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Snap China: Bank lending - is it effective? 
In China, bank loan growth is almost led by the government‘s policy 
stance. During this important recovery stage, the government wants 
banks to lend but banks are rightly worried about credit risk. Is the 
lending strategy working? 
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Credit data shows stable money growth 
Aggregate financing increased by CNY3.19 trillion in May after rising CNY3.094 trillion in April. 

 
Most of the increase came from yuan loan growth, at CNY1.48 trillion, followed by government-

related debt net issuance of CNY1.14 trillion. Corporate debt net issuance was CNY297.1 billion. 

Shadow banking items continued to shrink in May. 
 

Where are the loans going? 
The government has urged banks to lend to corporates and has asked corporates to make use of 

the loans b rebuilding their businesses in order to help the economic recovery. But this may be 

wishful thinking at a time when demand is so low. 

There are media reports that the regulator has ordered banks to shrink the structured deposits 

balance to the 2019 year-end level by the end of September, and to two thirds of the 2019 year-end 

balance before the end of this year. The media has also reported that the interest rate offered by 

structured deposits should be market-based. Overall, deposits went up by CNY1.29 trillion in May, 

excluding government deposits. 

These new regulations tell us that even if banks do lend out more, the loans may not be used to 

fund operations or investment. In fact, they could be used for placing deposits; some have gone to 

high-interest ra structured deposits. 

The behaviour of banks and corporates is based on market conditions. 
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At this moment of high credit risk, banks have to be careful in their lending practices. They may 

want to lend corporates where the business has not been hit hard by the trade war or by Covid-19 

because the credit risk i lower but at the same time, these corporates may not have a strong need 

for loans to rebuild their business. Those who can't get loans from banks are likely to be those that 

need them most. 

The same applies to households, that generally want to save rather than spend when the job 

market is unstable. 
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Monetary policy ahead 
Without much genuine need for bank loans to rebuild the economy in this low demand 

environment, the People's Bank of China may defer liquidity injections with targeted RRR cuts 

and broad-based RRR cuts on when the economy really begins to recover. 

We have, therefore, cancelled our call for RRR cuts, for now, and we will return to this call later 

depending the speed of the economic recovery. The recovery will mainly be based on 

government support. 

A rate cut of 10-20 basis points in June is still possible because the interest rate cut by the 

PBoC will affect interest rate in the bond market. Cheaper fundraising in the debt market 

would help economic growth. 
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Disclaimer 

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank 

N.V. ("ING") solely for information purposes without regard to any particular user's investment 

objectives, financial situation, or means. ING forms part of ING Group (being for this purpose ING 

Group NV and its subsidiary and affiliated companies). The information in the publication is not an 

investment recommendation and it is not investment, legal or tax advice or an offer or solicitation 

to purchase or sell any financial instrument. Reasonable care has been taken to ensure that this 

publication is not untrue or misleading when published, but ING does not represent that it is 

accurate or complete. ING does not accept any liability for any direct, indirect or consequential 

loss arising from any use of this publication. Unless otherwise stated, any views, forecasts, or 

estimates are solely those of the author(s), as of the date of the publication and are subject to 

change without notice. The distribution of this publication may be restricted by law or regulation 

in different jurisdictions and persons into whose possession this publication comes should inform 

themselves about, and observe, such restrictions. Copyright and database rights protection exists 

in this report and it may not be reproduced, distributed or published by any person for any 

purpose without the prior express consent of ING. All rights are reserved. The producing legal 

entity ING Bank N.V. is authorised by the Dutch Central Bank and supervised by the European 

Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial 

Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 

Amsterdam). In the United Kingdom this information is approved and/or communicated by ING 

Bank N.V., London Branch. ING Bank N.V., London Branch is subject to limited regulation by the 

Financial Conduct Authority (FCA). ING Bank N.V., London branch is registered in England 

(Registration number BR000341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person 

wishing to discuss this report or effect transactions in any security discussed herein should 

contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of 

ING, and which has accepted responsibility for the distribution of this report in the United States 

under applicable requirements. 
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