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FOR PROFESSIONAL INVESTORS - 2 January 2024

Chi Flash

PBOC NEEDS TO EASE MORE AGGRESSIVELY AND FOR LONGER

If you want a thing done well, do it yourself.

Napoleon Bonaparte

Recent market research found that China’s monetary transmission mechanism has lost effectiveness since the
pandemic. The absence of a sustained recovery in the credit impulse (i.e., new credit flows to the economy as a

share of GDP), a leading economic indicator, despite rounds of monetary easing, underscores the severity of this
problem (Exhibit 1).

Exhibit 1:
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https://bnpparibas.sharepoint.com/sites/am-edocs/private/DNLP/12%20GS%20Ineffective%20monetary%20policy%20-%2018%20Dec23.pdf
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Policy problems

Three years of Zero Covid Policy, some sector-level regulatory tightening (notably on the tech sector) between
2020 and 2022, and chronic weakness in the property sector since the pandemic have destroyed public
confidence and blunted the policy easing effect on reviving growth momentum and ‘animal spirit’. Hence, private
consumption and investment spending have failed to respond to the easing measures.

Beijing’s two-year long ‘incremental easing’ approach has not helped turnaround the situation, as it is insufficient
especially when the monetary transmission is impaired. Throughout the pandemic, the PBoC had not expanded
its balance sheet aggressively to pump-prime the economy while its developed market counterparts engaged in
quantitative easing through massive central bank balance sheet expansion (Exhibit 2).
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China also refrained from making any fiscal transfer to the Chinese consumer during the pandemic while
governments in the developed markets made massive fiscal transfers to support consumption. The difference in
this fiscal policy approach also explains China’s lack of consumption recovery post-Covid-19 and robust
consumption growth in the developed markets.

Implications

Granted, Beijing wants to quit the old debt-fuelled supply-expansion growth mode. So, it is willing to tolerate
slower growth by focusing on structural reforms and debt reduction. However, this deflationary policy mode runs
the risk of mis-calculating the economy’s resilience to negative shocks and deprives it of recovery momentum!
The loss of monetary transmission efficacy argues that the PBoC would have to pursue more aggressive easing
and sustain it for a longer period than in the previous cycles to achieve the same growth impact.

Realising that the property market woes are spreading the risk of deflation (Exhibit 3), Beijing has ramped up
policy easing to stabilise the property sector, notably by accelerating urban village renovation and social housing
construction and increasing financing for viable non-state-owned developers. The PBoC has also announced a
plan to inject more than RMB1 trillion to fund property and infrastructure investment in major cities and has drawn
up a ‘whitelist’ of 50 developers for credit support.
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The risk, however, is the timing of implementation. Many of these measures are yet to be carried out at the time
of writing.

Exhibit 3
China’'s property transaction contracting, CPI flirting with deflation
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Market outlook

The cyclical outlook for Chinese assets in 2024 hinges upon Beijing’s policy reaction to the feeble economic
growth momentum. As | argued earlier, an ‘economic pain point’ might have been reached and prompted Beijing
into more assertive easing than it had done over the past two years. The loss of monetary transmission
effectiveness reinforces such argument.

If Beijing can sustain its assertive easing in the coming months to repair confidence and convince the markets
that China’s outlook is improving, there is a fair chance of a sustained rebound in Chinese economic growth and
stock market in 2024. If not, we could see Chinese growth stuck in low gears, causing weakness in China’s asset
prices.

Chi Lo BNP Paribas Asset Management


https://docfinder.bnpparibas-am.com/api/files/b5fc8603-c5bb-4e3f-b0e2-f5590975ed3b
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DISCLAIMER

BNP Paribas Asset Management France, “the investment management company,” is a simplified joint stock company with its registered office at 1 boulevard
Haussmann 75009 Paris, France, RCS Paris 319 378 832, registered with the “Autorité des marchés financiers” under number GP 96002.

This material is issued and has been prepared by the investment management company.

This material is produced for information purposes only and does not constitute:

1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or commitment whatsoever or

2. investment advice.

This material makes reference to certain financial instruments authorised and regulated in their jurisdiction(s) of incorporation.

No action has been taken which would permit the public offering of the financial instrument(s) in any other jurisdiction, except as indicated in the most recent
prospectus and the Key Investor Information Document (KIID) of the relevant financial instrument(s) where such action would be required, in particular, in the
United States, to US persons (as such term is defined in Regulation S of the United States Securities Act of 1933). Prior to any subscription in a country in
which such financial instrument(s) is/are registered, investors should verify any legal constraints or restrictions there may be in connection with the subscription,
purchase, possession or sale of the financial instrument(s).

Investors considering subscribing to the financial instrument(s) should read carefully the most recent prospectus and Key Investor Information Document (KIID)
and consult the financial instrument(s’) most recent financial reports. These documents are available on the website.

Opinions included in this material constitute the judgement of the investment management company at the time specified and may be subject to change without
notice. The investment management company is not obliged to update or alter the information or opinions contained within this material. Investors should
consult their own legal and tax advisors in respect of legal, accounting, domicile and tax advice prior to investing in the financial instrument(s) in order to make
an independent determination of the suitability and consequences of an investment therein, if permitted. Please note that different types of investments, if
contained within this material, involve varying degrees of risk and there can be no assurance that any specific investment may either be suitable, appropriate
or profitable for an investor's investment portfolio.

Given the economic and market risks, there can be no assurance that the financial instrument(s) will achieve its/their investment objectives. Returns may be
affected by, amongst other things, investment strategies or objectives of the financial instrument(s) and material market and economic conditions, including
interest rates, market terms and general market conditions. The different strategies applied to financial instruments may have a significant effect on the results
presented in this material. Past performance is not a guide to future performance and the value of the investments in financial instrument(s) may go down as
well as up. Investors may not get back the amount they originally invested.

The performance data, as applicable, reflected in this material, do not take into account the commissions, costs incurred on the issue and redemption and
taxes.

All information referred to in the present document is available on www.bnpparibas-am.com



