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Counter-cyclical Measures Benefit China’s Bond Market
Summary:

In order to support the real economy and reduce financing cost, China’s central bank
announced a reduction of the required reserve ratio (“RRR”) for most financial
institutions by 0.5% on 16 September 2019. City commercial banks operating in
Chinese provinces will reduce the RRR by additional 1% (0.5% on 15 October 2019
and another 0.5% on 15 November 2019). The RRR cut, together with the recent
reform of the loan prime rate (“LPR”) formation mechanism and the early issuance of
local government special debt, would shore up economic growth and benefit the bond
market.

The RRR cut will unleash long-term funds of about RMB900 billion, which will
effectively increase the sources of funds for financial institutions and reduce banks’
funding cost by about RMB15 billion per year. On 17 August 2019, the central bank
announced measures to promote a more market-oriented quotation method, add five-
year and longer tenors, and expand the scope of banks allowed to submit LPR
guotations to improve the LPR formation mechanism. The transmission of these
policies would help lower the lending rates for borrowers.

On 4 September 2019, the State Council proposed local governments to finish issuing
special debt within the 2019 quota by end-September 2019 and allocate proceeds to
projects by end-October 2019. This measure aims to further expand investment as
China’s manufacturing and infrastructure construction investment (excluding
electricity) are facing pressure of slowing down.

Regarding the potential impact on the bond market, the RRR cut would drive down the
bond yields and promote bond issuance. Meanwhile, countercyclical measures would
strengthen market confidence and increase investors’ risk appetite. In terms of
industries, the scale of bond financing may increase significantly in construction and
engineering, road and railway transportation, etc. The financing environment for some
small and micro private enterprises may further improve, which would alleviate their
liquidity risk to a certain extent.

For more details, please refer to the Chinese report:
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https://mp.weixin.qg.com/s? _ biz=MjM5NzIONzAXNg==&mid=2652215010&idx=1&sn=cea9
€7157502b0e03f5¢c9d2b23087eba&chksm=bd3dd7a58a4a5eb3253b6bb7422a64fba84846d
1e31024ad5c04467be86358bef6bc35c64c53&mpshare=1&scene=1&srcid=&sharer_shareti
me=1570692500527&sharer _shareid=893aa74feedcel80e8bec91f9c3a07d2&pass ticket=
XEYUjeJpVroyCKMNbg9QQuPrn2srZXs5uz4iZJXDmELKklacMLB|RIbUH%2B6REvrX7#rd

Note: In case of any discrepancies between the English version and the Chinese version, the Chinese
version shall prevail.
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Disclaimer

Credit rating and research reports published by Lianhe Ratings Global Limited (“Lianhe Global’
or “the Company” or “us”) are subject to certain terms and conditions. Please read these terms
and conditions at the Company’s website: www.lhratingsglobal.com

A credit rating is an opinion which addresses the creditworthiness of an entity or security.
Credit ratings are not a recommendation to buy, sell, or hold any security. Credit ratings do
not address market price, marketability, and/or suitability of any security nor its tax implications
or consequences. Credit ratings may be subject to upgrades or downgrades or withdrawal at
any time for any reason at the sole discretion of Lianhe Global.

All credit ratings are the products of a collective effort by accredited analysts through rigorous
rating processes. No individual is solely responsible for a credit rating. All credit ratings are
derived by a credit committee vesting process. The individuals identified in the reports are
solely for contact purpose only.

Lianhe Global conducts its credit rating services based on third-party information which we
reasonably believe to be true. Lianhe Global relies on information including, but not limited to,
audited financial statements, interviews, management discussion and analysis, relevant third-
party reports, and publicly available data sources to conduct our analysis. Lianhe Global has
not conducted any audit, investigation, verification or due diligence. Lianhe Global does not
guarantee the accuracy, correctness, timeliness, and/or completeness of the information.
Credit ratings may contain forward-looking opinions of Lianhe Global which may include
forecasts about future events which by definition are subject to change and cannot be
considered as facts.

Under no circumstances shall Lianhe Global, its directors, shareholders, employees, officers
and/or representatives or any member of the group of which Lianhe Global forms part be held
liable to any party for any damage, loss, liability, cost, expense or fees in connection with any
use of the information published by the Company.

Lianhe Global receives compensation from issuers, underwriters, obligors, or investors for
conducting credit rating services. None of the aforementioned entities nor its related parties
participate in the credit rating process aside from providing information requested by Lianhe
Global.

Credit ratings included in any rating report are solicited and disclosed to the rated entity (and
its agents) prior to publishing. Credit rating and research reports published by Lianhe Global
are not intended for distribution to, or use by, any person in any jurisdiction where such use
would infringe local laws and regulations. Any user relying on information available through
credit rating and research reports is responsible for consulting the relevant agencies or
professionals accordingly to comply with the applicable local laws and regulations.

All published credit rating and research reports are the intellectual property of Lianhe Global.
Any reproduction, redistribution, or modification, in whole or part, in any form by any means is
prohibited unless such user has obtained prior written consent from us.

Lianhe Global is a subsidiary of Lianhe Credit Information Service Co., Ltd. The credit
committee of Lianhe Global has the ultimate power of interpretation of any methodology or
process used in the Company’s independent credit ratings and research.
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