore laws, or the independence of financial research under Hong Kong laws, as the case may be. It is not intended for distribution, 
publication, or use in any jurisdiction where such distribution, publication, or use would be unlawful, nor is it directed to any person or entity to which it would be unlawful to direct such a 
document. 
The information and analysis contained herein have been based on sources believed to be reliable. However, UBP does not guarantee their timeliness, accuracy, or completeness, nor 
does it accept any liability for any loss or damage howsoever arising. All information and opinions, as well as any price indicated, are subject to change without notice. UBP shall not bear 
any obligation or duty of surveillance, warning or continuing monitoring of the situation described in the present document.  
Past performance and/or financial market scenarios are not guides to or guarantees of current or future returns and the recipient may consequently get back less than what was originally 
invested.  
All statements other than statements of historical fact in this document are “forward-looking statements”. Forward-looking statements are not guarantees of future performance. The 
financial projections included in this document do not represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and assumptions which 
may not eventuate. The actual performance, results, financial condition and prospects of an investment interest may differ materially from those expressed or implied by the forward-
looking statements in this document as the projected or targeted returns are inherently subject to significant economic, market and other uncertainties that may adversely affect 
performance. UBP disclaims any obligation to update any forward-looking statement, as a result of new information, future events or otherwise. 
In addition, the performance of any investment or portfolio made by or managed for the recipient may be reduced by commissions, fees, expenses and/or other charges.  
The tax treatment of any investment depends on your individual circumstances and may be subject to change in the future. 
The opinions herein do not take into account an individual recipient's financial situation, specific investment objectives or particular needs or any other circumstances of the recipient. UBP 
makes no representation or warranty in respect of the described investment products and their services future performance. Each recipient must make his own independent decisions 
regarding whether to buy or sell any security, investment product or other financial instrument mentioned herein.  
Before entering into any transaction, each recipient is urged to consider the suitability or appropriateness of the product, transaction or service in relation to his particular circumstances 
and to independently review, with professional advisors, the specific risks incurred, including without limitation, at the financial, regulatory, legal, accounting and tax levels.  
The investments mentioned herein may be subject to risks that are difficult to quantify and to integrate into the valuation of investments. Generally speaking, products with a high degree of 
risk, such as derivatives, structured products or alternative/non-traditional investments (such as hedge funds, private equity, real estate funds, etc.) are suitable only for sophisticated 
investors who are capable of understanding and assuming the risks involved. The recipient may be exposed to currency risk, because a product or an underlying investment of a product 
is denominated in a currency other than that of the country in which the recipient is resident. The investments are exposed to currency fluctuations and may increase or decrease in value. 
Upon request, UBP is available to provide more information to the recipient on risks associated with specific investments.  
This document is not intended for persons who, due to their nationality or place of residence, are not permitted to receive such information under local applicable law. Neither this 
document nor any copy thereof may be sent to or taken into any foreign country, except where compliant with applicable laws. 
Telephone calls to the telephone number stated in this presentation are recorded. When calling this number, UBP will assume that you consent to this recording. 
Union Bancaire Privée, UBP SA is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority (FINMA); it is authorised by the Prudential Regulation 
Authority (PRA) and regulated by the Financial Conduct Authority (FCA) in the United Kingdom;  it is a licensed bank regulated by the Hong Kong Monetary Authority (HKMA) and a 
registered institution regulated by the Securities and Futures Commission (SFC) in Hong Kong for Type 1, 4 and 9 regulated activities and is a merchant bank regulated by the Monetary 
Authority of Singapore, is an exempt financial adviser under the Financial Advisers Act (Cap. 110 of Singapore) to carry on certain financial advisory services, and an exempt capital 
markets services licence holder under section 99(1)(b) of the Securities and Futures Act (Cap. 289 of Singapore) to carry on certain regulated activities. 
This document has been disseminated by UBP SA Singapore and Hong Kong branches for information to Accredited Investors in Singapore and Professional Investors in Hong Kong 
respectively only. 
This document is confidential and is intended only for the use of the person to whom it was delivered. This document may not be reproduced (in whole or in part) or delivered to any other 
person without the prior written approval of UBP.© 2018 UBP SA. All rights reserved.  
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