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One of the key takeaways from the Federal Reserve's (Fed) decision not to raise interest rates in September was its
newfound concern for “global economic and ﬁnancial developments.”1 The Fed indicated that in addition to monitoring
U.S. employment and U.S. inflation, it would also monitor the economic and ﬁnancial climate overseas, which I translate
as “tribulations emanating from China that can ripple through emerging markets.” Chairman Janet Yellen’s September
press conference raises the question, “Will the Fed have any more visibility into what is happening in China by the
October or December meetings?” The Chinese stock market is easy enough to monitor. With margin lending
contracting, the Shanghai stock exchange stabilized in recent weeks, treading water around the 3,000 level after
declining 40% from its June highs. But getting a precise pulse on what’s happening inside China’s economy is harder.
The government reports that Chinese gross domestic product (GDP) growth has fallen to 7%, after averaging 10% per
year for the past 20 years. Other market indicators are more troubling. China’s Caixin Manufacturing Purchasing
Managers' Index (PMI) stayed below a reading of 50 for the seventh consecutive month in September, falling to 47.2, a
reminder that China’s immense manufacturing sector is contracting. Imports into and exports out of China are both
down compared to a year ago. The approximate 25% decline in the price of copper in the last year is one indication that
Chinese industrial and construction demand is waning, as China accounts for about 40% of global copper demand.
Chinese demand for certain imported agricultural commodities is also down. For example, the world’s most populous
nation imported 25% less sugar in August than it did a year ago, pushing down the price of sugar to levels not seen since
the ﬁnancial crisis in 2008. All of this is impacting companies and countries that depend on China for their exports,
particularly those in emerging markets. The steady slide in the currencies of many commodity-exporting nations has
added a new measure of potential instability into the global ﬁnancial system. The most recent International Monetary
Fund (IMF) (IMF) update on emerging market borrowing reminds us that outstanding corporate debt, denominated in
dollars, has risen in the developing world from $4 trillion in 2004 to more than $18 trillion today.2 This is, in my view, one
of the reasons the IMF—the world’s lender of last resort—has cautioned the Fed not to raise interest rates in the past few
months. Emerging market debt in dollars— and with it, the potential for further dollar appreciation against foreign
currencies—is yet another risk the Fed may need to be mindful of as it considers raising interest rates. So a key question
for U.S. investors is how well the Chinese navigate their current transition from an investment-led economy to one in
which consumer spending plays a greater role in future growth. One window into that transition is credit growth,
speciﬁcally lending activity that fuels household consumption. A look inside China’s latest total social ﬁnancing (TSF)
data presents a useful summary of credit formation in the world’s second largest economy. From the detailed breakdown
presented below, I make the following observations. China Total Social Financing Summary (Flow Data, Renminbi
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Billions)
For
deﬁnitions of terms in the chart, please visit our glossary. Total credit formation in August 2015 was 1.08 trillion RMB,
which was up 13% on a year-over-year basis, and 50% higher than the month earlier. Although still lower than its average
over the last 12 months (LTM), the overall growth trend seemed to be picking up. Bank lending to the real economy
contributed the most to the credit growth, reaching 776 billion RMB. The 10% annual growth in these “loans in local
currency” (including the loans to nonbank ﬁnancial institutions) signals that new bank lending inside the country has been
holding up relatively well, despite the broader slowdown elsewhere in the Chinese economy. Credit growth has been
contracting in the shadow banking channel, which includes entrusted loan, trust loans and Bank acceptance bill. As a
whole, lending in this segment decreased 6 billion RMB in August after a more pronounced decrease of 208 billion RMB
in July. In other words, while the growth in overall credit formation has slowed in the last 12 months, traditional bank
lending remains healthy in the face of a contraction in new credit within the shadow banking system. Net-net, this is likely
a positive for the transparency and regulation of the Chinese banking system. Corporate bond issuance posted another
strong reading of 288 billion RMB in August. That represented 49% growth versus the same time last year. The issuance
of corporate bonds by Chinese companies is also an encouraging signal. It suggests a better mix of credit formation may
be developing in China, which may help to reduce the concentration risk of the overall credit system. China Bank
Lending (Billions, RMB)
and Growth
Rate
(YoY, %) Monthly, Jan-2000 to Aug-2015

Conclusion At a time when
capital has been ﬂowing out of China in search of havens outside the country, it is important that private sector credit
growth continues to expand inside China, and that it continues to ﬂow to consumers and businesses. The most recent
ﬁgures signal that net new Chinese bank lending has been inching up in recent months. Continued credit expansion to
households will be an important metric to monitor, as will overall consumer spending as a percentage of Chinese GDP.
This transition is likely to take several years. But in the short term, a bottoming process to the Chinese stock market and
renewed credit growth in China are two important data inputs for monitoring the stabilization of “global ﬁnancial
1FOMC statement, 9/17/15.
conditions.” All sources are Bloomberg as of 10/5/15 unless otherwise stated.
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2“Market Liquidity—Resilient or Fleeting?” International

Monetary Fund, 10/15.

Importan t Risks Re late d to th is Article

Investments focused in China increase the impact of events and developments associated with the region, which can
adversely affect performance.
For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.
For more investing insights, check out our Economic & Market Outlook
View the online version of this article here.
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IMPORTANT INFORMATION
U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.
There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, ﬁxed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.
Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a speciﬁc time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or ﬁndings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.
The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any ﬁnancial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its afﬁliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss proﬁts) or any other damages (
www.msci.com)
Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Kara Marciscano, Jianing Wu and Brian Manby are registered representatives of Foreside Fund
Services, LLC.
WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.
You cannot invest directly in an index.
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DEFINITIONS
Federal Reserve : The Federal Reserve System is the central banking system of the United States.
Interest rates : The rate at which interest is paid by a borrower for the use of money.
Inflation : Characterized by rising price levels.
Margin lending : Allows individuals to borrow funds meant for investing by using their current assets held as collateral.
Gross domestic product (GDP) : The sum total of all goods and services produced across an economy.
Caixin Manufacturing PMI : Chinese manufacturing composite indicator designed to provide an assessment of
manufacturing activity. A number below 50.0 indicates that the manufacturing economy is declining, and a value above
50.0 indicates an expansion of the manufacturing economy.
International Monetary Fund : international organization for global monetary cooperation, secure ﬁnancial stability,
facilitate international trade, promote high employment and sustainable economic growth around the world.
Corporate debt : Bonds a company issues in order to raise money.
Credit : A contractual agreement in which a borrower receives something of value now and agrees to repay the lender at
some date in the future.
Total social financing (TSF) : A broad measurement of credit in the Chinese economy.
Renminbi (RMB) : is the official currency of the People’s Republic of China.
Shadow banking system : A collection of non-bank ﬁnancial intermediaries that provide services similar to traditional
commercial banks.
Entrusted loan : A loan between borrowers and lenders that is organized by an agent bank.
Trust loans : Loans of trust companies.
Bank acceptance bill : A bank endorses the drafts or bills issued by a company.
Corporate Bonds : a debt security issued by a corporation.
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