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The RRR cut is smaller than expected, indicating the modest easing path in 

China’s monetary policy amid the US Fed’s policy tightening. We see limited room 

for additional RRR cuts and low possibility of LPR reduction in near term. The 

PBOC will use more structural policies to boost credit supply and lower financing 

costs especially for targeted sectors. Loan contract rates have downside room as 

credit supply increases while credit demand remains weak. The stock market has 

priced in the RRR cut and structural policies. The epidemic and Covid-zero policy 

dynamics is another important factor for the economy and market in future. We 

believe Shanghai may have seen its peak of Covid-19 new cases and the 

condition should significantly improve from this week. This may support a 

rebounding of related stocks in consumer service sectors in the short term. China 

will carefully study the lessons learned from the epidemic in Shanghai and review 

its Covid-zero policy, which should provide important implications for the market 

in 2Q22.   

 The RRR cut is smaller than expected. The PBOC announced to cut the 

RRR by 0.25ppt for most banks and by 0.5ppt for city & rural small banks. The 

central bank said the policy move would increase the liquidity supply by 

RMB530bn and lower banks’ funding costs by RMB6.5bn. The weighted 

average RRR for banks would decline from 8.4% to 8.1% after the reduction.  

 PBOC indicates modest easing path with limited room for additional 

RRR & LPR cuts. The smaller-than-expected RRR cut indicates the PBOC is 

reluctant to launch strong monetary easing. In the official announcement, the 

central bank said liquidity condition is already at a reasonably ample level, 

indicating limited room for RRR cut in future. The PBOC said it would focus 

on inflation dynamics to maintain domestic price stability as well as on 

advanced economies’ monetary policy tightening to seek the internal-external 

balance. This indicates the central bank’s concern about inflation uncertainty 

and US Fed’s policy tightening, lowering the possibility of LPR cut in near term. 

 PBOC would use structural policies to boost credit supply and lower 

financing costs for targeted sectors. Firstly, large banks with high provision 

ratios are encouraged to lower their provision ratios to raise lending capacity 

and offset the effect of possible shrinkage of NIMS on banks’ dividend payout 

to the government. Secondly, the central bank will guide banks to enhance 

credit support to service sectors, SMEs and individual business severely 

affected by the epidemic. Thirdly, the central bank will use special low-cost 

refinancing facilities to stimulate banks’ credit supply to small business, 

agricultural development and carbon reduction & energy saving projects. The 

central bank will launch another two special low-cost refinancing mechanisms 

to boost loan supply to high-technology enterprises and elderly care service 

business.  

 Loan contract rates have downside pressure due to credit supply-

demand dynamics and the policy factor. Due to easing credit supply and 

weak credit demand, loan contract rates face downside pressure. The PBOC 

said new mortgage rates dropped by 20-60bps in over 100 cities from March. 

The central bank has encouraged banks especially small and medium banks 

to lower their deposit rates. Banks that lower their deposit rates will have their 
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scores boosted when the PBOC does its quarterly macro prudential 

assessment.  This may pave the way for possible reduction in loan contract 

rates in future.    

 The market has already priced in the RRR cut & structural policy easing. 

The state council mentioned reductions of RRR and large banks’ provision 

ratios at its meeting last Wednesday. The stock market has already priced in 

the structural easing policies. A share market rallied strongly last Wednesday 

and Thursday and retreated in Friday as the RRR cut was below expectations. 

Energy, real estate, consumption staples and financials outperformed in A 

share market, while materials, energy, consumer discretionary, industrials and 

property & construction outperformed in the HK stock market.  

 The epidemic and Covid-zero policy dynamics should be another 

important factor for the economy and market in future. We believe 

Shanghai may have already seen its peak of new Covid-19 cases and the 

condition would significantly improve from this week. This may support a 

rebounding of related stocks in consumer service sectors in the short term. 

The Chinese policymakers will carefully study the lessons learned from the 

epidemic in Shanghai and review its Covid-zero policy, which should provide 

important implications for the market in 2Q22. Due to the rapid spread of 

Omicron virus, the risk of epidemic resurgence in some regions will not 

disappear. The dynamics of the virus control policy will be the key to influence 

economic prospect and stock market performance in the short term.  
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Figure 1: RRR Cuts From 2021 

Date Effective date RRR change WA RRR Incremental liquidity 

4/15/2022 4/25/2022 
0.25ppt for most banks and 0.5ppt for 
regional banks 

8.1% Rmb530bn 

12/6/2021 12/15/2021 0.5ppt for almost all banks 8.4% Rmb1.2trn 

7/9/2021 7/15/2021 0.5ppt for almost all banks 8.9% Rmb1trn 

4/3/2021 4/15/2021 & 5/15/2021 1ppt for regional banks 9.4% Rmb400bn 

Source: Wind, CMBIGM 

 

Figure 2: Banks’ Effective RRR & Excess Reserve Ratio 
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Figure 3: PBOC’s Claim to Banks & Banks’ Reserve  
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Figure 4: Liquidity Condition & M2 Supply Growth 

 

Source: MoF, CMBIGM 

Figure 5: Outstanding Loan Rates 

 

Source: MoF, CMBIGM 
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Figure 6: Growth of Credit & M2 Supply 

 

Source: Wind, CMBIGM 

Figure 7: Leading Indicators for Business Cycle 
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Figure 8: Growth of Passenger & Freight Volume 
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Figure 9: Growth of Housing Sales by Cities 
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Figure 10: Land Sales 
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Figure 11: Land Income & Infrastructure Investment 
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Figure 12: US$/RMB Rates and Interest Spreads 

 

Source: Wind, CMBIGM 

Figure 13: Growth Divergence Drives RMB/US$ 
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Figure 14: China’s Bond Rates 
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Figure 15: Forex Flows into China 
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Figure 16: A Share 5D Performance during RRR Cuts 

 

Source: Wind, CMBIGM 

Figure 17: HK Stock 5D Performance during RRR Cuts 

 

Source: Wind, CMBIGM 
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