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BEIJING: China’s central bank yesterday cut the
amount of cash that some banks must hold as reserves
for the first time since February 2016 in a bid to
encourage more lending to struggling smaller firms
and energize its lackluster private sector.

The People’s Bank of China (PBOC) said on its
website that it would cut the reserve requirement
rat io (RRR) for some banks that meet certain
requirements for lending to small business and the
agricultural sector. The PBOC said the move was
made to support the development of “inclusive”
financial services and will be available to all medium
and large-sized banks that meet requirements start-
ing in 2018.  The reserve requirement rate will be cut
a further 50 bps or 0.5 percent - for banks whose
loans to the targeted groups account for 1.5 percent

of their balance of outstanding newly added loans for
the previous year.  The rate will be cut a further 100
bps for banks whose loans to the designated groups
account for 10 percent of all loans, the PBOC said.
China’s cabinet had recently flagged a possible move,
saying the government will take a number of meas-
ures, including tax exemptions and targeted reserve
requirement ratio cuts to encourage banks to sup-
port small businesses. The PBOC said the move was
made to support lending of under 5 million yuan to
small firms, loans to individual proprietors and for
agricultural production, and lending that supports
innovation, the poor and education. 

The move is in line with existing policy to encour-
age more targeted lending to more vulnerable sec-
tors of the economy, even as the government tries to

cut down on speculative investment in the financial
sector and property and rein in a rapid buildup in
overall corporate debt.

But in the last two years, the central bank has pre-
ferred using new policy tools such as short- and
medium-term lending facilities for a similar purpose.
Most economists polled by Reuters had not expected
an RRR move before 2018.  The PBOC said in a state-
ment that the targeted RRR cut did not constitute a
change to its prudent and neutral monetary policy. 

RRR is the amount of cash as a percentage of
deposits that banks must park at the central bank as
reserves. The current rate for major banks was set
at 17.0 percent after the last general RRR cut that
took effect in March 2016.  The central bank in
February extended a preferential program that

al lows f inancial  institutions that support rural
finance and small enterprises to apply for a lower
required level of cash reserves. 

But despite still-strong credit growth nationwide,
many small businesses and farmers remain in desper-
ate need of funds and do not have easy access to
ample cheap credit that state-run firms enjoy.

China’s manufacturing activity grew at the fastest
pace since 2012 in September as factories cranked up
output to take advantage of strong demand and high
prices, easing worries of a slowdown before a key
political meeting next month. Production, total new
orders and output prices all improved to the highest
level in at least a year, while a pick-up in a reading for
the construction sector indicated a building boom is
undiminished.— Reuters
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WASHINGTON: A bump in fuel prices nudged the US
Federal Reserve’s preferred inflation measure a little high-
er in August, but price pressures remained tame, official
figures showed.

One key measure that is closely watched by the central
bank also fell to its lowest level in nearly two years,
according to the Commerce Department. The weak read-
ing was likely to sharpen disagreements among policy-
makers about whether to hike interest rates again this
year. Fed Chair Janet Yellen this week acknowledged that
central bankers may have “misjudged” the strength of the
forces driving inflation, which has remained persistently
weak despite fall ing unemployment. The Personal
Consumption Expenditures price index rose 0.2 percent
for August, driven largely by rising costs in energy, and
was double the pace of July’s 0.1 percent increase.

The result fell short of a consensus forecast among
analysts, who were expecting a 0.3 percent gain for the
month. When excluding the volatile food and fuel cate-
gories, the measure rose only 0.1 percent, also a tenth of a
point below analyst expectations-and the same level
recorded over the prior three months.

Compared to August 2016, the price index held steady

at 1.4 percent, the same level recorded in June and July-
but down 0.8 points since February. The “core” 12-month
measure, which strips out food and fuel prices, actually
fell a tenth to 1.3 percent, its lowest reading since
November 2015. This measure has undershot the Fed’s
two percent target for more than five years. After seven

years of uninterrupted job creation and falling unemploy-
ment, economists have been befuddled by persistently
weak inflation in the world’s largest economy. Some
research suggests that wages, the key driver of inflation,
have remained low as job growth has been driven by part-
time and temporary employment.
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WASHINGTON: US President Donald Trump is
ramping up his search for a new chief for the US cen-
tral bank, meeting with former Federal Reserve
Governor Kevin Warsh and three others and promis-
ing a decision next month. “I’ve had four meetings for
Fed chairman and I’ll be making a decision over the
next two or three weeks,” Trump told reporters on
the White House South Lawn.

Trump has previously suggested he may reappoint
Fed Chair Janet Yellen to the post. Jerome Powell, one
of the current governors on the Fed’s board, also met
with Trump earlier this week about the Fed job, the
Wall Street Journal reported on Friday. Trump on
Friday did not provide details on his meetings. A new
Fed chair would take the helm as the central bank eas-
es well away from crisis-era policies in response to a
strengthening economy and falling unemployment,
though inflation still lingers below the Fed’s 2-percent
goal. Under Yellen, the Fed has raised interest rates
and launched a plan to shrink its $4.5 trillion balance
sheet. Much of the latter was accumulated through a
controversial bond-buying program that Yellen said
helped the economy avert an even deeper downturn.
Her term as chair expires in February. — Reuters
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MONETARY PARK: Fresh vegetables are displayed at a Friday Farmer’s Market in
Monterey Park, California yesterday. — AFP


