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Why Accommodative Liquidity Doesn’t Boost FAI

March 25, 2013

Summary

The liquidity in the inter-bank market is accommodative and
funds are flowing into enterprises. Both the repo rate and the
survey of bankers indicate that bank liquidity is easing, which can
also be confirmed by another survey aiming at owners of
corporate. It shows that more entrepreneurs think the bank loans
are easier to access in the first quarter of 2013. Moreover, the
funds are flowing into real estate and infrastructure related
companies.

Deleveraging and political uncertainties are the reasons why
current accommodative liquidity is unable to boost the FAL.
Historically, investments were expanding with a declining cost of
funding. However, liquidity has been eased since the beginning
of 2013, the investments is not improving synchronously.

» Manufacturers are unwilling to invest due to ROE
deterioration caused by weak demand and excess capacity.

» The financial situation of real estate developers improved,
but the implementation of new housing policy and large
amount of repayments are likely to be the restrictions to REI.

» The first-year of a new government focuses more on
corruption and is unlikely to invest much in the
infrastructure.

Despite the weak market expectations, we still believe that the
FAI will be mild in the next quarter and the infrastructure
investments will increase modestly instead of booming in
March and April as in the previous years.
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