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 An innovative RRR cut with debt swap feature 

 
  

 
 Wednesday, April 18, 2018 

 
Highlights:  

 The RRR cut is close to a universal cut, which will unfreeze about 
CNY1.3 trillion. However, CNY900 billion out of CNY1.3 trillion will be 
used to pay off the existing Medium-term lending facility (MLF). As 
such, the net liquidity injection is about CNY400 billion.  

 The RRR cut with innovative debt swap feature to replace the MLF 
shows that China is unlikely to deviate from the path of prudent 
monetary policy. Nevertheless, the cut reinforced the consensus that 
China is unlikely to tighten further.  

 It is supportive of risk sentiment as banks profit is expected to improve 
with lower funding costs.  

 The RRR cut will unfreeze more liquidity for those smaller banks with 
no direct access to the central bank liquidity facility, which may in turn 
better support the funding demand from SMEs.  

 The RRR cut will also play a pre-emptive role in stabilizing China’s credit 
expansion to ease the tighter monetary condition. More cuts with 
similar feature may come.   

 
PBoC announced to cut reserve requirement ratio for most Chinese banks by 1% 
effective from 25 April. Only those small rural commercial banks with already low 
RRR will not be affected. RRR for big commercial banks will be lowered to 16% 
from 17%.  
 
The RRR cut will unfreeze about CNY1.3 trillion according to the PBoC estimation. 
However, CNY900 billion out of CNY1.3 trillion will be used to pay off the existing 
Medium-term lending facility (MLF). As such, the net liquidity injection is about 
CNY400 billion.  
 
The RRR cut with innovative debt swap feature to replace the MLF shows that 
China is unlikely to deviate from the path of prudent monetary policy. As such, 
there is no turn of monetary policy at the current junction. Nevertheless, we see 
three possible impact of this RRR cut.  
 
First, the almost universal RRR cut will help lower the banks’ funding costs as the 
1.62% opportunity cost for RRR is much lower than 3.3% 1-year MLF cost. This 
will help banks improve its profit outlook.  
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Second, it may promote banks lend more to SMEs. Smaller city commercial banks are expected to 
benefit from the RRR cut as majority of those banks are unable to tap the MLF. The RRR cut will 
unfreeze more liquidity for those smaller banks with no direct access to central bank liquidity 
facility, which may in turn support the funding demand from SMEs. 
 
Third, ever since China’s top economic policy body came out the idea of structural de-leverage 
targeting at local government and SOE debt, market has formed expectation that the central 
bank is unlikely to tighten further. This has been one of the key drivers to recent mini bull market 
in China’s bond space. The latest RRR cut reinforced this expectation that China may move away 
from tight bias.  
 
In addition to those three possible implications, we think tighter monetary condition and recent 
RMB appreciation may also be two factors taken into account by the central bank. The 
deceleration of aggregate social financing and money supply growth may have caught PBoC’s 
attention. The RRR cut will also play a pre-emptive role in stabilizing China’s credit expansion.  As 
such, we think PBoC is likely to conduct similar operation in future.  
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This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or 
in part to any other person without our prior written consent. This publication should not be construed as an offer or solicitation for 
the subscription, purchase or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, 
bond market and economic trends of the markets provided is not necessarily indicative of the future or likely performance of the 
securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and we 
have taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of 
publication, we cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it 
without first independently verifying its contents. The securities/instruments mentioned in this publication may not be suitable for 
investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not given 
any consideration to and we have not made any investigation of the investment objectives, financial situation or particular needs of 
the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for 
any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or 
opinion or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to 
provide any recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or 
treated as a substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the 
suitability of any investment product taking into account your specific investment objectives, financial situation or particular needs 
before you make a commitment to purchase the investment product. OCBC Bank, its related companies, their respective directors 
and/or employees (collectively “Related Persons”) may or might have in the future interests in the investment products or the 
issuers mentioned herein. Such interests include effecting transactions in such investment products, and providing broking, 
investment banking and other financial services to such issuers. OCBC Bank and its Related Persons may also be related to, and 
receive fees from, providers of such investment products. 
 
This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, 
distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such 
report, part thereof and information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas 
office, affiliate, parent entity, subsidiary entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any 
law, rule, regulation, guidance or similar. In particular, you agree not to share, communicate, distribute, deliver or otherwise 
disclose any Relevant Materials to any Relevant Entity that is subject to the Markets in Financial Instruments Directive (2014/65/EU) 
(“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID II”), or any 
part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by 
you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID II, as implemented 
in any jurisdiction) 


