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Economic Analysis 

The PBoC‘s decision to inject RMB 1 trillion to boost the 
economy could aggravate debt overhang problems 
Le Xia and Carlos Casanova 

According to Chinese media reports, the People’s Bank of China (PBoC) launched a new lending program in 

April, with the objective to support infrastructure investments (in particular for shantytown renovation 

projects). Under this program, the PBoC will lend up to RMB 1 trillion over the course of three years to China 

Development Bank (CDB), the largest “Policy Bank” of China. The CDB will in turn allocate funds to 

shantytown renovation projects in the form of normal commercial loans. It is reported that the PBoC will 

charge the CDB a favourable interest rate under the new program, believed to be much lower than the 

current benchmark lending rate of 6%. Most importantly, loans under the new lending program have a three-

year maturity, which can provide long-term stable funding for the shantytown renovation projects. 

This new lending program is among the PBoC’s recent efforts to loosen monetary policy; including two 

targeted RRR cuts (in April and June), as well as the revision of the calculation method for loan-to-deposit 

ratio (making it easier for banks to meet ratio requirements). The amounts of funds that have already been 

tapped by the CDB to extend credit to shantytown renovation projects under the program remain 

undisclosed. However, we believe that this lending program has helped to precipitate credit growth in June, 

especially in the form of loans to shantytown renovation projects (Chart 1). 

Looking forward, it is expected that the lending program, together with other easing measures, will underpin 

growth by boosting infrastructure investments. It seems increasingly likely that China will manage to avert an 

economic hard-landing this year and achieve its pre-defined growth target of 7.0% – 7.5% (BBVA projection: 

7.2%). Nonetheless, this lending program also carries some costs: First, the program is so narrowly based 

(only eligible to the CDB) that investors might interpret it as a setback to structural reforms that aim to allow 

the market to play a “decisive” role in resource allocation. Second, too lax credit conditions could delay 

much-needed deleveraging of the overall economy and aggravate the debt overhang problem in local 

governments and the corporate sector.          

 

 

Chart 1  

Credit growth picks up in June 
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Source: BBVA Research 
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DISCLAIMER 

This document has been prepared by BBVA Research Department, it is provided for information purposes only and 

expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or 

based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers 

no warranty, either express or implicit, regarding its accuracy, integrity or correctness. 

Estimations this document may contain have been undertaken according to generally accepted methodologies and 

should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no 

guarantee of future performance. 

This document and its contents are subject to changes without prior notice depending on variables such as the economic 

context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes. 

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any 

interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, 

commitment or decision of any kind.  

In regard to investment in financial assets related to economic variables this document may cover, readers should be 

aware that under no circumstances should they base their investment decisions in the information contained in this 

document. Those persons or entities offering investment products to these potential investors are legally required to 

provide the information needed for them to take an appropriate investment decision. 

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, 

distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or 

process, except in cases where it is legally permitted or expressly authorized by BBVA. 

 


