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Earlier, we pointed out that among major central banks, the Fed’s balance sheet is actually the smallest
relative to the size of the economy, while ECB’s balance sheet is growing remarkably quickly. And of
course, the Chinese central bank’s balance sheet is actually larger than any others’.

But the one thing which really struck us is not the actual size of PBOC balance sheet relative to the size of
the Chinese economy. Rather, it is the fact that PBOC balance sheet-to-GDP ratio has actually declined

quite sharply, especially since last year. This is totally opposite to the trend one is now seeing with
central banks in other major developed economies.

The chart below better visualises the point. It also shows the year-on-year percentage-point change of the
PBOC balance sheet-to-GDP ratio.
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Source: People’s Bank of China

It comes back again to the point that because PBOC’s foreign assets accumulation has more or less
stopped since late last vear largely because of larger and persistent money outflow, the size of PBOC’s
balance sheet has remained almost unchanged for almost a year now, while the economy is still growing,

albeit at a slower rate. The result is simple, that the ratio of the size of balance sheet to the size of the
economy decline.

The developed world’s central banks are increasing the size of their balance sheets (both in absolute terms
and relative to the size of their economies) in order to ease monetary policy at zero bound. The fact that
PBOC'’s balance sheet has stayed almost constant for a year now and that it is shrinking relative to the
size of the Chinese economy means that not only is PBOC not easing at all, monetary condition has
probably been tightened inadvertently. Of course, there are still tools to offset such impact, such as “un-
sterilised” the previously sterilised inflow by cutting RRR or deploy even more reverse repo. However,
we maintain that if outflow gets really bad, there are limits as too how much these tools can help to offset
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the tightening of liquidity.

With QE-Infinity, there is some hope that money will once again be encouraged to flow into China. If
money inflow is successfully encouraged, it could help PBOC to ease monetary condition, which could
possibly be too tight at the present moment. However, any positive impact could well be short-lived, and
it could well be fading already.

For more news and analysis, visit Also sprach Analyst. Follow us on Twitter and Facebook.
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Zarathustra: Founder and Managing Editor of Also sprach Analyst. Once an analyst, now an investor and
entrepreneur. Based in Hong Kong, but Londoner at heart.
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| just kept being amazed by people like Martin Jacques to claim that he found the ultimate

answer on China that China is different from the rest of the world in culture hence, the universal rule
of economy could not apply to China. Being a Chinese and now, American, as far as | know, no
educated Chinese will think they could be excluded from the universal rules, when they say we are
different, they are actually saying we don't want do thing as you thought the way you want us to do.
As for the economy in China, they are trying their best to present to the world that they don't follow
suit with devoloped world, but on the expense of the carriers of the economy, its people, it is not a
dispute on if different culture will change basic universal rules, rather, it is a form of ruling on its
people to bend the rule of modern economy system, like placing a magic spell, someone is saying |
will make u rich, hence you are rich, and you will be poor, then you live in crap. This someone is
playing God, who gave it power? The silence of Chinese people and the world.

0 A o Reply ° Share >

barilaro - a month ago
Pssst.. It's stock-prices bloating up the GDP...
0 A o Reply ¢ Share >

ALSO ON ALSO SPRACH ANALYST RECOMMENDED FOR YOU What's this?

Europe, Moore’s Law and Murphy’s Law and The Price of Vice: Legalize It?

Milken 2 comments TakePart TV - Price of Vice

China records a small (and negligible) Pictures: Anna Nicole's Daughter,

balance of payments deficit in Q3 1 comment Dannielynn Birkhead, is Growing Up and ...
Zimbio

People’s Bank of China injects RMB225 o . ]

billion of liquidity through open market ... Heidi Klum and Seal's Unusual Marriage,

1 comment Revealed Style Bistro

Charting central banks’ balance sheets Kate Upton Stuns in a Strapless Dress

2 comments Style Bistro

US dollar has done nothing since QE3 Kate Middleton's Most Stunning Outfits

1 comment Style Bistro

Get FREE email updates on the economy

http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html Page 5 sur 9


http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://disqus.com/
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#comment-657615278
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#comment-656585837
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://watch.nib.ly/2220-free-drugs-prostitutes-and-gambling-the-price-of-vice-brain-food-daily-takepart-tv&awesm=nib.ly_cQBr&autoplay=1&pkey=ece5774a
http://www.zimbio.com/photos/Dannielynn+Birkhead?utm_source=disq&utm_medium=cpc&utm_campaign=disq-Z-Celebs-1
http://www.stylebistro.com/Heidi+Klum+and+Seal+-+Relationship+Timeline?utm_source=disq&utm_medium=cpc&utm_campaign=disq-SB-Specials-1
http://www.stylebistro.com/lookbook/Kate+Upton/_4hoLb4wBn5?utm_source=disq&utm_medium=cpc&utm_campaign=disq-SB-Celebs-1
http://www.stylebistro.com/lookbook/Kate+Middleton/?utm_source=disq&utm_medium=cpc&utm_campaign=disq-SB-Celebs-1
http://www.alsosprachanalyst.com/markets/europe-moores-law-and-murphys-law-and-milken.html
http://www.alsosprachanalyst.com/economy/china-balance-of-payment-q3-2012.html
http://www.alsosprachanalyst.com/economy/peoples-bank-of-china-injects-rmb225-billion-of-liquidity-through-open-market-operation.html
http://www.alsosprachanalyst.com/economy/charting-central-banks-balance-sheets.html
http://www.alsosprachanalyst.com/markets/us-dollar-has-done-nothing-since-qe3.html
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#
http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html#

PBOC’s balance sheet is doing the opposite of what the Fed’s is doing 31/10/12 09:59
Sign-up

Subscribe and Follow

Y Like Ed 538 people like this. Be the first of
N your friends.

We're on E Follow
< ATANNIR 07

W Follow < 6,013 followers

Other subscription options

Surface

Clic ! Et tout est possible.
En savoir plus @

Microsoft

11 key things to watch out for in the global economy

.........

e teratemirie China's inflation fell to 1.8% yoy in July 2012

http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html Page 6 sur 9


https://plus.google.com/108543002381929161010
https://plus.google.com/115309295305884597261
https://plus.google.com/102804825897612619643
https://plus.google.com/112758108973204262576
https://plus.google.com/117663689464233203323
https://twitter.com/intent/follow?original_referer=http%3A%2F%2Fwww.alsosprachanalyst.com%2Feconomy%2Fpboc-balance-sheet-to-gdp.html&region=follow_link&screen_name=theanalyst_hk&source=followbutton&variant=2.0
https://twitter.com/intent/user?original_referer=http%3A%2F%2Fwww.alsosprachanalyst.com%2Feconomy%2Fpboc-balance-sheet-to-gdp.html&region=count_link&screen_name=theanalyst_hk&source=followbutton&variant=2.0
http://www.alsosprachanalyst.com/economy/11-key-things-to-watch-out-for-in-the-global-economy.html
http://www.alsosprachanalyst.com/economy/china-cpi-inflation-july-2012.html
http://www.alsosprachanalyst.com/economy/what-options-do-ben-bernanke-and-the-fed-have.html

PBOC’s balance sheet is doing the opposite of what the Fed’s is doing 31/10/12 09:59

'What options do Ben Bernanke and the Fed have?

3 threats to China's second half economic recovery

"““"Tron ore and cotton inventories at Chinese ports remain at elevated levels

Vendre Acheter
605.75

v 6660566 v 75

Cliquez ici pour ouvrir un compte demo

Vendre ¥ A Acheter

L'Echange de Devises et le trade de CFD
MARKETS.COM impliquent des risques significatifs de pertes.

Series

e China Economy 2012 and Beyond
e China Economy: Hard Landing and Bevond
e s the Chinese real estate market recovering? For real?

http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html Page 7 sur 9


http://www.alsosprachanalyst.com/economy/what-options-do-ben-bernanke-and-the-fed-have.html
http://www.alsosprachanalyst.com/economy/3-threats-to-chinas-second-half-economic-recovery.html
http://www.alsosprachanalyst.com/markets/iron-ore-and-cotton-inventories-at-chinese-ports-remain-elevated.html
http://www.alsosprachanalyst.com/economy/fomc-decision-aug-2012.html
http://www.alsosprachanalyst.com/special/china-economy-2012
http://www.alsosprachanalyst.com/special/china-economy-hard-landing-and-life-after
http://www.alsosprachanalyst.com/special/china-real-estate-market-rebound

PBOC’s balance sheet is doing the opposite of what the Fed’s is doing

Essential Readings

e The ultimate guide to China's monetary policy

Hot Topics

e China's Economy
e Markets

Important Links

e Important Disclaimer
e Privacy Policy

e Google Chrome is recommended

Also sprach Analyst Archives

October 2012
September 2012

August 2012
July 2012
June 2012
May 2012

April 2012
March 2012

February 2012
January 2012
December 2011
November 2011
October 2011
September 2011

August 2011
July 2011
June 2011
May 2011

April 2011
March 2011

February 2011
January 2011
December 2010
November 2010
October 2010
September 2010
March 2009
February 2009
October 2008
September 2008
June 2008

April 2008

http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html

31/10/12 09:59

Page 8 sur 9


http://www.alsosprachanalyst.com/economy/the-only-things-about-chinas-monetary-policy-you-need-to-know.html
http://www.alsosprachanalyst.com/economy/china
http://www.alsosprachanalyst.com/markets
http://www.alsosprachanalyst.com/disclaimer
http://www.alsosprachanalyst.com/privacy
http://www.google.com/chrome/intl/en/landing_chrome.html?hl=en
http://www.alsosprachanalyst.com/2012/10
http://www.alsosprachanalyst.com/2012/09
http://www.alsosprachanalyst.com/2012/08
http://www.alsosprachanalyst.com/2012/07
http://www.alsosprachanalyst.com/2012/06
http://www.alsosprachanalyst.com/2012/05
http://www.alsosprachanalyst.com/2012/04
http://www.alsosprachanalyst.com/2012/03
http://www.alsosprachanalyst.com/2012/02
http://www.alsosprachanalyst.com/2012/01
http://www.alsosprachanalyst.com/2011/12
http://www.alsosprachanalyst.com/2011/11
http://www.alsosprachanalyst.com/2011/10
http://www.alsosprachanalyst.com/2011/09
http://www.alsosprachanalyst.com/2011/08
http://www.alsosprachanalyst.com/2011/07
http://www.alsosprachanalyst.com/2011/06
http://www.alsosprachanalyst.com/2011/05
http://www.alsosprachanalyst.com/2011/04
http://www.alsosprachanalyst.com/2011/03
http://www.alsosprachanalyst.com/2011/02
http://www.alsosprachanalyst.com/2011/01
http://www.alsosprachanalyst.com/2010/12
http://www.alsosprachanalyst.com/2010/11
http://www.alsosprachanalyst.com/2010/10
http://www.alsosprachanalyst.com/2010/09
http://www.alsosprachanalyst.com/2009/03
http://www.alsosprachanalyst.com/2009/02
http://www.alsosprachanalyst.com/2008/10
http://www.alsosprachanalyst.com/2008/09
http://www.alsosprachanalyst.com/2008/06
http://www.alsosprachanalyst.com/2008/04
http://www.alsosprachanalyst.com/2008/03

PBOC’s balance sheet is doing the opposite of what the Fed’s is doing 31/10/12 09:59

e March 2008
e February 2008
e January 2008

About Also sprach Analyst

Also sprach Analyst is a widely acclaimed website on investment, global finance and economics.
Being the only major Hong Kong-based Economics & Finance website, we have a special focus on
China, with up-to-date and unique analysis and news on the Chinese economy, Financial Market, and
Real Estate. Don't forget to subscribe to the website via a wide range of options, including RSS Feed,
Facebook, Twitter, and Linkedin.

Get our daily email update FOR FREE!

Sign-up
© Copyright 2010 - 2012 Also sprach Analyst http://www .alsosprachanalyst.com

You may also like:

“Charting central banks' balance sheetsSource: BOE, Fed,

BOJ .ECB Of course, as we all know that People’s Bank of China has
been printing more than almost anyone else. ...

lose |

http://www.alsosprachanalyst.com/economy/pboc-balance-sheet-to-gdp.html Page 9 sur 9


http://www.alsosprachanalyst.com/2008/04
http://www.alsosprachanalyst.com/2008/03
http://www.alsosprachanalyst.com/2008/02
http://www.alsosprachanalyst.com/2008/01
http://www.alsosprachanalyst.com/
http://www.alsosprachanalyst.com/economy/china
http://www.alsosprachanalyst.com/economy/china
http://www.alsosprachanalyst.com/markets
http://www.alsosprachanalyst.com/real-estate
http://feeds.feedburner.com/AlsosprachAnalyst
http://www.facebook.com/AlsosprachAnalyst
http://www.twitter.com/theanalyst_hk
http://www.linkedin.com/company/also-sprach-analyst
http://www.alsosprachanalyst.com/economy/charting-central-banks-balance-sheets.html

