
People’s Republic of China

Expansionary fiscal and monetary policies have softened the blow of the global slump on the economy. A 
surge in bank lending and vigorous fixed-asset investment have maintained growth at a higher pace than 
was expected in March. GDP growth will be stronger for both 2009 and 2010 than was then anticipated. 
The consumer price index is now forecast to decline this year, but inflation in 2010 will be higher than 
previously thought. The authorities face the challenge of balancing the need to maintain the aggressive 
monetary stimulus until growth is sustainable against the risk that the flood of bank lending will be 
diverted into speculation and excess industrial capacity.

Updated assessment
GDP growth accelerated to 7.9% in the second quarter of 2009 
(Figure 3.3.1) from a two-decade low of 6.1% in the first quarter, reflecting 
a massive CNY4 trillion fiscal stimulus package and aggressively 
expansionary monetary policy aimed at moderating the impact of the 
global downturn on the People’s Republic of China (PRC). Growth 
for the first half was 7.1% compared with 10.4% in the first half of 
2008. The expansion in the first 6 months was driven by investment, 
which contributed 6.2 percentage points of the total. Consumption 
contributed 3.8 percentage points, but a decline in net exports subtracted 
2.9 percentage points.

Industrial production regained momentum in the second quarter 
as firms began to rebuild inventories after a significant destocking that 
stemmed from the impact of the global economic slump in the fourth 
quarter of 2008 and early 2009. Growth of industrial value added picked 
up from an average of 3.8% in January–February to 10.8% in June–July 
(Figure 3.3.2). However, weak external demand and overcapacity in 
industries such as steel, cement, and machinery saw total profits of 
industrial enterprises fall by 22.9% in the first 5 months of 2009. For the 
first half of 2009, services sector growth of 8.3% exceeded that of industry 
(6.6%). Agriculture expanded by 3.8%.

Fixed asset investment in real terms soared by 41.2% in the second 
quarter (Figure 3.3.3), 27 percentage points above a year earlier, reflecting 
the impact of the large fiscal stimulus and rapid credit expansion. As 
a sign of the Government’s priorities, investment in the first half in 
agriculture rose by 68.9%, followed by services at 36.6% and industry 
with 29.0%. Investment in infrastructure surged by 50.3% and public 
funding for projects related to health and social security leaped by 71.3%. 
Investment and GDP growth generally were higher in the less developed 
central and western regions than in coastal areas.

A vigorous increase in consumption was underpinned by rising 
household incomes—real per capita urban incomes were up by 11.2% in 
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3.3.2 Growth of industrial value added
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the first half and real rural incomes by 8.7%, both above GDP growth. 
Retail sales grew by 16.2% in real terms in the first half (Figure 3.3.4), 
supported by these income gains and by government incentives to buy 
household appliances and, in rural areas, motorcycles. Automobile 
sales rose by 28.5% in nominal terms in the first 8 months of 2009. The 
Government cut the purchase tax on smaller passenger cars and offered 
subsidies in cities to replace older cars.

Residential property sales jumped by 57.1% in value terms during 
January–June (though the prior-year base figure was fairly low, a result 
of policy tightening through 2007 and early 2008 to damp a surge in 
housing prices). This recovery was spurred by low interest rates, abundant 
credit, tax breaks, and lower down-payment requirements. Residential 
construction starts, as measured by floor space, increased by 11.4%, as a 
result of strong demand.

The global trade slump hit external trade: merchandise exports started 
to fall from prior-year levels in November 2008, and dived by about 
22% year on year in the first 7 months of 2009. The pace of contraction 
bottomed in May (Figure 3.3.5). Merchandise imports also dropped, but 
by June the decline in import values, too, had slowed, a result of the 
pickup in industrial production. The decline in import volumes was more 
moderate than their values, reflecting the slump in world prices for raw 
materials. At $34.9 billion, the trade surplus in the second quarter was the 
smallest in 3 years.

Foreign direct investment (FDI) inflows were also affected by the 
global financial crisis and economic downturn. FDI declined year on 
year each month, for a fall of 20.3% to $48 billion in the first 7 months 
of 2009. Foreign exchange reserves, climbing by $185.6 billion to 
$2.13 trillion in the first 6 months, grew faster than the trade surplus and 
FDI, prompting concerns about rising speculative capital inflows. The 
nominal yuan exchange rate was virtually pegged to the US dollar in the 
first 7 months, while the real effective exchange rate depreciated by 4.5% 
(Figure 3.3.6).

With global prices for commodities and fuels well below year-earlier 
levels, both the producer price index and the consumer price index 
(CPI) fell, by 6.2% and 1.2%, respectively, in the first 7 months of 2009 
(Figure 3.3.7). The CPI decline largely reflected lower food prices and 
higher food production than in the previous year. Prices of residential 
property, after several months of declines, rose by an average of about 1% 
year on year in July in 70 big cities as demand gained momentum.

The expansionary monetary stance adopted in late 2008 sparked a 
huge surge in lending in the first 6 months of 2009 (Figure 3.3.8). New 
lending jumped to CNY7.37 trillion, or $1.08 trillion in January–June 
from CNY2.45 trillion in the year-earlier period, far exceeding the 
Government’s full-year target of CNY5 trillion. Indeed, new lending was 
equivalent to around 50% of GDP for the 6 months, double the average 
levels of the previous 2 years. 

State-owned enterprises and large private businesses were the major 
borrowers, particularly those involved in infrastructure, business services, 
and real estate development. The Government approved a large number 
of investment projects as part of its fiscal stimulus and it reduced the 
minimum equity requirements for fixed-asset investment projects. 

3.3.3 Fixed asset investment growth
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3.3.4 Retail sales growth
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3.3.5 Trade indicators
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3.3.6 Exchange rates

6.7

6.9

7.1

7.3

100

110

120

130

Real effectiveNominal

JulAprJan
09

OctJulAprJan
2008

CNY/$ 2005 = 100

Source: CEIC Data Company Ltd., downloaded 31 August 
2009. 

Click here for figure data

http://www.adb.org/Documents/Books/ADO/2009/Update/figs/f3-3-3.xls
http://www.adb.org/Documents/Books/ADO/2009/Update/figs/f3-3-4.xls
http://www.adb.org/Documents/Books/ADO/2009/Update/figs/f3-3-5.xls
http://www.adb.org/Documents/Books/ADO/2009/Update/figs/f3-3-6.xls


East Asia People’s Republic of China  125

Growth in broad money supply (M2) accelerated to 28.4% in July, 
exceeding the Government’s annual target of 17%, and M1 rose by 26.4% 
(Figure 3.3.9). Rapid growth in money supply and bank lending supported 
increases in stock and property prices. Shanghai’s Composite Index of 
stocks rose by about 47% in the first 8 months of this year. The stronger 
market prompted the authorities in June to lift a ban on initial public 
share offerings that was imposed in October 2008 in an effort to support 
a weak market at that time.

The flood of credit also raised concerns about its potential to inflate 
asset bubbles and to raise the nonperforming loan ratio at banks. In July, 
the China Banking Regulatory Commission asked lenders to lift reserves 
to 150% of their nonperforming loans by end-2009 from 135% at midyear 
and urged banks to ensure that loans for investment in fixed assets are 
not diverted to speculative activities. The People’s Bank of China, the 
central bank, drained excess liquidity from the money market and guided 
money market interest rates higher in July.

The pace of growth in new lending slowed in July and August from 
the torrid rate set in the first 6 months. Data from the central bank 
show new lending of CNY355.9 billion in July and CNY410.4 billion 
in August, compared with a monthly average of CNY1.23 trillion in 
January–June.

Fiscal stimulus measures being rolled out from November 2008 
through end-2010, costing about CNY4 trillion (13% of 2008 GDP), 
include social and infrastructure spending, reconstruction of public 
facilities damaged by the May 2008 Sichuan earthquake, and subsidies 
to farmers and some industries. The Government has committed 
CNY1.18 trillion; the rest comes from local governments, banks, and state-
owned enterprises. According to the Ministry of Finance’s disbursement 
schedule, about half the central Government’s contribution will be spent 
by end-2009 and the other half in 2010.

About 24 million new jobseekers will enter the labor market in 
2009, at a time when millions of workers have lost their jobs as a result 
of the economic slowdown. The Government estimated in February that 
about 20 million migrant workers were unemployed at that time. The 
labor market started to pick up in the second quarter; about 6.7 million 
jobs were created in the first 7 months. Many of the migrant workers 
who lost their jobs have been rehired since February, although some of 
the new jobs are in lower-wage positions or involve reduced working 
hours. Out-of-work migrant workers have been at risk of falling into 
poverty because they are ineligible for social protection programs 
(Box 3.3.1).

The PRC has taken steps in 2009 to gradually increase the role of 
the yuan in international finance and trade. In September, the Ministry 
of Finance disclosed plans to sell yuan-denominated government bonds 
in Hong Kong, China for the first time. That followed the granting of 
permission for banks there to issue yuan bonds. The People’s Bank of 
China established bilateral currency swap agreements with several other 
central banks, mainly in Asia, that will enable foreign firms to pay for 
imports from the PRC in yuan. It has also allowed the yuan to be used in 
certain trade settlements.

3.3.7 Monthly inflation
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3.3.8 Bank lending
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3.3.9 Money supply growth
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3.3.1 Selected economic indicators (%)

2009 2010

ADO 
2009

Update ADO 
2009

Update

GDP growth 7.0 8.2 8.0 8.9

Inflation 0.8 -0.5 1.0 3.0

Current acct. bal. 
(share of GDP)

8.4 7.1 7.8 6.5

Source: Staff estimates. 

Prospects
The forecasts assume that the fiscal stimulus will be maintained through 
2009 and 2010. It is also assumed that monetary policy, after some fine 
tuning, will be kept at highly stimulatory levels until inflation returns 
and economic growth can be sustained without such strong monetary 
stimulus, when policy will be tightened somewhat.

Public investment will remain at high levels under the fiscal stimulus 
package. Furthermore, as part of a program to improve the efficiency 
of industries including steel and textiles, the Government plans to 
contribute CNY600 billion toward research and technical innovation in 
these industries. Expansionary monetary policy is expected to provide 
ample funding for state-owned enterprises, especially those engaged in 
infrastructure development.

Private sector investment may remain subdued, particularly in 
manufacturing, until external demand improves significantly. Official 
proposals to widen access to credit for small and medium-sized 
enterprises, if realized, should stimulate private investment. So will the 
rebuilding of inventories. In real estate, recoveries in sales and prices of 
residential property are encouraging developers to invest in new projects, 
and the outlook for commercial property is also improving.

Drawing these strings together and taking into account that 
government-led investment in the first half of 2009 was stronger than was 
anticipated in ADO 2009, investment growth this year will rise faster than 
foreseen in March.

Solid growth is expected in private consumption. Rural incomes are 
benefiting from government subsidies for agriculture and for purchases of 

The fiscal stimulus package includes measures to preserve 
employment, assist city-registered residents who are 
jobless, and provide reemployment services. However, 
migrant workers, who are more likely than others to lose 
their jobs during a downturn, are often excluded from 
such programs in both labor-receiving cities and labor-
exporting rural areas.

For example, most migrant workers are ineligible for 
vocational training allowances. Also, as many are young 
adults, their children are often too young to qualify for 
free primary school education.

Those most at risk of falling into poverty are jobless 
migrant workers who either stay in cities and lack access 
both to government support programs and to their family 
networks, or those who return to the countryside but do 
not have suitable farming land or a means of livelihood. 

Limited data make it difficult to estimate the magnitude 
of these two groups, but they are clearly sizable. A 
senior official at the National People’s Congress in March 
estimated that a quarter to a third of migrant workers were 
unemployed in some regions. According to a survey by 

the National Bureau of Statistics, the total number of rural 
migrant workers was 225 million at end-2008, of whom 
140 million had moved outside their counties to seek jobs 
in cities while 85 million had moved to work in village and 
township enterprises within their counties.

The Government has the capacity to tackle the most 
urgent vulnerabilities by building on existing programs. 
Some measures the Government could consider include:

Providing migrant workers without incomes access to •	
temporary income assistance programs;
Providing assistance for the education and nutrition of •	
their children;
Allowing migrant workers access to vocational training •	
and reemployment services; and
Coordinating social assistance programs provided by •	
different levels of government to ensure that migrant 
workers are covered.
These interventions could complement existing 

employment initiatives, such as support for labor-intensive 
small and medium-sized enterprises and provision of 
public service jobs.

3.3.1 Social assistance for migrant workers
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durable goods, higher government grain purchase prices, and higher pork 
production (after diseases reduced pig numbers in 2008).

As in rural areas, consumption in cities is underpinned by rising 
incomes and subsidies, and to some extent by the wealth effect generated 
by recoveries in residential property and stocks. These positive influences 
are partly offset by continued weakness in the labor market and 
relatively low, though improving, consumer confidence (Figure 3.3.10). 
Consumption so far in 2009 has been stronger than was expected in 
March, and its growth for the whole year is revised up.

On the basis of all these factors, and coupled with the bottoming of 
trade and industrial production in the first half of 2009, the full-year 
GDP growth forecast is upgraded to 8.2% from 7.0% in ADO 2009. The 
expected maintenance of fiscal stimulus and moderate recovery in the 
international economy in 2010 is seen lifting the PRC’s growth rate 
next year to 8.9% (Figure 3.3.11). The major drivers of growth will be 
infrastructure investment, recovery in construction, and expansion of 
consumption; net exports are likely to make only a minor contribution. 
As 2010 progresses, the pace of growth is expected to moderate slightly, 
reflecting both the rising base effect from 2009’s accelerating growth as 
well as the assumed gradual tightening of monetary policy.

Mild deflation is likely to continue through most of 2009, and the 
CPI is now projected to decline by 0.5% this year (revised from a rise of 
0.8% in ADO 2009) (Figure 3.3.12). Taking into account the large monetary 
stimulus, declining base for the CPI in late 2008, and a possible increase 
in administered prices for natural gas, electricity, and water supply, the 
CPI is forecast to turn up by end-2009. Higher economic growth next 
year will contribute to lifting inflation to a forecast 3.0%.

This year’s government steps to assist exports—an increase in export 
tax rebates and expansion of export credit and insurance—will support 
the export effort in the second half of 2009. Exports will likely rise slightly 
year on year in the fourth quarter of 2009. For all this year, though, 
merchandise exports are expected to fall by 17.5%, before rebounding to 
grow by 8.0% in 2010 as global trade expands again. Merchandise imports 
are projected to fall by 15% in 2009, and then grow by about 6% in 2010. As 
a result, the merchandise trade surplus will decline this year, but remain 
large, and is projected to pick up next year.

The surplus in the income account will be substantial in the forecast 
period, as a result of earnings from foreign reserves and international 
investment. However, the services account is projected to remain in 
deficit. Trade surpluses look likely to be smaller than expected in 
ADO 2009, and therefore the forecasts for the current account surpluses 
are revised down slightly. Nevertheless, foreign exchange reserves are 
expected to rise to $2.6 trillion by end-2010.

The surge in public spending from the fiscal stimulus comes at a time 
that government revenue growth has slowed because of lower economic 
activity and tax concessions. This year’s budget deficit is projected to 
widen to 3.1% of GDP. While still moderate, that would be the deepest 
gap in 30 years. The deficit should narrow in 2010 as revenue picks up in 
tandem with economic activity.

Risks to the outlook center on the external environment and the 
domestic fiscal and monetary stimulus programs. If the global rebound 
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3.3.11 GDP growth
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3.3.10 Consumer confidence index
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3.3.13 Monetary policy indicators
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were significantly weaker than currently foreseen, PRC exports and 
industrial production would be lower than anticipated, as would GDP 
growth.

The fiscal stimulus package looks likely to be maintained through 
2010. There seems little risk of an earlier than expected withdrawal, which 
would damp growth. As for the monetary expansion, some moderation 
in the aggressive stance is assumed. Policy fine tuning was seen from July 
2009 and officials have said that they are considering a range of policy 
tools to adjust bank lending. 

At some point, the authorities will also likely reconsider the cuts 
made in late 2008 in the bank reserve requirement ratio and in the base 
lending rate (Figure 3.3.13), implemented when the global financial crisis 
and economic slump intensified. If the monetary stimulus is withdrawn at 
a faster pace than assumed, and before economic growth can be sustained 
at high levels without the stimulus, an unintended abrupt slowing in 
economic growth becomes a risk.

The authorities face the challenge of balancing the need to 
maintain the monetary stimulus against the risk that the f lood 
of bank lending, if extended for too long, may be diverted into 
unproductive purposes—speculation in stocks and real estate and 
a misallocation of resources that erodes bank asset quality and 
eventually causes inf lation pressures. Such a scenario might trigger a 
round of severe monetary policy tightening in the medium term that 
would pull growth down again.

The response to the global economic slump—ratcheting up investment 
through highly stimulatory fiscal and monetary policies—has interrupted 
the longer-term effort to restructure the economy away from investment 
and export-led growth toward more private consumption. Indeed, 
investment in 2009 will contribute a much higher proportion of GDP 
growth than in recent years (Figure 3.3.14). 

Regression is likely this year in some other rebalancing goals as well, 
such as energy saving and environmental protection. (The slump in 
global demand has at least temporarily reduced the economy’s reliance 
on exports for growth, and the trade surplus will decline this year.) 
The Government’s midterm evaluation last year of its 11th Five-Year 
Plan (2006–2010), which set goals for restructuring, already showed 
that progress lagged in several areas. A challenge is, therefore, for the 
Government to swing attention back to the restructuring efforts after the 
economy is weaned off the fiscal stimulus.

3.3.14 Contributions to growth (demand)
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