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China: Fighting the coronavirus with a
fiscal-monetary policy combination

China is using extra fiscal budgets and central bank lending to fight the
effects of the coronavirus. It seems that policymakers do not want to
confuse emergency policies with standard easing policies. We may not
see broad-based economic policy actions in the near term

Fiscal and monetary policy combination to fight against the
coronavirus

With an official name of NCP (Novel Coronavirus Pneumonia), the Chinese government has
initiated more fiscal stimulus and monetary easing to combat the effects of the virus. These
are specific measures. They are different from the usual broad-based policies that are used
when there is a need to support the overall economy.

Fiscal policies

Fiscal policies include tax concessions on companies that are directly affected by the NCP, eg,
tourism and catering. Companies that manufacture medical supplies and medicines are
exempted from taxes and are allowed to receive subsidies from the government.
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Monetary policies

Apart from ensuring ample liquidity in the financial system (injection of CNY1.7 trillion on 3 and
4 February), the central bank, PBoC, sets up a CNY300 billion special re-lending fund. Banks will
start distributing the money to selected companies on 10 February. Banks have to lend money
to those companies at a rate of no more than 3.15%, which is 100 bps below the Loan Prime
Rate, which is now at 4.15%. These companies are selected based on their nature, eg,
manufacturing medical supplies and medicines or helping to combat the NCP in other ways.

The Ministry of Finance will subsidise half of the interest expense for these companies. The
government expects that the actual interest costs for these corporates to be at most 1.6% per
annum.

Focused vs broad-based policy

With these very focused policies in place, we may need to wait for some time to see broad-
based policy actions, eg, a cut in the reserve requirement ratio (RRR). It seems as though the
government does not want to spare extra money for non-virus-specific activities.

We expect more focused policies to be announced if there is such a need. At the same time,
we believe that broad-based monetary easing will be delayed until the economic recovery
stage.

As such, our previous expectation of a RRR cut in March could be deferred to a later
stage. But it does not mean that the liquidity in the financial system will be tight.
Rather, it may be the opposite. We expect the PBoC to provide enough liquidity

via open market operations to ensure that there is no emergence of spikes in interest
rates, in order to limit the possibility of chaos in the market.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
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purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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