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An innovative “carrot” to support reform agenda

Monday, October 02, 2017

Highlights:

Different from previous targeted RRR cut in the past few years, we
see three unique features this time, which may bring PBoC’s
monetary policy tool to a new height to balance growth and
structural reform.

It is the first time for PBoC to announce forward RRR cut, which will
only be rolled out in 2018. In addition, by redefining inclusive finance,
it will standardize the qualification criteria to make targeted RRR cut
more transparent to support China’s reform agenda.

Given majority of banks are qualified for the targeted RRR cut, this
targeted RRR cut is as good as universal RRR cut. However, as the new
targeted RRR cut is expected to overwrite all previous targeted RRR
cuts, the actual net injection is likely to be smaller. As such, we think
the net injection in 2018 could be around CNY300-400 billion.

The targeted RRR cut is kind of structural easing for smaller financial
institutions. However, we consider this targeted RRR cut is more
about reform than easing.

PBoC unveiled the details about targeted reserve requirement ratio
(RRR) cut on 30 Sep, three days after the State Council mentioned that in
its regular meeting on 27 Sep. Since 2014, PBoC has used targeted RRR
cut to incentivise financial intuitions to support funding needs of small
and micro companies as well as agriculture sectors.

Targeted RRR cut announced since 2014

22 Apr 2014 | 200bps RRR cut for county level rural commercial

banks and 50bps RRR cut for county level rural
cooperative bank.

9 Jun 2014 50bps RRR cut for qualified Fls supporting agriculture

and small business financing.

4 Feb 2015 50bps RRR cut for qualified city commercial bank and

non-county level rural commercial bank supporting
agriculture and small business financing.

19 Apr 2015 | 50bps RRR cut for qualified national bank and join

stock commercial bank supporting agriculture and
small business financing.

23 Oct 2015 | 50bps RRR cut for qualified financial institutions

supporting agriculture and small business financing.
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Two-tier targeted RRR cut

Qualification criteria for targeted RRR cut have been expanded this time to include
broader definition of inclusive finance, which include the funding supports for mass
innovation and entrepreneurship as well as other than agriculture and small business
financing.

In addition, there will be two-tier assessment for targeted RRR cut. Financial institutions,
which total outstanding or flows of inclusive finance as percentage of total loan for the
past one year exceeds 1.5%, will be qualified for tier one 50bps RRR cut. Should those
ratios go up to 10% and above, additional tier two 100bps cut will apply.

What'’s new?

Different from previous targeted RRR cut in the past few years, we see three unique
features this time, which may bring PBoC’s monetary policy tool to a new height to
balance growth and structural reform.

First, it is the first time for PBoC to announce forward RRR cut. The targeted RRR cut will
only be rolled out in 2018, three months from the announcement. We see two possible
rationales behind that. First, the three-month period window may give some financial
institutions, which are not qualified for the targeted RRR, time to realign their lending
policies with China’s direction to support inclusive finance. Second, it also may give PBoC
some time to withdraw previous liquidity support via open market operation and
medium term lending facility to maintain its prudent monetary policy tone.

Second, by redefining inclusive finance, it will standardize the qualification criteria to
make targeted RRR cut more transparent and more targeted to support China’s reform
agenda.

Third, the new targeted RRR rule will overwrite previous targeted measures. For those
big financial institutions, which have already benefitted from previous targeted RRR cut,
may not receive additional benefit from this round of targeted RRR cut unless they
increase their lending support to inclusive finance to more than 10% of their total lending
to be qualified for the tier two RRR cut.

How much liquidity will this targeted RRR cut inject?

According to PBoC estimation, almost all big banks, 90% city commercial banks and 95%
rural commercial banks are qualified for tier one targeted RRR cut. As such, this targeted
RRR cut is as good as universal RRR cut, which may inject about CNY600-700 billion.
However, as the new targeted RRR cut is expected to overwrite all previous targeted RRR
cut, the actual net injection is likely to be smaller. As such, we think the net injection in
2018 could be around CNY400 billion.
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Implications

There are two possible implications of this targeted RRR cut. First, we think it will lead to
structural easing for smaller financial institutions. As most of financial institutions are
unable to get the liquidity directly from PBoC’s active liquidity management. A RRR cut,
however, will directly inject liquidity to those smaller intuitions. Second, we don’t
consider this as change of monetary policy. Instead, we think this targeted RRR cut will
serve as carrot for banks to increase their support to inclusive finance to support China’s
reform agenda.
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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 and/or its related and affiliated corporations may at any time make
markets in the securities/instruments mentioned in this publication and together with their respective directors and officers, may
have or take positions in the securities/instruments mentioned in this publication and may be engaged in purchasing or selling the
same for themselves or their clients, and may also perform or seek to perform broking and other investment or securities-related
services for the corporations whose securities are mentioned in this publication as well as other parties generally.
Co.Reg.no0.:193200032W
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