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China trimmed its one-year loan prime rate (LPR) by 10 basis points from 3.55% 

to 3.45% while kept its five-year LPR on hold at 4.2% yesterday. The unchanged 

5-year LPR was unexpected, particularly following a surprise cut on the medium 

term lending facility (MLF) rate last week. The mixed signals sent by the central 

bank shows the dilemma the policymakers currently facing: the market expected 

the government in policy support to address the worrying slump of property 

market, while the alarmingly narrowing interest margin of banking system and the 

mounting pressure on RMB exchange rate limited the interest rate policy space. 

Looking forward, we expect further decrease in deposit rates and RRR to create 

additional room for LPR cut when US dollar is not so strong. Meanwhile, more 

cities including tier-1 cities may further loosen property policy with continuous 

declines in down-payment ratios and mortgage rates for first-home and second-

home buyers. 

 LPR cut disappointed the market. LPRs are basically linked with the MLF 

rates. As the PBOC lowered one-year MLF rate by 15bps last week, investors 

expected the LPRs to drop by the same magnitude yesterday. However, the 

central bank disappointed the market by lowering one-year LPR by only 10bps 

and keeping five-year LPR unchanged. By severing the linkage between LPR 

and MLF, the authority made the policy rate system more complex and the 

policy signal more ambiguous. In the long run, the central bank faces the 

problem of cultivating a clear and reliable policy rate.   

 One obstacle for LPR cut is banks’ NIM pressure. The average NIM of 

commercial banks dropped from 2.2% in 4Q19 to 1.74% in 1H23. According 

to the prudential rule set by the Self-discipline Institution for Market Rate 

Pricing, banks should maintain their NIMs at above 1.8%. In 1H23, average 

NIMs of large banks, joint-stock banks, city banks and rural banks respectively 

reached 1.68%, 1.82%, 1.63% and 1.87%. To protect banks’ NIM, the central 

bank is very cautious to lower LPRs and does not allow households to 

refinance their mortgage loans. However, the weak economy especially the 

worrying housing market needs additional policy support. To create additional 

room for LPR cut, the central bank may guide banks to further reduce deposit 

rates.  

 Another factor is RMB exchange rate pressure. The US-Sino interest rate 

spreads reached its highest for over a decade as renminbi depreciated sharply 

against US dollar. The weak Chinese economy amid fragile confidence 

compared to the still-hot US economy with bullish sentiment is like the Song 

of Ice and Fire. We expect the Fed will at least maintain its current policy rate 

until 1Q24, if not raising one last time in November possibly, depending on the 

3Q23 inflation data. It would be an art of tightrope walking for the PBOC to 

balance its domestic policy support and foreign exchange rate pressure. To 

prioritize the target of supporting domestic economy, the central bank has to 

tolerate renminbi exchange rate fluctuations and may further tighten capital 

control. 

China Policy 

 

 

Surprisingly modest LPR cut indicates 

Policymakers’ dilemma 
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Figure 1: China credit growth 

 

Source: Wind, CMBIGM 

Figure 2: Property sales and M1 growth 

 

Source: Wind, CMBIGM 

 

Figure 3: Growth of individual loans 

 

Source: MoF, CMBIGM 

Figure 4: Growth of loans to enterprises 

 

Source: MoF, CMBIGM 

 

Figure 5: Yicai Economic Activity Index 

 

Source: Wind, CMBIGM 

Figure 6: Subway passenger flow in tier-1 cities 

 

Source: Wind, CMBIGM 
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Figure 7: Housing Sales Recovery Rates to 2019 in 

30 Cities 

 

Source: Wind, CMBIGM 

Figure 8: Recovery rate of 2nd hand housing sales 

compared to 2019 in 11 selective cities  

 

11 cities include Beijing, Shenzhen, Hangzhou, Nanjing, Chengdu, 
Qingdao, Suzhou, Xiamen, Wuxi, Dongguan and Foshan 
Source: Wind, CMBIGM 

 

Figure 9: Growth of infrastructure investment 

 

Source: Wind, CMBIGM 

 

Figure 10: Core CPI growth & 2Y T-bond rates 

 

Source: Wind, CMBIGM 

 

Figure 11: Credit growth & CSI300 index 

 

Source: Wind, CMBIGM 

Figure 12: US/RMB interest spreads & exchange rates 

 

Source: Wind, CMBIGM 
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Figure 13: Net forex inflow 

 

Source: Wind, CMBIGM 

Figure 14: Net interest margins of banks 

 

Source: Wind, CMBIGM 
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