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a 5.5% growth target in 2022

Jinyue Dong and Le Xia

May 26, 2022

The recent Omicron outbreak in mainland China and the lockdown measures under “zero Covid” policy have
significantly changed the previous soft-landing story for Chinese economy. The recent economic activity indicators
dipped sharply almost to the level of Q1 2020 when the Covid-19 pandemic first outbroke in Wuhan.

For 2022, Chinese authorities face the “Impossible Trinity” of policy setting among “zero tolerance” Covid policy,
synchronized monetary policy and 5.5% growth target. That means, the authorities could only achieve two of these
policy targets and abandon another one. Given that at the current stage the authorities are still pledged to maintain
“zero Covid” policy, there are only two possible policy mix going forward: (i) if they want “Zero Covid” and 5.5%
growth target as announced in “two sessions”, they have to conduct aggressive easing monetary measures, which
absolutely unsynchronized with the US FED, leading to capital flight and sharp RMB depreciation; or (ii) if they
want “Zero Covid” and a synchronized monetary policy with the US FED to circumvent financial instability, they
have to accept a lower growth rate instead of 5.5% target. Based on our understanding of the recent a series of
high-level State Council and Poliburo meetings which released the aggressive easing policy stance, the authorities
are trying to experiment the policy mix (i), although the ultimate real-world scenario might be (ii). (Chart 1)

Chinese authorities not only prioritized economic growth in 2022 but also promulgated a series of stimulus
measures in monetary and fiscal perspectives with actions. On May 26, Premier Li Kegiang spoke at a State-
Council teleconference with 100 thousand participants of policy-makers at different hierarchy on how to implement
stimulus policies to stabilize growth. In particular, Premier Li emphasized the growth headwinds in March and April
in particular are to a certain extent more serious than those experienced in 2020 when the COVID-19 epidemic hit
the country, marked by downward indicators for employment, industrial production, power consumption and cargo
transportation, etc. Premier Li also underlined the need to urgently support market entities, employment and
people's livelihoods and urged swift actions from now on to bring the economy back on track. (Chart 2)

By emphasizing the 33 measures to stabilize the economy proposed at a recent State Council executive meeting,
Premier Li issued an order to government departments at different levels to introduce practical implementation
measures by the end of May. He also urged local authorities to introduce policies in light of local conditions to help
market entities tide over difficulties and stabilize and increase job posts.

These stimulus policies could be summarized below:

®  Fiscal stimulus policy: (i) To expand tax reduction to RMB 2.64 trillion for 2022 (RMB 140 billion
expansion), particularly for SMEs, pandemic-hit enterprises; (ii) To postpones social insurance payment for
pandemic-hit SMEs with financial difficulties to year-end, with the total amount of postponed payment at RMB
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320 billion. (iii) Speed-up local government bond issuance in 1H 2022, in a bid to stimulate infrastructure
investment which used to be the growth engine for Chinese economy. We predict that real infrastructure
investment growth is to be 2.4-4% (nominal growth 4-8%) based on the expansion of the local government
bond issuance (RMB 4.73 trillion) and the fiscal surplus transferred from 2021 to 2022 (RMB 1.5-2 trillion),
which is estimated to contribute 0.4-0.6% of total real GDP growth. (iv) To expand State’s Financing
guarantee fund to RMB 1 trillion in a bid to support SME financing.

® Expansionary monetary policy. (i) Banks should extent the housing and automobile mortgage payment for
individuals and also capital and interest repayment for SME financing to year-end who face difficulties by the
lockdown measures; (ii) To shorten the acceptance period for commercial notes from 1 year to 6 months. (iii)
To support platform economy enterprises to be listed in foreign stock exchange. (iv) Except for the recent
three RRR cuts and two interest rate cuts, more cuts are also anticipated in the rest of the year to inject
liquidity into the market.

® To stabilize supply chain and production. (i) To optimize “work resumption” policies and secure the
production resumption for strategic enterprises. (ii) To cancel the transportation restrictions for the low-risk
regions and to secure supply-chain unobstructed by unreasonable pandemic restrictions. (iii) To increase
RMB 150 billion urgent lending to airplane sector, and to support them to issue RMB 200 billion bond. In
addition, to orderly increase the domestic and international airplines to facilitize people move.

® Supportive measures for consumption and housing market regulatory forbearance. (i) To release the
previous restrictive measures for automobile purchase and to reduce the car purchase tax by RMB 60 billion
aggregately. (i) To reduce the mortgage interest rate for home-buyers to 20bps below LPR and to promulgate
a series of real estate supportive measures according to the different situations in different cities/regions.

® To maintain energy security. To expand coal production to sustain energy security amid the economic
sanctions posted by the western economies to the Russia-Ukraine war. Although it seems like a policy-
turnaround and the previous green economy model gives way to growth priority, expanding coal production
indeed could help China maintain energy supply, offset the imported energy inflation and support production
resumption.

® Other relief measures: To proceed unemployment benefit, and also benefit for people affected by the
pandemic lockdown measures. In addition, the authorities also would like to link these benefits to inflation.

Given that Chinese authorities will continue to stick on “zero Covid” policy in the rest of the year based on their
announcement in the recent important high-level conferences, there will be “impossible trinity” for China’s policy
setting in 2022: either China needs to give up synchronized monetary policy with the US FED to continue
aggressive easing in order to achive 5.5% growth target which might lead to financial instability, or, the authorities
have to give up 5.5% growth target to accept a lower growth in a bid not to conduct aggressive easing measures to
circumvent capital flights and sharp currency depreciation. Under the current situation, the authorities are actively
exploring the possibility of the former case, although the policy room of aggressive easing has been shrunk
significantly amid a trending-up inflation and sharp RMB depreciation. (See our recent Economic Watch: China |
China’s low inflation environment bears some changes) Look ahead, we predict Q2 GDP will be the trough but the
growth will gradually recovery since Q3 based on the course of the pandemic and the effectiveness of the above
stimulus package, and the whole year GDP will reach 4.5% yl/y for 2022. (see our Economic Watch: China |
Shanghai lockdown: most likely scenarios and the impact on global value chain).
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Fugure 1. “MPOSSIBLE TRINITY” OF CHINESE POLICY SETTING IN 2022
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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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