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Highlights:  

 The new monetary policy tool TMLF shows that PBoC will continue to 
leverage on its balance sheet size to support the economic growth. 

 PBoC down plays the impact of US rate hike on its domestic monetary 
policy. It could be bad for RMB in the near term.  

 The impact is limited. The 15bps saving is unlikely to be the game changer 
as the key factor held banks from lending is not the price but credit risk. 

 Although interest rate cut is always in China’s tool box, the creation of 
new tool TMLF implies that China may prefer targeted measure to balance 
growth and financial risk.  

 We think the probability of interest rate cut is still low at the current 
stage. 

 

PBoC unveiled a new monetary policy tool targeted medium term lending 
facility (TMLF) on 19 Dec just ahead of the December FOMC meeting. The 
new TMLF is created to support the funding needs from the small and 
private owned companies.  
 
The new TMLF has two important features including lower interest rate and 
longer term tenor. First, funding cost for TMLF will be 15bps below the 
prevailing MLF rate, which is at 3.3% currently. Second, the tenor for TMLF 
will be one-year but allowed to be rolled over twice. As such, the maximum 
tenor for TMLF will be 3-year, much longer than MLF’s 1-year maximum 
tenor.  
 
However, the TMLF will only be accessed by the qualified big commercial 
banks, joint stock banks and big city commercial banks. For smaller banks 
with no access to TMLF, PBoC will expand the quota for rediscount and 
relending by CNY100 billion to encourage smaller lenders to support private 
owned companies.  
 
The launch of this targeted measure together of the expansion of rediscount 
and relending quota will help lower Chinese banks’ liability cost to serve the 
private owned companies better. This is in line with China’s direction to 
support non-state owned economies. Meanwhile, the new initiative shows 
that PBoC will continue to leverage on its balance sheet size to support the 
economic growth.  
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Below are our three key takeaways from the TMLF.  
 
First, timing shows PBoC downplays the impact of US rate hike.  
The launch of the TMLF was just ahead of FOMC rate hike decision. PBoC Governor Yi 
Gang said in early December that PBoC will take both internal and external factors into 
account when setting the monetary policy. Nevertheless, the adjustment will mainly 
depend on the changes in the domestic economic situation. This shows that PBoC will 
down play the impact of US rate hike on its domestic monetary policy. Given China is not 
in urgency to maintain its interest rate differential, it could be bad for RMB outlook in the 
near term.  
 
Second, the support could be still limited 
We expect Chinese banks may increase their lending support to private owned 
companies thanks to slightly lower funding costs. However, from risk-reward perspective, 
the 15bps saving is unlikely to be the game changer as the key factor held banks from 
lending is not the price but credit risk. Meanwhile, the possible requirement for collateral 
for TMLF also shows that the ammunition from TMLF is not unlimited. As such, we see 
limited impact from here.  
 
Third, the TMLF does not imply an imminent rate cut  
Expectation on interest rate cut heightened after PBoC lowers the interest rate for TMLF. 
Although interest rate is always in China’s tool box, the creation of new tool TMLF implies 
that China may prefer targeted measure to balance growth and financial risk rather than 
full-scale rate cut. The complexity of current monetary policy tool box shows that China 
will consider reserve requirement ratio cut, the reduction of reverse repo rate and the 
reduction of MLF rate before eventually moving towards interest rate cut. As such, we 
think the probability of rate cut is still low at the current stage.  
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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) 


