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Amid the global contagion of COVID-19, the ongoing V-shape recovery of Chinese economy and the deteriorating
Sino-US relation, the eye-catching Political Bureau of the Communist Party of China (CPC) meeting concluded on
July 30th that will chart the development path of Chinese economy in 2H 2020 and ahead. The Politburo meeting
focused on analyzing the current and medium-to-long term economic situation and clarifying the economic policy
stance in the 2H 2020.

The main take-aways of important policy moves from the CPC Politburo
meeting

The “dual circulation” growth model with a focus on “internal-circulation” is the new strategy for
Chinese authorities in coping with new global circumstances. The implications of this new strategy are
multifaceted: First, the “internal-circulation” has two important perspectives: “consumption internal-circulation”
and “supply-chain internal-circulation”. The former simply means domestic market comes first amid the global
expansion of COVID-19 pandemic, indicating China needs to focus on stimulating domestic demand in the
near-term as the lockdown of other countries imposed. The latter suggests to strengthen China’s grip on supply
chain and reduce the reliance on foreign suppliers in key technology field amid the decoupling of China and the
US. Second, “dual circulation”, ideally means the two pillars of external demand and domestic demand to
support growth. That means, the trade sector in the medium to long term, together with foreign investment and
capital inflows etc. are still crucial in cushioning Chinese economy. Beyond that, “dual circulation” also
indicates to continue to press ahead opening-up measures and financial liberalization.

The gradual stimulus policy normalization in 2H amid ongoing V-shape recovery is expected. In the
pandemic time, China has achieved the “first-in, firs-out” strategy with the Q2 GDP growth realizing the V-
shape recovery. The better-than-expected recovery indicates the stimulus policy will gradually be normalized in
2H. Taking lessons of 2008-09 GFC RMB 4 trillion stimulus package which led to debt overhang and asset
bubbles in the following 10 years, the authorities will not promulgate a new round of stimulus in 2H but continue
the rollout of the previous announced measures, if the current economic situation maintains. In particular, we
expect the authorities will adopt a more conservative interest rate cut, thus we anticipate there will be no LPR
cut or at most one cut in 2H 2020; while the fiscal policy will pay more attention on the efficiency and quality to
allocate the fiscal stimulus funds on different investment projects.

The post-pandemic growth engines of Chinese economy are anticipated to maintain a sustainable
growth recovery. The Politburo meeting also clarifies the post-pandemic growth engines in China. First, the
authorities will take efforts to stimulate domestic consumption. After all, the V-shape recovery has been
unbalanced tilting towards the production side while demand side lagged behind in the past months.
Stimulating domestic demand through various targeted fiscal and monetary measures is the key to maintain a
sustainable growth recovery. Second, the new infrastructure investment will be the main direction of the future
investment, including artificial intelligence, blockchain, cloud computing, data centers and 5G. Third, new
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urbanization, led by five megalopolis and metropolitan areas, will be the new engine to stimulate regional
growth and real estate market.

Summary

The July Politburo meeting emphasized the importance of domestic market for Chinese economic growth amid
COVID-19 pandemic, that means, the “internal circulation” will be the focus of “dual circulation” strategy. This
suggests an official shift away from an export-led growth model toward a sharper focus on building an economy
with stronger domestic drivers. In addition, the meeting also confirmed that the stimulus policy will be gradually
normalized with ongoing rollout of targeted fiscal stimulus and a more conservative monetary policy stance. Last
but not least, the growth engines in post-pandemic time which include domestic consumption, new infrastructure
and new urbanization are expected to help maintain growth momentum in 2H 2020.
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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.

Any 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.

With 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 on 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. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA.
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