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Monetary Policy Forecast Based on Rate Cut
Executive Summary

On June 7" , the people's Bank of China (PBOC) announced to cut
financial institutions” RMB prime deposit rate and benchmark lending
rate by 0.25 percentage points on the next day, and adjust the ceiling rate
and downward floating range of the two respectively. Three highlights
are involved in the rate cut: first, it seemed to be a symmetric cut, but
acctually it was an asymmetric one; second, it was a significant progress
of the interest rate liberalization reform; third, as an important component
of current growth-steadying measures, it will hopefully promote the
transaction will of suppliers and demanders in the credit market to some
extent. We expect the rates to be cut for more than once in the rest of the
year, by about 0.25 percentage points each time, and the first cut could
probably happen in the third quarter. In the citcumstance of unexpected
economic downturn, the PBOC will cut interest rates for the second time.
The deposit reserve ratio is expected to be cut for twice to three times in
the second half of the year by 50 basis points (BPs) each time, with July
being an important time point. For commercial banks, the increasing
operational risk with the decreasing interest income should be concerned

for a period of time.
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