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Continued Loosening of Monetary
Policy, Robust Growth in

Manufacturing Sector

In 2024 Q3, PBOC lowered its policy rate (7-day reverse repo rate) twice to
1.50%, reduced the medium-term lending facility rate, guiding LPR downward
and cut the reserve requirement ratio by 0.5 percentage points. Also, PBOC
began to regularize the operation of government bonds trading to affect market
liquidity. This action is considered to coordinate with fiscal policy for
macroeconomic regulation. Meanwhile, the PBOC introduced two new tools to
boost the capital market.

By the end of 2024Q3, the broad money (M2) supply increased by 6.8%
yoy and the narrow money (M1) supply decreases by 7.4% yoy. Cyclical factors
and relative high real interest rate led to a widening of M1-M2 scissors
difference, which reflected weak demand from business and household sector
resulting in transfer from demand deposit to term deposit.

The growth of aggregate financing to real economy was 8% yoy, with an
increase of 2.75 trillion yuan in RMB loans. Both values were lower yoy.
Government bond issuance supported growth in credit demand, which shows
fiscal policies are strengthened given weak real demand. Digging into the
structure of financing need, manufacturing long-term loan is growing robustly
with a rate of 14.8%, supporting the overall growth rate of loan. It implies
manufacture sector being the engine of current economic growth.

In the future, it is necessary to focus on the impact of monetary easing on
real interest rates and on the strength and progress of fiscal policies.
Specifically, observe whether M1 growth rate could rebound to narrow the
M1-M2 scissors difference, and whether corporates’ medium and long-term
loans and residents’ short-term loans can recover. We suggest that PBOC
continues to lower policy interest rates and reserve requirement ratios, and
coordinates with fiscal policy for government bond trading.
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