(%)
=)
L=
20

(7))
=
<
=
-
O

Corporate FX &
Structured Products
Tel: 6349-1888 / 1881

Fixed Income &
Structured Products
Tel: 6349-1810

Investments &
Structured Product
Tel: 6349-1886

Interest Rate Derivatives
Tel: 6349-1899

Treasury Research &

Strategy
Tel: 6530-4887

Tommy Xie Dongming
+(65) 6530 7256
xied@ocbc.com

ig OCBC Bank

Politburo meeting: back to structural reform

Monday, April 22, 2019

Highlights:

The removal of “six stability” shows there is limited room for further
marginal easing.

The resurface of “structural de-leverage” suggests that the liquidity
operation will be more targeted. This was echoed by PBoC OMO last week.
The persistent downward pressure on Chinese economy from the structural
issues signals that a policy U-turn is unlikely in the near term.

The focus shifts back to structural reform, eyeing for solving the funding
difficulty faced by smaller private owned companies.

Bond correction may continue, however, the room for yields to go up may
be capped. Otherwise, China will miss its target to lower the funding costs

for smaller companies by 100bps in 2019.

In China’s April politburo meeting, the top policy making bodies reckoned that the
economy is better than expected in 1Q. It dropped the phrases on six stability (stable
job, stable finance, stable external demand, stable foreign investment, stable
investment and stable expectation) in the statement.

Meanwhile, the wording on structural de-leverage resurfaced in the statement. And
the politburo also reemphasized the housing market is not for speculative.

However, the meeting also said the pressures on slowing economy is not only due to
cyclical reasons but also due to structural and systemically reasons.

Key messages from the Politburo meeting

Apr-19

Dec-18

Oct-18

Economic
Assessment

Key policy tone

Housing market

Private owned
economies

1Q better than expectated.
Downward pressure on economy
remains due to structural and
systemically issues other than
cyclical issue.

Focus on the balance among
stable growth, reform, structural
changes, social welfare and
prevention of risk.

Structural reform to stablize
domestic demand and structural
de-leverage

Focus more on quality of growth

House is for living not for
speculation

Expedite the financial supply side
reform to solve funding difficulty
faced by POEs.

Sense of urgency to look at the
change of domestic factors and
external factors dialectically.

Six stability including stable job,
stable finance, stable external
demand, stable foreign
investment, stable investement
and stable expectation to boost
market confidence.

Celebrating the 70th anniversary
of founding of PRC with good
result.

Nil

Z

Rising downward pressure for
economic growth. External
environment has changed

Six stability including stable job,
stable finance, stable external
demand, stable foreign
investment, stable investement
and stable expectation to ensure
a stable growth.

Nil

Study and solve the funding
difficulty faced by POEs.
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The removal of “six stability” aim in the latest politburo meeting confirmed market view that the
room for further marginal monetary easing, such as the RRR cut as speculated in April, is limited.
However, as mentioned by the politburo for the first time that the economy is still facing
downward pressure due to structural and systemically reasons, this implies that there is no U-
turn in China’s stimulative policies in the near term.

Overall, we think China’s top policy makers are happy to see the stronger than expected growth
in 1Q as it means their counter cyclical measures are working. However, they are also hesitating
to roll out more measures to repeat the mistakes made 10 years ago.

As a result of positive development of Chinese economy, China’s policy makers started to fine
tune their policy stance in three top level policy making meetings last week including 1Q PBoC
monetary policy meeting, regular State Council meeting and April politburo meeting. Some may
find the messages from three meeting are overwhelming or confusing, however, we see the
consistency from three meeting. The key takeaway from the meetings is that there is limited
room for further marginal monetary easing. As such, the chance of RRR cut in the near term is
slim. However, we don’t see a U-turn of its monetary policy any time soon.

The recent economic recovery, together with the positive development of US-China trade talk,
has bought China more time to shift their focus back to structural reform, mainly on how to solve
funding difficulties faced by small and private owned companies. This is why the State Council
meeting last week announced more measures to support lending to smaller companies.

As a result of fine-tune of policy stance, China’s PBoC surprised the market with lower injection
via MLFs last week. PBoC is likely to return to a more active liquidity management via short term
liquidity operation. The liquidity operation is expected to be more targeted going forwards. This
is also in line with the resurface of “structural de-leverage” in the politburo meeting as the
excessive liquidity is likely to lead to higher leverage in state-owned sector.

Market is expected to further digest the fine-tuning of policy stance this week, which may lead to
higher volatility. Both bond market and equity market may remain jittery. Small correction
cannot be ruled out. However, on currency, we have turned more positive on RMB after global
central banks have turned more easing in the past two months. The recent fine-tune of China’s
monetary policy stance further reinforce our positive outlook on RMB this year. We expect the
USDCNY to test 6.68 again in the near term.
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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 I, as implemented
in any jurisdiction)
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