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China Liquidity Tightening A Risk
To Global Assets

Yvan Berthoux and Bruce Jeffery, 17 May

Since the start of the year, Chinese liquidity has been tightening (based on either the credit impulse,
fiscal expansion or TSF). For instance, Figure 1 shows that China Total Social Financing (TSF), a
broader measure of China credit and liquidity, has been contracting sharply in the past 6 months,
with the annual change in the 12M sum down from 10tr CNY in the end of 2020 to 3tr CNY in April
2021.

Figure 1
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Source: Bloomberg/MNI

In the past cycle, TSF has shown strong co-movements with risk-on assets such as copper or the
Australian dollar. Figure 2 shows the annual change in the 12M sum China TSF with the annual
percentage change in copper prices and AUDUSD.

Tightening policy could eventually weigh on global equities in the coming months. Figure 3 shows
that the China Credit Impulse has served as a good 6M leading liquidity indicator of global equities in
the past cycle (MSCI world).
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Figure 2
Aussie, copper and China TSF (6M Lead) tr CNY
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Figure 3
MSCI World vs. China Credit Impulse (6M Lead)
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The China excess liquidity measure, which we proxy with the difference between real money growth
and industrial production, has also been falling sharply in recent months amid rising inflationary
pressures (PPl rose to 6.8% in April, highest level since Oct 2017).

Excess liquidity has also been a strong leading indicator for domestic risky assets but also
international asset prices. Figure 4 shows the strong relationship between excess liquidity (6M Lead)
and the Australian housing market since 2003 (and to a lesser extent the London housing market).

Figure 4
% Australia Housing Market vs. China Excess Liquidity (6M Lead)
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As a reminder, with China PPI rising to 6.8% YoY, China currently offers the lowest 10Y real yield
among the EM world. We have used PPI for China when computing real yields (instead of CPI) as it
shows a stronger relationship with the 10Y yield.

Figure 5
EM real 10Y yield (%, headline inflation)
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As this stage, the tightening of liquidity has impacted domestic internal assets, with Chinese equities
down 15% since Mid February and China tech down over 30% (figure 6).

Figure 6
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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 criminal action unless such
redistribution is expressly authorized in writing by Market News International. Violators will be
prosecuted. This information has been obtained or derived from sources believed to be reliable, but
we make no 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
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