
People’s Republic of China

Monetary tightening and softening external demand contributed to a moderation in economic growth 
in the first half of 2011. The forecast for full-year growth is revised down slightly, from that given in 
April’s Asian Development Outlook 2011. The easing trend in growth is expected to continue into 2012. 
Higher than expected food prices have prompted an upward revision in the 2011 inflation forecast. 
Inflation will come down next year, but remain above the official target. Current account surpluses are 
now expected to be smaller than previously forecast.

Updated assessment
Economic growth moderated to 9.7% and 9.5% in the first 2 quarters 
of 2011, year on year (Figure 3.3.1), mainly a result of a tightening in 
monetary policy and softening external demand.

GDP growth of 9.6% for the first half of this year was driven on the 
production side by an increase of 11.0% in industry. Subsectors including 
raw materials and general equipment manufacture recorded strong 
growth, supported by continuing expansion of fixed asset investment. 
Other subsectors slowed significantly from 2010, including textiles and 
automotive manufacturing. 

Services grew by 9.2%, largely reflecting increases in private 
consumption. Agricultural output increased by 3.2%, constrained by 
drought and, in some southern provinces, floods. 

From the demand side, public investment and private consumption 
were the main contributors. Fixed asset investment remained the main 
engine of growth, expanding by 25.6% in nominal terms (17.8% in real 
terms) in the first 6 months, although the pace came off in April–June 
(Figure 3.3.2). Investment in real estate—covering commercial, industrial, 
and residential property—surged by 32.9%. The government made it 
mandatory for developers to build on sites within 2 years of acquiring the 
land, and it fostered public house-building to increase supply. 

Nevertheless, public investment in infrastructure moderated as the 
impact of the economic stimulus policies implemented in 2008–2010 
waned. Monetary tightening slowed investment in infrastructure-
related subsectors, including power generation, rail, and steel. Private 
investment stepped up in the first half, particularly in manufacturing 
and real estate.

Government policies to curb rising prices of residential property, 
including the introduction of property taxes on a pilot basis in Shanghai 
and Chongqing, had limited impact in the first 6 months. Restrictions 
imposed on investors from buying second or third houses in major cities 
prompted some to switch their focus to other cities. Yet negative real 
interest rates encourage demand for property. 

3.3.1 Quarterly GDP growth
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This chapter was written by Yolanda Fernandez Lommen and Jian Zhuang of the 
People’s Republic of China Resident Mission, ADB, Beijing.

3.3.2 Growth in fixed asset investment
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Private consumption was underpinned by solid growth in real 
incomes in January–June 2011 (by nearly 14% in rural areas, including 
wages of migrant workers, and by 7.6% in cities). Retail sales increased 
by 16.8% in nominal terms (10.8% real) in the first half (Figure 3.3.3). 
That represented a deceleration caused in part by inflation that eroded 
purchasing capacity, and by the end of subsidies on auto sales from 
January 2011. 

External trade flows in January–June 2011 slowed from high rates seen 
in the prior-year period (Figure 3.3.4). Weaker than expected demand 
from Europe and the United States and supply-chain disruptions from 
the March earthquake in Japan were factors. Still, merchandise exports 
climbed by 24.0% to $874.5 billion and imports by 27.6% to $828.5 billion. 
The trade surplus for the first half fell by about 18% from a year earlier to 
$46.0 billion and the deficit in services trade widened slightly, bringing 
down the current account surplus to $98.4 billion. 

The economy continued to attract substantial inflows of foreign direct 
investment—$60.9 billion in the first 6 months,up from from $51.4 billion 
in the same period the previous year. Foreign exchange reserves rose by 
$350 billion to $3.2 trillion at midyear.

Fiscal policy remained supportive of growth in the first half. 
Government expenditure and revenue rose rapidly, by about 31% in 
nominal terms. The full-year fiscal deficit is projected at about 2.1% of GDP, 
similar to 2010. In a move expected to stimulate private consumption, the 
government reduced personal income taxes from 1 September 2011, raising 
the monthly income tax threshold from CNY2,000 to CNY3,500 (about 
$538). This move reduces the proportion of wage earners who pay income 
tax to 7.7% from 28%. It also cuts government revenue by about $24 billion 
a year, equivalent to 0.5% of 2010 GDP.

Inflation picked up from 4.9% in January 2011 year on year to 6.5% 
in July (Figure 3.3.5), the highest rate for 3 years and well above the 
government’s 4.0% target for the year. Rising costs of food, notably pork, 
made the biggest contribution. Food prices rose by 14.4% year on year in 
June 2011, accounting for two-thirds of total inflation that month (food 
has a weighting of about 30% in the consumer price index). Administered 
fuel prices were raised twice in the first half of the year.

To withdraw monetary stimulus, the authorities lowered the target 
for M2 money supply growth to 16.0% for 2011, compared with actual 
increases of 19.7% in 2010 and 27.7% in 2009. In July, M2 growth 
moderated to 14.7% (Figure 3.3.6). New bank lending of CNY4.2 trillion 
in January–June was consistent with official targets. A broader measure 
of credit that includes bank lending plus loans from trust companies and 
corporate bonds fell by 4.7% in the first half.

Other actions by the People’s Bank of China (the central bank) to 
rein in liquidity and curb inflation included six increases in the reserve 
requirement for banks during January–June, to 21.5% for large banks, 
and three hikes in the benchmark lending interest rate in January–July, 
to 6.56% (Figure 3.3.7). (That lending rate is still, though, barely above 
inflation and the 1-year deposit rate at 3.5% is negative.) 

The authorities allowed the yuan to appreciate by 3.8% in the first 
8 months of 2011 against the US dollar. In real effective terms, the yuan 
appreciated by 1.7% through end-July.

3.3.3 Growth in retail sales
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3.3.4 Growth in trade indicators
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3.3.5 Monthly inflation
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3.3.6 New bank lending and growth in 
money supply (M2) 
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Prospects
The outlook assumes that fiscal policy will remain broadly expansionary 
during the forecast period, with higher government spending directed 
to education, health care, pensions, public housing, and other social 
security programs. An overall budget deficit equivalent to 2.1% of GDP 
is projected for 2011 and 2012. Given the strong fiscal position, there is 
scope to run a somewhat more stimulatory fiscal policy in 2012 if GDP 
growth prospects dim.

The forecasts also reflect the assumption that the monetary authorities 
will maintain a tightening bias until inflation recedes significantly 
(although a sharp contraction in economic growth would likely elicit a 
more expansionary policy stance). 

Fixed asset investment is projected to remain the main driver 
of growth, rising in nominal terms by 25% in 2011 and 22% in 2012. 
Although public investment in infrastructure has decelerated since 
the end of the stimulus package in 2010, investment in upgrading the 
manufacturing subsector is expected to pick up, in line with the Twelfth 
Five-Year Plan (2011–2015), adopted in March 2011.

Investment in housing will remain robust. The National Development 
and Reform Commission has given its approval for financial institutions 
and enterprises to issue bonds to finance public housing, an important 
step in ensuring funding for this purpose at a time when local 
governments are constrained from further borrowing by growing debt 
burdens. The authorities aim to start building or renovating 10 million 
housing units for lower-income groups this year.

Nominal private consumption is expected to grow by 12.6% in 
2011 and 12.2% in 2012, supported by real growth in wages and robust 
employment generation. About 5 million new jobs were created in urban 
areas in the first half of 2011. Growth in real wages in rural areas will 
likely exceed that in urban areas again in 2012, expanding the market for 
consumer durables.

A projected easing of inflation in the second half of 2011 and in 
2012 will bolster consumer confidence and purchasing power. Private 
consumption also benefits from the lower (or zero) income taxes from 
September and increasing government outlays on social spending. 

External demand, on the other hand, is weaker than was forecast 
in April, mainly a result of stunted growth in the industrial economies. 
Merchandise exports in the second half of 2011 will decelerate from the first 
half pace, before picking up in 2012 on expectations of improved economic 
growth in major industrial economies and in world trade. Real net exports 
will likely make only a small contribution to GDP growth in 2011. 

Moderating growth in both fixed investment and exports, and a 
declining manufacturing purchasing managers’ index (Figure 3.3.8), 
suggest that manufacturing will slow in the coming months, cooling 
industrial activity. 

Against this background, GDP growth is expected to edge down to 
9.0% in the second half of 2011. The Update therefore shaves the full-year 
forecast to 9.3%. The growth forecast for 2012 is lowered slightly to 9.1% 
(Figure 3.3.9).

The surplus in merchandise trade this year will be smaller than was 
forecast in April, and the deficit in services trade will widen, reflecting 

3.3.8 Manufacturing Purchasing Managers’ 
Index
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3.3.7 Monetary indicators
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3.3.1 Selected economic indicators (%)
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a surge in outbound travel. The current account surplus will therefore 
decline more steeply than earlier forecast, to 4.1% of GDP in 2011 and 3.8% 
in 2012 (Figure 3.3.10).

Food price inflation is expected to ease over the rest of 2011 owing 
to a good autumn harvest, an upturn in pork supplies, and a base effect 
caused by rising inflation late last year. For 2011 as a whole, inflation is 
forecast to average 5.3%, revised up owing to the higher than expected 
food prices in the first half.

Inflation in 2012 is still forecast at 4.2% (Figure 3.3.11), reflecting the 
projected moderation in global prices of oil and commodities. Continued 
gradual appreciation of the yuan should also help to restrain inflation. 
Bad weather or other potential interruptions to food supplies would put 
the inflation forecast at risk. 

Downside risks to the growth outlook relate mainly to uncertainty 
over external demand, in particular from the European Union, the 
country’s largest trading partner. Domestically, the rapid increase in local 
government debt stemming from the 2008–2010 stimulus program poses 
a risk of a decline in bank credit quality. The State Audit Office estimates 
local government debt at CNY10.7 trillion, equivalent to 27% of 2010 
GDP. More than half this debt, used to fund infrastructure projects of a 
long-term nature, is scheduled to mature within the next 3 years.

To strengthen the banking system, the China Banking Regulatory 
Commission has raised the minimum capital adequacy ratio to 11.5% for 
what it considers systemically significant banks, effective January 2012, 
and to 10.5% for other banks. It classifies about 1% of all bank loans as 
nonperforming, but the ratio could increase by several percentage points 
in the medium term, given that one-third of local government debt is 
estimated to be at risk.

Rapid economic expansion over three decades has led to 
imbalances that include a heavy reliance on investment in industry 
and infrastructure, relatively low levels of private consumption, an 
underdeveloped services sector, environmental damage, and widening 
income gaps. The Twelfth Five-Year Plan addresses many of these issues, 
but failure to continue reforming and rebalancing risks the sustainability 
of economic growth in the longer term. The immediate challenge is to 
implement the required policy adjustments at a time of political transition 
to a new generation of leaders in 2012–2013.

Although it is too early to judge progress on the plan, several changes 
made this year should help to stimulate private consumption. They 
include the reductions in personal income tax, increases in minimum 
salaries in many provinces, and improvements in pension coverage.

Policies that achieve rebalancing will help to address another risk in 
the longer term—the rapid aging of the population (Box 3.3.1). 

3.3.10 Current account balance
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3.3.11 Inflation
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3.3.9 GDP growth
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3.3.1 Aging before affluence

The population of the People’s Republic of China (PRC) has 
been aging since 2000.1 Aging is happening at a relatively low 
level of per capita income, which poses enormous challenges for 
policy makers. 

Average life expectancy has more than doubled from 35 years 
in 1949 to 74 in 2009, and in major cities such as Beijing and 
Shanghai it is above 80. The fertility rate, underpinned by the 
one-child policy, has declined sharply, to below 1 in large cities. 

These trends prompted a rapid demographic transition that has 
supported development and economic growth. Between 1975 and 
2005, the total dependency ratio (the ratio of children and elderly 
to the working-age population) fell by almost half, the largest 
drop ever recorded in any country. The working-age population 
nearly doubled from 407 million in 1978 to 786 million in 2004, 
adding about 2 percentage points a year to GDP growth.

However, the transition turned the PRC into an aging society 
by 2000. The demographic dividend is expected to start to 
decline in 2015, when the working-age population will peak, and 
labor shortages will become more common. 

A higher old-age dependency ratio means higher health care 
and pension costs. In 1975 there were six children for every 
person aged 60 and above, by 2035 there will be one to two 
(box figure). By 2020, aging will add 10 million new elders each 
year, while the working-age population will decline by 7 million 
adults a year. According to United Nations estimates, by 2050, 
out of a total population of about 1.4 billion, there will be 
440 million people aged at least 60, 108 million of whom will 
be at least 80. This means that 31.4% of the population will be 
above 60 against a world average of 21.9%.

Aging is particularly challenging in the PRC because of the 
real income level at which it is occurring. At $4,000, it is much 
lower than it was in the Republic of Korea ($16,200), the United 
States ($15,500), and Japan ($14,900) when they had the same 
percentage of elderly. A weak social safety net, with most elderly 
depending on family support, exacerbates the situation, which is 
complicated by cultural issues. 

A strong preference for male children has unbalanced the 
gender ratio. A natural gender distribution shows 102–103 male 
births for every 100 female births, but in the PRC male births 
stand at 124. This average masks huge imbalances in some 
provinces, including Henan and Jiangxi that have about 140 males 
for every 100 females. At present, the PRC has 33 million more 
males than females, and although in other countries immigration 
has helped to narrow the gender gap, this excess is large. 

Such imbalances can translate into social unrest and affect 
economic performance. For instance, consumption in provinces 
with wide gender gaps is below the national average owing to 
their higher propensity to save in families with young males, 
where parents need to provide the son with housing and gifts to 
attract a potential bride. 

Looking ahead, aging-induced labor shortfalls will increase 
labor costs, damaging competitiveness in labor-intensive, low-
value-added manufacturing. It is thus important to rebalance 
growth and identify new sources of productivity, ensuring that 
growth is inclusive, to avoid social pressures. The strain from 
fast-widening income disparities under the current development 
approach could escalate to unsustainable levels in an aging society. 

Rigidity in the labor market makes the problem worse because, 
in the absence of actions to increase mobility and upgrade skills, 
labor shortages will emerge regardless of large surpluses in rural 
areas. Mobility restrictions—the household registration system 
(hukou) and the non-portability of benefits—discourage transfers 
from labor-surplus to labor-deficit provinces. 

The restricted geographic mobility is exacerbated by skill 
shortages and mismatches that hamper transfers across the three 
productive sectors. This impedes the PRC’s ascent up the value-
added chain, which is crucial to sustaining growth.

Aging also affects the savings pattern. The elderly tend 
to save less and make different investment and consumption 
decisions than younger people. Foreign direct investment inflows 
could compensate for lost savings, but their uncertainty makes 
this approach risky. Hence it will be necessary to improve the 
effectiveness of allocating savings to investments, which requires 
developing capital markets and widening access to financial 
products and services. A well-functioning finance sector will 
underpin pension reform, a key challenge directly associated 
with aging.

Finally, old-age support, particular pensions, needs to be 
developed further: only 15% of the working-age population has 
any sort of social security net, with most beneficiaries in urban 
areas. After several rounds of reform, a two-tier pension system 
was adopted in urban areas in 1997, offering a basic pay-as-
you-go pension from the government topped up by mandatory, 
fully funded individual accounts.

But the system is far from optimal. First, expanding the 
pay-as-you-go system to universal coverage demands vast 
increases in the budget allocations from the current 3% of GDP. 
Second, the national pension fund appears to be substantially 
underfunded. Third, the low rate of return of personal accounts 
casts doubt on their ability to generate the expected replacement 
rates (the proportion of a worker’s preretirement income that is 
paid out by a pension program at retirement).

1. Aging here follows the United Nations definition, when 10% of the 
total population is 60 years or older, and 7% of the population is 65 
or older. The figures for the PRC were 13.6% and 9.3% in 2007.

Source

Fernandez Lommen, F. 2010. The Socioeconomic Implications of 
Population Aging in the People’s Republic of China. ADB Brief No. 6, 
Manila: Asian Development Bank.
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