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MNI Market Analysis: Will The Rebound In China ‘Liquidity’ Matter For
Asset Prices This Year?

12 August 2022, Yvan Berthoux

Executive summary

¢ Eventhough aggregate financing rose less than expected in July, China ‘liquidity’ metric, computed
as the annual change in China Total Social Financing (TSF), continues to rise, now up 3tr USD in
the past year.

e Hence, Investors have been questioning if the rise China ‘liquidity’ this time will be enough to

stimulate both domestic and international asset prices.

The PBoC reported this morning that aggregate financing rose by 756bn CNY in June (figure 1, left frame), significantly
below expectations of 1.35tr CNY with new yuan loans rising by 679bn CNY (1.125tr CNY exp.). However, China ‘liquidity’
metric, computed as the annual change in China Total Social Financing (TSF), continues to rise, now up 3tr USD in the
past year (figure 1, right frame).

Investors have been questioning if the rise China ‘liquidity’ this time will be enough to stimulate both domestic and
international asset prices. Figure 2 (right frame) shows that the annual change in China Total Social Financing (TSF) has
strongly led global equities (MSCI) by 6 months in the past cycle. This year, the easing conditions (policy and liquidity) have
been barely enough to limit the downside risk on the real economy.

Figure 3 shows that China ‘liquidity’ has also led China-sensitive commodities (i.e. copper, right frame) and has usually
resulted in an ease in risk aversion (i.e. cheaper USD, left frame) in the following 6 to 9 months.

China M1 money supply came in higher than expected at 6.7% in July (vs. 6%), up from 5.8% the previous month. As
inflationary pressures continued to ease in July (PPI inflation decelerate to 4.2%), China real M1, another strong leading
indicator of risky assets, continues to rebound. Figure 4 (left frame shows that China real M1 has strongly led cyclical stocks
such as EM financials in the past cycle and could also put an ‘implicit’ floor on the housing market, which has been slowing
down significantly in the past year (figure 4, right frame).

Figure 1
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Figure 2

% China Tech vs. TSF 12M Sum - YoY Change reNy MSCI World vs. China TSF - YoY Change
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Figure 3
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Figure 4
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Unauthorized disclosure, publication, redistribution or further dissemination of this information may result in criminal
prosecution or other severe penalties. Any such authorization requires the prior written consent of Market News
International. Redistribution of this information, even at the instruction of your employer, may result in personal liability or
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representation or warranty as to its accuracy or completeness. This is not an offer or solicitation of an offer to buy/sell.
Copyright © 2021 Market News International, Inc. All rights reserved

Business Address — MNI Market News, 5th Floor, 69 Leadenhall Street, London, EC3M 2DB
Page 3



