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Why PBoC Cuts Don'’t Cut It

China Credit: Despite the Pick-Up uin /bank Credit, lingering weakness in L-T Household
debt speaks to Property Travails, while Sub-par Shadow Banking Reflects wider Confidence
Deficit & Constraints; with long shadows reflected in bonds (% YoY 6M Avg)
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“That (lack of belief) is
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In a Nutshell:
e The PBoC’s rate cuts failing to impress reflects worrying state of chronic confidence deficit.
e And confidence below a critical threshold will severely compromise the ability of credit stimulus
to rejuvenate amid a conspiracy of flows, stock and stability impediments to credit stimulus.
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o Specifically, lacks confidence in future “flows” of profits curtails credit appetite, while stock/balance
sheet risks trigger retrenchment of debt and financial stability inherently restrains credit stimulus.
e Blunt policy options and sharp trade-offs render optimism premised on bigger stimulus precarious.

Policy Stimulus Disappoints: The PBoC’s recent rate cut (7-day reverse repo rate cut by 10bp to 1.90%)
has not only failed to impress, but arguably accentuated misgivings about the ability of Beijing to
engineer a durable boost for the economy; as activity falls short of re-opening optimism. Consequently,
any current optimism about China is perversely premised on expectations of further and more emphatic
stimulus to compensate for the shortfall in stimulus efforts thus far.

Question is, why the PBoC’s most recent easing, fell flat, if not backfired in terms of inspiring economic
optimism; and attendant market exuberance. Afterall, while the quantum of easing (rate cut) was admittedly
token, the desire to punch above its weight in conveying an emphatic easing intent was arguably evident.

Confidence Deficit: At the heart of the problem is the fact that the PBoC’s rate cut is ill-suited for, and
hence misses the mark on, redeeming the nagging deficit of confidence. Tellingly, while headline bank
credit has picked up on the surface (see Chart above), long-term household credit, “shadow” credit and
bond issuances reflecting details across the private sector reveal

Consequent (Credit) Demand Dampening: Specifically, cutting the price of credit (which is what interest
rates cut essentially do) does not restore confidence; essential to spurring “animal spirits” and attendant
demand (including for credit). Put another way, the “price sensitivity” (of demand for credit) is impaired
by chronic confidence shortfall; some self-inflicted, and others structural (economic or geo-political). And
so, confidence falling below critical thresholds means that the usual playbook of monetary stimulus will
be compromised via both flows and stock channels.

A Blow to Flows: Specifically, a lack of confidence about future prospects, in particular regarding
restoring organic cash-flows and adequate profitability, flags the dangers of not being able to “grow”
out of debt. Inadvertently, this imposes reservations about upping leverage; as eroding confidence about
sufficiency of future (profit/cash-) “flows” inflicts a serious blow to credit-driven growth strategies.

De-Stocking Credit : Crucially, a loss of confidence in the property market, which accounts for 70% of
urban household wealth and some 30% of wider economic activity, effectively arrests credit-driven
property investment cycles. In fact, the “stock impact” of de-stocking credit amid threats of adverse
balance sheet risks (for households, developer and banks alike) flags retrenchment of, not stimulus from,
credit; squaring with growing evidence of private sector preference to pay down debt.

Financial Stability Compromise: What’s more, pre-existing concerns of financial stability from the post-
GFC bloat in China’s overall leverage fundamentally constrain scope for policy-induced credit boost.
In fact, the overriding imperative to avert a so-called “Minsky moment” (referring to adverse financial
implosion) inherently compromises policy confidence; diminishing scope for virtuous credit stimulus.

Blunt (Policy) Options & Sharp Trade-Offs: Given the “force” that would be required to surmount
structural and geo-political impediments inherent in China’s debilitating confidence deficit, the danger
is that reviving “animal spirits” to ensure private sector spillover and revive emphatic growth multipliers
may perversely require pushing the envelope to the point of fuelling bubbles/imbalances. With policy
options that are lamentably blunt and the trade-offs dangerously sharp, speculation of more “bigger and
better” stimulus and optimism premise don that are precarious at best.
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Important Information

This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author. It has not been prepared by an
independent research department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed
to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

Disclaimer

Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be
relied upon as authoritative or taken in substitution for the exercise of judgement by any recipient, and are subject to change without notice.
This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data
underlying it have been obtained from, or based upon, sources believed by us to be reliable, but no assurance can be given that the
information, data or any computations based thereon are accurate or complete. This publication provides general background information
only. It is information in summary form and does not purport to be complete. This publication has been prepared for information purposes
only and is not intended by Mizuho or its affiliates to constitute investment, legal, accounting, tax or other advice of any kind and all recipients
of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability
of any security, commaodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy
herein described. This publication is not intended to be relied upon as advice to investors or potential investors and does not take into
account investment objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients
within the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US,
Japanese, Singapore or any other applicable securities laws.

This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product
or service or serve as a recommendation to take or refrain from taking any particular course of action or participate in any trading or other
strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets, businesses
or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a
disclosure document under applicable laws, rules, regulations or guidelines. Nothing contained herein is in any way intended by Mizuho or its
affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any contract or
commitment whatsoever. Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this
publication or its contents or for any errors or omissions herein.

Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions
contrary to any recommendations contained herein or have positions or make markets or act as principal or agent in transactions in any
securities mentioned herein or derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of
those securities or financial instruments.

All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts,
projections or forward-looking statements contained herein shall not be relied upon as facts nor relied upon as any indication of future
results. Opinions stated in this publication are subject to change without notice. Future results may materially vary from such opinions,
forecasts, projections or forward-looking statements. The information contained in this publication may not be current due to, among other
things, changes in the financial markets or economic environment. Mizuho has no obligation to update any information contained in this
publication. Past performance is not indicative of future performance.

This is a strictly privileged and confidential publication. This publication contains information addressed only to a specific individual and is not
intended for distribution to, or use by, any person other than the named addressee or any person or entity in any jurisdiction or country where
such distribution or use would be contrary to law or regulation. Save with Mizuho’s prior written consent, you may not disclose, divulge,
reproduce or furnish any information contained herein to any other party. Please notify the sender immediately if you have mistakenly
received this publication.

Singapore: Mizuho is licensed as a bank under the Banking Act (Chapter 19) of Singapore, and is regulated by the Monetary Authority of
Singapore.

Japan: Mizuho is authorised and regulated by the Financial Services Agency of Japan.

United Kingdom / European Economic Area: In the UK, Mizuho is authorised by the Prudential Regulation Authority and subject to regulation
by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of MHBK's regulation
by the Prudential Regulation Authority are available upon request. This publication may also be distributed by Mizuho International plc (“MHI").
MHI is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority.

United States: This publication is not a “research report” as defined in Commodity Futures Trading Commission (“CFTC”) Regulations 1.71
and 23.605. The content of publications distributed by Mizuho Securities USA Inc. (‘“MSUSA”) is the responsibility of MSUSA. The content of
publications distributed directly to US customers by Mizuho is the responsibility of Mizuho. US investors must effect any order for a security
that is the subject of this report through MSUSA.
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