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Due to the ongoing COVID-19 pandemic, GDP has
contracted by 6.8% for the first time in history in four
decades, while a gradual recovery is expected in the
beginning of Q2.
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I

Major economic indicators

No one expected the COVID-19
pandemic to occur just as the new
decade began. The virus has taken
many lives across the globe and has
inflicted heavy losses in terms of
livelihoods and the overall economy. It is
a historic catastrophe that every human
being will never forget. The lessons and
experiences we have learned to protect
people and means of livelihood should
be well documented.

was stalled by the countrywide lockdown
at the end of January and during February.

As the first country impacted by the
coronavirus outbreak, China’s GDP
growth contracted significantly by 6.8% in
Q1 year-on-year, which is the first time a
contraction was recorded since the start of
reform and opening up of the country more
than 40 years ago. Compared to the 6%
GDP growth in the fourth quarter of 2019,
this means China lost more than 12% of
economic growth in Q1 2020. More
specifically, total GDP was 21.34 trillion
yuan in Q1 2019, but only reached 20.65
trillion yuan in Q1 2020.

However, this does not mean that there
is not an employment problem in China.
Many self-employed businesses and
small and medium-sized enterprises,
particularly those in the hospitality,
tourism, and education sectors, are in a
very vulnerable situation. More
importantly, over 100 million jobs are
provided by these companies. Hence, in
order to preserve jobs and maintain
social stability, the Chinese government
has implemented many
countermeasures to support these
companies during this period.

In the first quarter, power generation
declined by 6.8% year-on-year. This
indicates that some industrial production
was also interrupted.
Since China’s most important holiday of
the year, Lunar New Year, often takes
place in Q1, the majority of consumption

By the end of Q1, no big surprises
emerged from the unemployment rate.
In March, the urban surveyed
unemployment rate in 31 major cities
was 5.7% (5.2% in December 2019).
The national unemployment rate in
urban areas was 5.9% (5.2% in
December 2019).

Additionally, the unemployment rates
mentioned earlier probably do not fully
reflect the employment conditions of
rural migrant workers.
On the other hand, as a country with a
high savings rate, while potential
short-term unemployment caused by

slower growth will lower consumption
and hinder economic development, it
can still be tolerated and may not cause
much concern. Moreover, the
government has regarded employment
as a top priority.
Fortunately, China’s major economic
indicators gradually improved in March.
Therefore, if a second wave of the
coronavirus outbreak does not occur in
China, domestic consumption and most
industrial production, as well as
investment should return to a relatively
normal position in Q2.
However, according to the IMF, the
COVID-19 pandemic will result in -3%
growth in the global economy in 2020,
which is a rate we have not encountered in
years. This might become worse if the
impact and spread of the pandemic does
not diminish in the second half of the year.
Therefore, as the world’s largest
producer and trading country for goods,
China’s imports and exports may also
shrink. Sluggish external markets will
also affect Chinese consumers’
willingness to spend, as well as
business expansion and investment. As
a result, it will be difficult to ensure a full
economic recovery in Q2, and even in
the second half of the year.

Figure 1: Quarterly GDP values and quarterly and annual GDP growth Rate
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In Q1 2020, the output of the primary,
secondary and tertiary industry was
1.02, 7.36 and 12.27 trillion yuan
respectively, and the growth rates were
-3.2%, -9.6% and -5.2% year-on-year.
More specifically in Q1, the tertiary
industry or service sector, accounted for
59.4% of total GDP, while the primary
industry and secondary industry
accounted for 4.9% and 35.7% of total
GDP respectively. One year ago, in Q1
2019, the secondary industry or
industrial and manufacturing industry
accounted for 38.58% of total GDP. This

shows that the industrial and
manufacturing industry has been hit by
the pandemic more than sectors. This
trend is likely to continue in Q2 as global
demand for Chinese goods will fall
sharply due to the coronavirus outbreak
that has happened in many countries.
Meanwhile, final consumption
expenditure has lowered GDP by 4.4%
year-on-year, since per capita
consumption expenditure decreased by
12.5% in Q1.

drop by 1.4% year-on-year, since total
fixed asset investment declined by 16.1%
in Q1.
As exports and imports dropped by 6.4%
year-on-year, the contribution of net
exports to total GDP growth was -1.0%.
All three key drivers of China’s economic
growth contracted in the first quarter. It
is critical to stimulate domestic
consumption and encourage investment
going forward in order to reverse the
negative GDP growth trend.

Gross capital formation (or gross
domestic investment) caused GDP to

Figure 2: GDP composition
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Total fixed asset investment reached
8.41 trillion yuan in Q1, declining by
16.1% year-on-year, while it expanded
by 6.3% in Q1 2019. In the first two
months in particular, fixed asset
investment dropped by 24.5% year-onyear. However, it will definitely bounce
back in Q2 since China is relying on
investment to boost economic growth
during this difficult time.

therefore are more resilient than local
companies, especially their private
counterparts.
By sectors, fixed asset investment of
the primary (0.16 trillion yuan),
secondary (2.53 trillion yuan) and
tertiary industry (5.72 trillion yuan)
contracted by 13.8%, 21.9% and 13.5%
year-on-year respectively in the first
quarter of 2020.

More specifically, by ownership, in the
first quarter, private investment
accounted for 56.8% (56.4% in 2019 and
62% in 2018) of the total and dropped by
18.8% year-on-year. However, in March,
private investment increased by 6.1% on
a month-on-month basis.
On the other hand, state owned
investment decreased by 12.8% in Q1
which is much less than private
investment. Since SOEs have easier
access to cheaper financing and
resources and often act swiftly in
accordance with government policy,
state owned investment is expected
grow faster than private investment in
Q2 and the second half of the year.
Furthermore, fixed asset investment
from Hong Kong, Macao and Taiwan
owned companies declined by 13.0% in
Q1, year-on-year. Foreign owned fixed
investment decreased by only 9.0%
(compared to the 0.7% drop in 2019),
the lowest among all the enterprises by
type of ownership. Probably because the
some of foreign-owned enterprises in
China are much larger in size, and

By industries, the growth of fixed asset
investment in the manufacturing sector
dropped by 25.2% year-on-year in the
first quarter. Infrastructure investment
(excluding production and supply of
electricity, gas and water) declined by
19.7% during this period.
There are a few industries that registered
a more than 20 to 30% contraction in
fixed asset investment in Q1, such as
food processing (-29%), manufacturing of
textiles (-37%), manufacturing of
chemical raw materials and chemical
products (-30.8%), and the transportation,
storage and postal industry (-20.7%)
including railway transportation (-28.6%).
Fixed asset investment of culture, sports,
and entertainment recorded a 19.7%
drop in growth.
The only industry that had positive fixed
asset investment growth of 2% was the
production and supply of electricity, gas,
and water. This industry is mostly state
owned and the investment was probably
scheduled much earlier.

industries that had a single digit
contraction in fixed asset investment
including mining (-3%), education (-4%),
and health and social services (-1.3%).
Lastly, by geography, fixed asset
investment from central China contracted
by 27.8% in Q1, the lowest in the country,
while it was much higher than other parts
in 2019, and increased by 9.5%. One of
the reasons for the poor investment is
that the epicentre of the outbreak, Wuhan
city, as well as Hubei province, is located
in central China.
Fixed asset investment from western
China declined by 10.8%, while the most
developed part of the country, eastern
China (mainly the coastal areas),
declined by 12.3%. The northeast
dropped by 14.2% compared to 2019
when it fell by 3.0%.
Given the size and the recent impact on
GDP growth, China has to continually
boost total fixed asset investment in Q2
and in the second half of the year in
order to stabilise the economy. Hence,
investment from state-controlled sectors
including infrastructure are likely to
increase in Q2 and more industries will
achieve positive growth in the second
half of the year.
Lastly it is estimated that China will inject
approximately 1 trillion yuan of investment
this year into new infrastructure such as
5G, Internet of Things, industrial Internet,
satellite Internet, as well as big data,
artificial intelligence, etc.

Aside from these, there were a few

Figure 3: Fixed Asset Investment
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Figure 4: Growth rates in real estate
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Growth rate of land purchased

Total real estate investment
decreased by 7.7% year-on-year and
reached 2.2 trillion yuan which
accounted for 26% of total fixed asset
investment in the first quarter. In
previous years, real estate investment
was about 24% and 19% of total fixed
asset investment in 2019 and 2018
respectively, and it ranged from 14% to
nearly 19% from 2013 to 2017.
It is not a good sign that total real estate
investment has become a vital portion of
fixed asset investment. In the short term,
this is acceptable particularly during this
difficult time, and maintaining economic
stability is more important. However,
China’s model of sustainable economic
development will not last if it depends
too much on real estate.
Therefore, policy makers are very
cautious about real estate investment
speculation across the country while
stimulus measures are being
implemented. This is one of the reasons
why the central government has chosen a
fairly different policy approach compared
to what has been done during the global
financial crisis in 2008 and 2009.

Growth rate of sources of funds

The sources of funds for real estate
development enterprises are also
shrinking. The overall growth rate of
sources of funds decreased by 13.8%
year-on-year and reached 3.36 trillion
yuan in Q1. However, sources of funds
for real estate development is likely to
improve in the coming months of 2020 in
contrast to 2019 and 2018.
In the first quarter, real estate construction
was one of few indicators which
maintained positive growth. Floor space
under construction increased by 2.6% in
Q1 year-on-year, and almost all other
figures have contracted, for instance:
•

Floor space of buildings completed
(residential, office, and commercial)
decreased by 15.8%.

•

Floor space of buildings just at the start
of construction dropped by 27.2%.

•

The growth rate of land purchased
declined by 22.6% after an 11.4%
drop in 2019.

•

Floor space of properties ready for
sale contracted by 26.3% compared
to a 4.9% drop in 2019.

•

Total floor space of all properties sold
declined by 26.3% compared to a

Growth rate of investment

0.1% drop in 2019 and a 1.3%
increase in 2018. Unless there is a
major shift in the macro control policy,
this figure is not likely to change in the
coming three quarters of 2020.
In Q1, the total sales value of properties
reached 2.04 trillion yuan and dropped
by 24.7%. Meanwhile, in March, sales
prices of newly constructed residential
buildings in four tier one cities (Beijing,
Shanghai, Guangzhou and Shenzhen)
went up 3.3% year-on-year. Sales prices
of second-hand residential buildings
rose by 2.4%. Both prices went up more
than 5% and 2.5% in tier two and tier
three cities respectively which includes
the provincial capitals and many other
smaller cities.
Rising property prices was one of the
signals of an economic recovery in
March. As monetary policy is expected
to ease further and financing will be
cheaper, it is important to avoid creating
a property sector bubble again as this
will harm long term growth.
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Figure 5: Purchasing Managers’ Index
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China’s Purchasing Managers’ Index
(PMI) for the manufacturing sector
fluctuated significantly in Q1.The PMI
was 50%, 35.7% and 52% for January,
February and March respectively.
As the National Bureau of Statistics has
pointed out, the monthly PMI rebounded
to 52% in March mostly because of the
poor PMI recorded in February. Thus, this
March number might not reflect the true
condition of industrial production. While
the PMI is recorded on a monthly basis,
quarterly data is often a more accurate
representation of economic activities.
As of March 25, the national purchasing
manager survey has indicated a return
to work rate of 96.6% for large and
medium-sized enterprises. This rate
probably cannot measure the whole
picture of the manufacturing sector, but
at least it suggests that the situation is
getting much better than in February. In
fact, the return to work rate of small
companies is probably much lower.
In Q2 2020, the PMI is expected to
remain comparatively stable and will not
fall sharply as it did in February.
However, the coronavirus outbreak in
many countries will definitely affect
purchasing manager sentiment,
particularly those of foreign-owned and
export-oriented enterprises.
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Manufacturing sector

50% threshold

More specifically, the new export orders
index was 48.7%, 28.7% and 46.4% for
January, February and March
respectively. The import index declined
to 49.0%, 31.9% and 48.4%
respectively. Both indexes were slightly
weaker in Q1 compared to Q4 2019, and
hit historical lows in February.
In March, the PMI of large, medium, and
small-sized enterprises bounced back
above the 50% threshold at 52.6%,
51.5% and 50.9% respectively which is
much better than the February figures.
As result of the coronavirus outbreak,
the PMI of large, medium, and smallsized enterprises dropped to 36.3%,
35.5% and 34.1% in February. Each
index decreased by more 14% monthon-month.
The production index was at 54.1% in
March and 27.8% in February.
Meanwhile, the new order index
rebounded to 54.1% in March, from
27.8% in February. This indicates the
recovery of manufacturing operations as
well as market demand for new products.
In fact, both indexes improved significantly
in the second half of 2019, but were stalled
by the outbreak of coronavirus.
The raw materials inventory index and
employed person index rose to 49.0%
and 50.9% in March from 33.9%

and 31.8% in February indicating
sufficient raw material inventory and an
ample workforce.
In contrast, the non-manufacturing PMI
also bounced back to 52.3% in March
from 29.6% in February. It was hit
harder compared to the 35.7% for
manufacturing PMI in February.
By sectors, the non-manufacturing PMI of
the service sector increased to 51.8% in
March from 30.1% in February. But this
was still much lower than the figure in
December of last year which was 53.1%.
Meanwhile, a few non-manufacturing
PMI indicators were still below the
threshold of 50% in March. For instance,
the new orders index, input price Index
(similar to main raw material purchase
price index of manufacturing PMI), sales
price index and employment index were
49.2%, 49.4%, 46.1%, and 47.7%
respectively. This suggests nonmanufacturing PMI is still facing
downward pressure.
Hopefully non-manufacturing PMI will
improve once overall consumption
gradually picks up in Q2 and in the
second half of the year. However, it
might still be tough for this figure to
reach 2019 levels.

Figure 6: Industrial Added Values
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The growth of Industrial Added Values
for companies over certain scales
contracted by 8.4% year-on-year in real
terms in the first quarter. It dropped by
more than 14% (given that around 6%
growth was expected in Q1 if not for the
coronavirus outbreak).
Fortunately, in March, the growth of
industrial added values for companies
over certain scales contracted by only
1.1% year-on-year. It increased by
32.1% month-on-month which means
industrial added values returned to
almost the same level as in March 2019.
Thus, in Q2, the growth of industrial
added values is expected to become
positive. For 2020 overall, it will probably
be difficult to reach a similar growth level
as in 2019, due to reduced demand from
international markets.
Meanwhile, the total profit for all
industrial companies over certain scales
declined by 36.7% in the first quarter.
The situation has worsened since this
figure decreased by 3.3% in 2019. Total
revenue reached 19.86 trillion yuan and
decreased by 15.1% in Q1.
More specifically in Q1, together with the
10.2% reduction in whole
manufacturing, around half of the major
sectors had a more than 10%
contraction of industrial added values,
such as:
•

manufacturing of non-metal
minerals (-13.7%; 8.9% in 2019);

•

manufacturing of fabricated metal
products (-15.0%; 5.8% in 2019)

•

manufacturing of railways,

shipbuilding, aerospace and other
transportation equipment (-13.7%;
7.4% in 2019);
•

manufacturing of electric machinery and
equipment (-12.9%; 10.7% in 2019);

•

manufacturing of automobiles
(-26%; 1.8% in 2019);

•

processing of food from agricultural
products (-11.1%; 1.9% in 2019);

•

manufacturing of textiles (-16.8%;
1.3% in 2019);

•

manufacturing of rubber and plastic
products (-16.2%; 4.8% in 2019);

•

manufacturing of general machinery
(-17.2%; 4.3% in 2019);

•

manufacturing of special-purpose
machinery (-13.5%; 6.9% in 2019);

In Q1, there were very few sectors that
had a less than 5% reduction of
industrial added values including
manufacturing of computers,
communications and other electronic
equipment (-2.8%; 9.3% in 2019);
mining (-1.7%; 5.0% in 2019) and
manufacturing of high-tech industry
(-3.8%; 8.8% in 2019).
Additionally, according to the China
Association of Automobile
Manufacturers (CAAM), in Q1, car
output and sales dropped by 45.2% and
42.4% to 3.47 million and 3.67 million
year-on-year respectively. These figures
have been seriously hit by the
coronavirus outbreak. Whereas in 2019,
both numbers decreased by 7.5% and
8.2% respectively.
At the same time, total operating income
and profits for the manufacturing of

automobiles declined by 30.9% and
80.2% year-on-year in the first quarter.
The automobile sector had one of the
worst performances among the sectors
in term of profits in Q1.
As we mentioned in the previous
quarter’s report, for 2020, demand for
cars will remain weak due to sluggish
economic growth caused by the
coronavirus outbreak. Car
manufacturers should prepare
themselves well for this difficult time.
Additionally, by ownership, the profits
for all company types contracted in Q1:
•

Profits of SOEs dropped by 45.5% to
223 billion yuan;

•

Profits of foreign-owned enterprises
(including Hong Kong, Macao and
Taiwan) declined by 46.9% to 167
billion yuan;

•

Profits of joint-stock enterprises
decreased by 33% to 597 billion yuan.

•

Profits of private companies also
reduced by 29.5% to 234 billion
yuan, while in 2019 they were the
only type of enterprise by ownership
which registered a growth in profit.

As the world’s largest producer, China’s
industrial sectors will be definitely
impacted by global economic reduction
this year. For the industries that were
already facing challenges since last year
or earlier, conditions will be more difficult
in 2020. The government is very likely to
continue cutting fees and maybe taxes,
and providing other types of support,
however this will not reverse poor
market demand.
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Accumulated growth rate

Figure 7: Retail Sales of Consumer Goods
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Total retail sales of consumer goods
contracted by 19% year-on-year to 7.86
trillion yuan. If automobile sales were
excluded, total retail sales would have
decreased by 17.7%. In March, the speed
of decline was slightly slower and sales
reduced by 15.8% (or 18.1% in real terms)
year-on-year to 2.65 trillion yuan.
As a result, the final consumption
expenditure has dragged GDP down by
4.4% in Q1 year-on-year, which is about
65% contribution to GDP reduction.
Meanwhile in 2019, the final
consumption expenditure contributed
57.8% to total GDP growth while in 2018
it contributed 76.2%.
Due to some ongoing preventative
measures in fighting the coronavirus,
consumption will gradually pick up in Q2
but growth will probably be much lower
than the same period last year.
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Thus, China still needs bolder policy
measures in order to stimulate domestic
consumption in Q2 and in the second
half of the year. Otherwise, it might be
hard to reverse the economic slowdown.
In terms of types of consumption, in the
first quarter, catering consumption fell
44.3% to 603 billion yuan, since the
Lunar New Year which took place at the
end of January 2020 is often the peak
season within the year for food services.
The country-wide lockdown which
started at the end of January and in
February froze a lot of catering
consumption.
Comparatively, retail sales of physical
goods declined by much less than
catering consumption. In Q1, it
contracted by 15.8% to 7.26 trillion yuan
year-on-year. Meanwhile, national online
retail sales only declined by 0.8% and
reached 1.85 trillion yuan. Out of which

online retail sales of physical goods rose
by 5.9% and accounted for 23.6% of
total goods retail sales.
In addition to catering consumption,
there were a few segments that had
around 30% reduction in retail sales,
such as garments, footwear, hats and
knitwear (-32.3%); gold, silver and
jewelry (-37.7%); household appliances
and AV equipment (-29.9%); furniture
(-29.3%); and automobiles (-30.3%).
On the other hand, among all items, only
retail sales of grain, cooking oil, foodstuff,
as well as traditional Chinese and
western medicines, went up by 12.6%
and 2.9% respectively in the first quarter.

Figure 8: National Per Capita Consumption Expenditure and Proportion (2020)
Unit: Yuan
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In the first quarter of 2020, per capita
disposable nominal income reached
8,561 yuan and increased by 0.8%
(however it declined by 3.9% in real
terms year-on-year). More specifically,
per capita disposable income was
11,691 yuan and 4,641 yuan, for urban
and rural residents respectively.
By sources of income, per capita salary
income was 4,896 yuan and increased
by 1.2% year-on-year in Q1, which
comprised 57.2% of total income. Per
capita business income reduced by
7.3% to 1,376 yuan and accounted for
16.1% of total income. Meanwhile, asset
income and transfer income (including
pension, unemployment allowance, etc.)
both grew by 2.7% and 6.8% and

accounted for 8.7% and 18.1% of total
income respectively.
Since the proportion of the population
with low incomes and those that are
unemployed would be affected much
more than the middle and high income
population during the pandemic, transfer
income will continue to rise in Q2 and in
the second half of the year.
In contrast, in Q1, the coronavirus
outbreak significantly shifted and halted
some consumption. For instance
education institutions and cinemas were
still closed at the beginning of Q2. More
specifically, the per capita consumption
expenditure reduced by 8.2% (or 12.5%
in real terms year-on-year) to 5,082

yuan. Due to the country-wide lockdown,
per capita consumption on
transportation and communication, as
well as education, culture and
entertainment dropped by 17.0% and
36.1% respectively. Clothing per capita
consumption also declined by 17.8%.
Although most parts of China gradually
reopened in March, a full recovery of
consumption will be difficult to achieve in
2020, as it relies on people’s
expectations for economic growth.
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Figure 9: Quarterly Balance of Trade
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Export growth

Total imports and exports in the first
quarter were only slightly impacted
relative to investment and domestic
consumption, because the coronavirus
outbreak had not yet severely hit several
countries. The figure reduced by 6.4%
year-on-year and reached 6.57 trillion
yuan in Q1.
More specifically, exports dropped by
11.4% year-on-year to 3.33 trillion yuan,
and imports decreased by 0.7% to 3.24
trillion yuan.
Thus, the trade surplus significantly
narrowed by 80.6% to 98 billion yuan
in Q1. Meanwhile, net exports
contributed -1.0% to total GDP growth
which is better than the contribution of
investment and consumption.
For Q2, both imports and exports may
decline further, despite the fact that in
March trade improved marginally more
than in February. If the coronavirus
outbreak can be contained in major
countries by the first half year, trade will
slowly rebound in the second half.
By geography, the phase one trade
agreement between China and the US
was supposed to boost China’s trade in
2020. However, shrinking global growth
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Import growth

as well as the slowdown in the US
economy will dilute this effect.

government, which generates mutual
economic benefits for both parties.

While China’s agricultural imports, such
as soybean, pork, cotton, etc. from the
US doubled in the first quarter and
reached 36 billion yuan, total imports
from the US still decreased by 1.3% to
191 billion yuan during this time. As a
result, China’s trade with the US
declined by 18.3% in Q1 to 0.67 trillion
yuan, since exports to the US dropped
by 23.6% year-on-year.

By ownership of trading enterprises,
in the first quarter, exports and imports
generated by private enterprises
continued be the largest contributor to
China’s total trade.

In the first quarter, trade with Japan fell by
8.1% to 0.47 trillion yuan. Trade with EU
dropped by 10.4% and reached 0.88
trillion yuan. As a consequence of Brexit
(the UK has been excluded from the EU
for calculating trade since January 31),
and the improving trade relationship
between China and ASEAN, the EU was
replaced by ASEAN which has become
China’s largest trading partner. Exports
and imports with ASEAN went up by 6.1%
to 0.99 trillion yuan in Q1, despite the fact
that China’s trade contracted by 6.4%.
China’s trade with countries under the
Belt and Road Initiative (BRI) also
increased by 3.2% and reached 2.07
trillion yuan. Thanks to the continued
promotion of the BRI by the Chinese

More specifically, trade from private
enterprises went down by 2% to 2.78
trillion yuan and accounted for 42.4% of
total trade. The trade from foreignowned enterprises and state-owned
enterprises were 2.6 trillion and 1.16
trillion yuan, accounting for 39.6% and
17.7% of total trade, respectively.
Unlike fixed asset investment and domestic
consumption which can be adjusted and
stimulated by government policy,
international trade is more complicated and
often driven by market demand. Thus,
global economic growth is the key factor in
determining whether or not China’s exports
and imports can expand.
Since IMF has predicted that the global
economy will contract by 3% this year
due to the ongoing pandemic, it is
reasonable to expect that China’s
exports and imports will not grow in Q2
and in the second half of 2020.

Figure 10: Producer Price Index and Consumer Price Index
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CPI

The Producer Price Index (PPI) for
manufactured goods decreased by 0.6%
in the first quarter year-on-year.
In January, February and March, PPI for
manufactured goods was 0%, -0.5% and
-1.5% respectively year-on-year. It did
not change very much compared to Q4
2019. Besides, in March, the PPI for
manufactured goods declined by 1%
month-on-month.
In Q2, and the second half of the year,
the PPI is expected to remain at a low
level and even become negative for
most of the year, as has happened in
the first quarter. Last year, when global
economic growth was continually
expanding, PPI rose slightly above zero
in the first half of the year but dropped
below zero in the second half.
Among all the PPIs for manufactured
goods, in March, the price for means of
production decreased by 2.4% year-onyear. Furthermore, the price of mining
and quarrying products declined by
4.0% and the price of raw materials
dropped by 5.2%. On the other hand,
PPI for consumer goods increased by
1.2% in March, which pushed up the PPI
for manufactured goods by 0.32%.
All major prices of the purchaser price
index went down in March year-on-year.
For instance, prices of raw materials,

PPI

non-ferrous metal materials and wires,
and fuel and power, dropped by 7.2%,
4.8%, and 4.0% respectively.
As a result of the sharp drop in oil
prices, the price of petroleum and
natural gas extraction declined by 21.7%
in March year-on-year and 17.0%
compared to February. Overall, the price
declined by 2.2% in the first quarter.
On a month-on-month basis, in March,
among the PPIs for manufactured goods,
the price for means of production
decreased by 1.2%. The PPI for
consumer goods on the other hand
dropped by 0.2%.This indicates that PPIs
might continue to fall in Q2, since price
for means of production is more critical.
Due to weak demand for industrial
goods during the pandemic, and the
slowdown in economic growth in Q2 and in
the second half of the year, most of the
prices represented in the PPI are expected
to decline further or remain at low levels.
Growth in the Consumer Price Index
(CPI) was one of few major positive
economic indicators in the first quarter.
The CPI increased by 4.9% year-onyear. This was much higher than the
average CPI in 2019 and slightly more
than in Q4 of last year.
Rising meat prices, especially pork,
were the main trigger. Meat prices went

up by 80.8% in the first quarter, out of
which pork prices soared by 122.5%.
In March the CPI rose by 4.3% while
food prices increased by 18.3% year-onyear. In particular, the prices of meat
increased by 78%.
On a month-on-month basis, the CPI
declined by 1.2% in March, while food
prices decreased by 3.8%.
In fact, in Q1, 33.6% of China’s per
capita consumption expenditure was
spent on food, and this proportion was
28% in 2019. One of the reasons might
be that consumers spent less on other
consumption items, compared to food,
during the lockdown.
The hike in food prices will hurt low
income families and will definitely cause
domestic inflation if it continues until Q2
and in the second half of the year.
During the ongoing pandemic, a food
shortage may occur if the planting and
harvesting of crops, breeding of poultry
and livestock, as well as supply chain
and logistics of agricultural and food
production and related materials is
damaged. Thus, China should take food
supply and security very seriously this
year. Sufficient food supply will not only
impact the CPI, but is also a necessity
for social stability.
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II
In order to prevent an economic
downturn due to the COVID-19
outbreak, the People’s Bank of China
(PBoC) has implemented the following
major policy measures and will continue
to support economic growth in Q2 and in
the second half of the year:
•

The PBoC has increased liquidity,
lowered the cost of financing and the
lending interest rate, and has also
requested banks to lend more to
private enterprises. As a result, the
average general loan interest rate
dropped to 5.48% in March, or 0.62%
less than in July 2019 when loan
prime rate (LPR) reform started.

•

The PBoC has also provided a mix of
countermeasures injecting
approximately 3.3 trillion yuan into
the market. For instance, the central
bank injected 1.75 trillion yuan in
long-term liquidity into the economy
by cutting bank required reserve
ratios (RRR) three times. It also
supplied a total of 800 billion yuan in
specialised re-lending and rediscount quotas to banks to support
micro, small and medium sized
enterprises (MSMEs); and plans to
increase the quota by an additional 1
trillion yuan as requested by the
central government. Currently the

weighted average interest rate for
corporates is 2.51%, and the actual
financing rate after discount is
1.26%. While the lending rate for
micro and small-sized enterprises
from China’s five largest banks is
4.4% or 0.3% less than in 2019.
Total bank loans reached 7.44
trillion yuan during Q1, the highest
quarterly level on record. According to
data from the PBoC, in Q1, the total
aggregate financing to the real economy
(AFRE) reached 11.08 trillion yuan or
961 billion more than the same period
last year. This is mainly because GDP
declined by 6.8% in the first quarter.
Total loans to the real economy
increased by 1.19 trillion and reached
7.44 trillion yuan, the highest quarterly
level on record.
Among the items included in the AFRE,
was 7.25 trillion yuan in RMB loans
which accounted for about 65% of total
AFRE (66% in 2019, 76.9% in Q1 2019)
or 0.96 trillion yuan more than the same
period last year.
In addition to bank loans, the PBoC also
promoted direct financing to the real
economy in Q1. Thus, corporate bonds,
shares and other financing also

expanded in the first quarter. Nonfinancial corporate bonds reached 1.77
trillion yuan in Q1 or 0.84 trillion yuan
more than the same period last year.
Local government bonds increased to
1.58 trillion yuan which is 0.63 trillion yuan
more than the same period last year.
Loans to sectors that have been
extensively impacted by the coronavirus
outbreak also increased sharply in the
first quarter. For example, loans to the
health and social services sector
increased by 17.1% year-on-year to 617
billion yuan in Q1. Loans to the retail
and sales sector went up by 8.4% to
9.52 trillion yuan. Loans to the
transportation, communications, and
postal sector increased to 14.1 trillion
yuan and went up by 13.3%.
Since the global economy will face
negative growth this year, the downward
pressure on China’s economy will not
diminish in the coming quarters or
before the outbreak is contained in
major countries. Therefore, monetary
policy will have to be cautious. When it is
necessary, actions such as cutting the (both
savings and loans) interest rate and
providing specialised re-lending and rediscount quotas to support private
enterprises should be employed.

Figure 11: Aggregate financing to the real economy (flows) (Q1 2016 – Q1 2020)
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Figure 12: General public budget expenditure (Q1 2016 – Q1 2020)
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Fiscal spending decreased by 5.7% to
5.53 trillion yuan, while fiscal revenue
reduced by 14.3% to 4.60 trillion.
As a result of negative GDP growth,
China’s general public budget revenue
reduced by 14.3% in the first quarter
year-on-year. The situation has
worsened compared to 2019 when fiscal
income growth hit a 30-year low with a
growth rate of 3.8% reaching 19.04
trillion yuan.
Among the items comprising fiscal
revenue, individual income tax (-3.5%),
stamp duty (-5%), environmental
protection tax (-6%), vehicle and vessel
usage tax, and tobacco tax (-5.7%), all
declined by between 3.5% to 6% in Q1
(representing the least affected items). All
other items that make up fiscal revenue
shrank by double digits. The largest
decline was in vehicle purchase tax which
dropped by almost 30%. This is in line
with the figure for car sales mentioned in
the previous section which dropped by
42.4% in Q1 (since vehicle purchase tax
for new energy cars were waived).
Moreover, the largest contributor to
fiscal revenue, value-added tax, fell by
23.6% in Q1 (value-added tax
accounted for more than 30% of total
budget revenue during this period).
On the other hand, non-tax revenue had
0.1% growth in Q1 and reached 696

billion yuan (while in 2019 it increased by
20.2% to 3.24 trillion yuan year-on-year).
Fiscal spending also dropped by 5.7% in
the first quarter year-on-year to 5.53
trillion yuan. More specifically, this
included central expenditure which was
0.72 trillion yuan (and grew by 3.7%),
and local general public budget
expenditure which was 4.81 trillion yuan
(and declined by 7%). Other major items
comprising fiscal expenditure included:
•

984 billion yuan on social security
and employment (-0.7% in Q1; 9.3%
increase in 2019);

•

791 billion yuan on education (-7.1%
in Q1; 8.5% increase in 2019);

•

498 billion yuan on healthcare and
sanitation (4.8% in Q1, the only item
that registered an increase; 10.0%
increase in 2019);

•

477 billion yuan on urban and rural
communities (administration, public
facilities, planning, environmental
sanitation, etc.) (-23.6% in Q1;16.1%
increase in 2019);

•

403 billion yuan on agriculture, forestry
and water conservancy (-3.6% in Q1;
6.3% increase in 2019);

•

319 billion yuan on transportation
(-16.5% in Q1; 1.2% increase in
2019 and 47.4% in Q1 2019);

•

Spending on science and technology
declined by 26.4% to 130 billion yuan

and spending on energy
conservation and environmental
protection dropped by 15.1% to 111
billion yuan.
Increasing fiscal expenditure would boost
investment which is essential to stimulate
the economy and is often more effective
than monetary policy. Aside from the
general public budget expenditure
mentioned above, fiscal spending from
the national government budget
increased by 4.6% to 1.97 trillion yuan in
Q1 year-on-year, out of which 1.96 trillion
yuan went to the local government.
These funds will mostly be used for local
infrastructure, maintenance projects, as
well as for local education, culture, and
sports events.
In order to lift investment, the central
government also approved 1.85 trillion
yuan worth of special local government
bonds. As requested by the State
Council, most of these funds will be
invested in railways, subways, industrial
parks, as well as agriculture, forestry,
and water conservancy.
Finally, more fiscal spending to promote
consumption is expected in Q2. For
example, many local governments are
giving out shopping vouchers and
coordinating discounts in order to
encourage local consumption.
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Hot topic analysis

Amidst COVID-19, what’s next for
China’s private sector?

The private sector plays a critical
role in China’s economy contributing
to more than 60% of GDP

As a result of the coronavirus outbreak in
many countries, China’s economic growth
has been seriously hit, particularly after the
countrywide lockdown that took place at
the end of January and during February.
The unprecedented damage caused by
the pandemic has presented the global
and Chinese economy with several
challenges. So, how is China’s private
sector weathering this storm, particularly
since the majority of these companies are
small and medium-sized enterprises?
What challenges does the private sector
face? Are there any opportunities in the
post pandemic period?

Mr. Lifeng He, head of the National
Development and Reform Commission
(NDRC) used five digits “56789” to
describe the importance of China’s
private sector during the “Two Sessions”
in the spring of 2019. So what do these
numbers mean?
•

5: More than 50% of China’s tax
revenue comes from the private sector.

•

6: More than 60% of China’s GDP is
produced by the private sector.

•

7: More than 70% of China’s
technological innovations are
generated by the private sector.

•

8: More than 80% of China’s urban
employment is created by the
private sector.

•

9: More than 90% of China’s
enterprises are private.

Additionally, private investment has
continued to be the most significant part
of total fixed asset investment over the
past ten years. Investment, together with
consumption and exports have been the
three most important pillars of China’s
economic development over the past
few decades.

Figure 13: Private fixed asset investment (FAI) in China (2005-2019)
Billion yuan
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More specifically, in 2019, private
investment accounted for 56.4% of total
fixed asset investment, increasing by
only 5% year-on-year. Comparatively in
the years prior, private investment
accounted for much more of total fixed
asset investment than in 2019. For
example, private investment accounted
for 62% of total investment in 2018 and
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64% in 2015 and 2014. Private
investment growth remained at 9% in
2018, 10% and 18% in 2015 and 2014
respectively, and nearly 25% in 2012.
The reasons why the speed of growth
and proportion of private investment to
total fixed asset investment have

declined in the last few years are
complicated. One reason is a gradual
slowdown in China’s total GDP growth.
Another might be the sluggish speed of
reform. Experts have argued that the
aggressive expansion of state owned
investment in the last few years has
squeezed out private investment in
some sectors.

Figure 14: Imports and exports generated by private enterprises as a proportion of total trade in China (2015-2019)
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Furthermore, private companies became
China’s largest contributor to
international trade in 2019. Last year
marked the first time that exports and
imports generated by private enterprises
accounted for more than 40% of China’s
total trade. This is a very good example
of how Chinese private companies have
achieved global competitiveness.
Comparatively, in the past, exports and
imports from foreign-owned enterprises
often accounted for the major proportion
of China’s total trade.

The private sector provides more
than 80% of China’s urban jobs

Last year, trade from private enterprises
went up by 11.4% and accounted 42.7%
of total trade, though total imports and
exports increased by only 3.4% year-onyear. On the other hand, trade from
foreign-owned enterprises and stateowned enterprises accounted for 39.9%
and 16.9% respectively.

By the size of business, micro, small
and medium-sized enterprises (MSMEs)
provided 233 million jobs which
accounted for 79.4% of total employees
of corporate legal entities. In addition,
84% of total MSMEs are privately
owned. This proportion of employment
does not include self-employed
businesses, large-sized private
enterprises and other types of jobs.

Together with self-employed
businesses, more than 80% of China’s
urban employment is created by the
private sector. According to the China
Statistical Yearbook published by the
National Bureau of Statistics, there were
nearly 900 million people of working-age
population (aged 16 to 59 years) in
China by the end of 2018, out of which
roughly 770 million were employed.

Comparatively, only 15.7% of total
employees of corporate legal entities
worked for state-owned enterprises.
Out of the 21.79 million corporate legal
entities in China in 2018, 84% were
private. Indeed, the number of privately
owned MSMEs recorded was 15.27
million, which accounted for around 84%
of total MSMEs (which in turn was 18.07
million). The number of private MSMEs
has increased by 9.54 million or 166.9%
since 2013, thanks to the improvement in
the business environment in recent years.
The National Bureau of Statistics has
not released private sector employment
statistics according to specific
segments. However, out of all the
employment categories, the top three
industries by number of jobs in 2018
were manufacturing, construction, and
wholesale and retail.

1

Figure 15: Number of employees in corporate legal entities in 2018
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Figure 16: Number of employees in self-employed businesses in 2018
Unit: Million
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There were 149 million people working
in self-employed businesses in 2018.
Many self-employed business jobs are
created in urban areas, while some are
included in rural employment. The top
three sectors for self-employed
businesses according to the number of
jobs were wholesale and retail (64
million jobs and 43.2% of the total),
hotels and catering services (22 million
and 15.0% of the total), and industry
including manufacturing (16 million jobs
and 11.0% of the total).

2
18

16.37

0.08

9.50
1
2
3
4

5
6
7
8
9
10

Industry (manufacturing)
Construction
Wholesale and retail
Public management,
social security and social organisation
Leasing and business services
Education
Financial intermediation
Transportation, storage and post
Real estate
Scientific research and technical services

1.80

Health and social services
Information transmission, software and IT
Hotels and catering services
Mining
Production and supply of electricity, heat,
gas and water
Services to households,
repairing and other services
Culture, sports and entertainment
Management of water conservancy,
environment and public facilities

11
12
13
14
15

16

17
18

Source: The Fourth National Economic Census Bulletin

Figure 17: Number of business entities by registration in 2018
Unit: Million

1

0.07

2.33

7

0.20
2
3
4

0.12
5

0.03

0.10

8

0.20

15.61

6

0.10

1
2
3
4

Private enterprises
Limited liability corporations
Shareholding corporations
Enterprises invested by Hong Kong,
Macao and Taiwan

5
6
7
8

Foreign-invested enterprises
Collective-owned enterprises
State-owned enterprises
Other enterprises*

*Other enterprises: Including joint-equity, joint venture and other enterprises.
Source: The Fourth National Economic Census Bulletin

16 China Economic Quarterly Q1 2020

In addition to comprising 80% of total
corporate employment, the total assets
from MSMEs reached 402 trillion yuan
by the end of 2018, and accounted for
77.1% all corporate assets. Business
revenues from MSMEs in 2018 totaled
188 trillion yuan and accounted for
68.2% of all corporate revenues.
However, according to the World Trade
Organization (WTO), although MSMEs
engage the majority of the workforce in
most countries, their contribution to
national GDP is often lower. In general,
it is about 35% in developing countries
and approximately 50% in developed
countries. Although China is still a
developing country, the contribution of
MSMEs to GDP is much higher. It would
be around 60% based upon the above
facts and analysis. This demonstrates
the significance of MSMEs, and the
private sector overall, for China’s
economic development.

China can speed up financial
reform to improve financing for the
private sector
By the end of 2018, the private sector had
significantly penetrated most segments of
the economy except for a few essential
industries. According to the China
Statistical Yearbook published by the
National Bureau of Statistics, the
industries, including those in the Industrial

Classification for National Economic
Activities, with greater than 50%
employment in the private sector were
determined. These included the following:

•

Scientific research and technical services
(60%; note that this is not an industry
included in the Industrial Classification
for National Economic Activities)

•

Wholesale and retail (69%)

•

•

Industry including manufacturing (52%)

Information transmission, software
and IT services (50%)

•

Renting and leasing activities and
business services (64%)

•

Community services, repairs and
other services (77%)

•

Construction (56%)

•

Hospitality (including hotels and
catering services) (57%)

Figure 18: Proportion of private enterprises by business sectors in 2018
77%

Services to households, repairing and other services

86%
57%

Hotels and catering services

84%
50%

Information transmission, software and IT

83%
60%

Scientific research and technical services

79%
38%

Transportation, storage and post

81%
64%

Leasing and business services

75%
69%

Wholesale and retail

85%
56%

Construction

83%
52%

Industry (manufacturing)

84%

Porportion of overall employment

Proportion of overall number of business entities

Source: The Fourth National Economic Census Bulletin

Moreover, 38% of the employment in
the transportation, storage, and postal
industry is in the private sector, aside
from rail transport which is nearly 100%
state owned and civic aviation which is
also dominated by SOEs. Amongst all
the industries in the Industrial
Classification for National Economic

Activities, the China Statistical Yearbook
did not release data on private
employment for the financial services
and real estate industries. Since many
of China’s leading property developers
are private companies, real estate is
considered a comparatively competitive
market with both SOE and private sector

players. At the same time, SOEs often
enjoy easier access to cheap financing
as well as better government
relationships as compared to private
developers.
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Figure 19: Number of employees in transportation, storage and postal
sector in 2018
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Figure 20: Number of registered business entities in transportation, storage and
postal sector in 2018
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Figure 21: Operational revenue of business entities by sectors in 2018
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As one of the most essential industries,
what proportion of the private sector
does China’s financial services industry
account for? Although complete data is
not available, it is probably not much.
Take China’s top 500 private enterprises
in 2019 as an example (generated by
the All-China Federation of Industry and
Commerce, ACFIC, based on revenue);
there are only four insurance companies,
which in itself is a small segment of
financial services, and they rank 26th,
68th, 123rd and 271st respectively on the
list of top 500 private enterprises.

Health and social services
Information transmission, software and IT
Hotels and catering services
Mining
Production and supply of electricity, heat,
gas and water
Services to households,
repairing and other services
Culture, sports and entertainment
Management of water conservancy,
environment and public facilities

Source: The Fourth National Economic Census Bulletin
Note: The total number in the table above includes entities that undertake professional and supporting
activities to agriculture, forestry, animal husbandry and fishery. The corporate enterprises in the table include
the legal entities registered as enterprises, as well as institutions, private non-enterprise legal entities and
foundations that follow the Accounting System for Business Enterprises, specialised farmer cooperatives,
rural collective economic organisations and legal entities that are categorised as other organisations
excluding places for religious activities.

Financial services accounted for more
than one-third of all corporate assets or
35% of the total in 2018. However, in
terms of total employment, financial
services ranked seventh out of 18
industries, generating 18.32 million jobs.

more than 60% of China’s GDP, private
enterprises only accounted for 25% of
China’s total bank lending. Additionally,
at that time, around 70% of total
aggregate financing to the real economy
was in the form of bank loans.

According to Mr. Shuqing Guo,
chairman of the China Banking and
Insurance Regulatory Commission
(CBIRC), as at the end of 2018,
although the private sector contributed

If China aims to maintain sustainable
growth in the long term, China must alter
the disparity and inequality in financing
between private and state-owned
enterprises.

Therefore, the reform and opening up of
financial services sector is expected to
speed up in 2020, further accelerated by
the downward economic pressure
triggered by COVID-19. China has
scheduled timelines to open up foreign
investment in banking, insurance,
securities, fund management and other
financial services within the year . As a
result, the private sector should also be
able to tap into these segments soon.
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Figure 22: Main operating data of business entities by sectors in 2018
Unit: Trillion yuan
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Note: The total number in the table above includes entities that undertake professional and supporting activities to agriculture, forestry, animal husbandry and fishery. The
corporate enterprises in the table include the legal entities registered as enterprises, as well as institutions, private non-enterprise legal entities and foundations that follow
the Accounting System for Business Enterprises, specialised farmer cooperatives, rural collective economic organisations and legal entities that are categorised as other
organisations excluding places for religious activities.

What are other challenges and
opportunities for the private sector
amidst COVID-19?

and SOEs. Banks are also encouraged
to provide liquidity and cheaper loans
to MSMEs.

Fortunately during this COVID-19
outbreak, the Chinese government at
both the central and local levels have
realised that the private sector,
particularly MSMEs, are the most
vulnerable group. Therefore, many
countermeasures have been
implemented to help MSMEs,
particularly by reducing taxes, fees and
financing costs, as well as waiving rents
if the landlords are government entities

Many small and medium private
companies involved in international
trade might struggle to survive during
this period, since the cash flow cycle is
much longer and orders are not being
fulfilled. According to the IMF, global
economic growth will drop to -3% in
2020. For China, this means both
exports and imports will face challenges
in terms of their growth potential, due to
shrinking demand.
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Furthermore, private companies in the
hospitality sector (including hotels and
catering services) have also been hurt
badly, particularly over the lockdown
period from the end of January and
during February. Educational institutions
and cinemas have also been shut down
since the outbreak began, and both
segments have probably faced the
longest closure period as compared to
other industry sectors.

Figure 23: Number of employees in hotels and catering services sector by
registration in 2018
Unit: Million
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How to better support these types of
private enterprises, particularly MSMEs
during tough times, is a complex
decision that involves many
stakeholders including different
government departments.
Therefore, perhaps it is time to set up a
ministerial-level organisation within the
Chinese government to support and
promote MSMEs, given their significant
contribution to the national economy.
The State-owned Assets Supervision
and Administration Commission of the
State Council (SASAC) is a ministeriallevel organisation that was established
in 2003. Accounting for the national
employment created by MSMEs as well
as their contribution to GDP, today’s
MSMEs are far more important than the
large SOEs supervised and managed by
the SASAC. Setting up a ministeriallevel organisation would definitely boost
the development of MSMEs, as well as

the national economy, by consolidating
and coordinating resources.
Moreover, unleashing private investment
in sectors dominated or controlled by
SOEs (including financial services,
energy, petroleum and petrochemicals,
telecoms, railways, civic aviation, etc.) is
a much more effective way to stimulate
investment, as well as to improve
competition and boost economic
efficiency. During the economic
downturn, these types of reforms are
more likely to be implemented in order to
stabilise growth.
Lastly, most of China’s private
companies are small and vulnerable,
except for a few that have emerged to
become Fortune 500 companies, or
have grown to rank within the top 500
private companies in China. Remaining
in business during tough times, like the
pandemic we are experiencing now, is a

matter of life or death for some MSMEs.
At the same time, compared to policy
countermeasures adopted by the US
and EU, the Chinese government still
has sufficient fiscal and monetary policy
tools and financial resources to boost
GDP growth up from the negative figure
posted in the first quarter of this year.
Once China’s economy returns to its
steady growth trend, the private sector,
particularly MSMEs, will gradually
recover from the disruption caused by
COVID-19.
Thus, it is very necessary that China
gives priority to six areas of job security,
basic living needs, operations of market
entities, food and energy security, stable
industrial and supply chains in 2020.

PwC 21

Author
G. Bin Zhao
Senior Economist
PwC China
+86 (21) 2323 3681
bin.gb.zhao@cn.pwc.com

Acknowledgements
Special thanks to Thought Leadership and Research teams for their
contributions to the report.

www.pwccn.com/ceq
This content is for general information purposes only, and should not be used as a substitute for
consultation with professional advisors.
© 2020 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which
is a separate legal entity. Please see www.pwc.com/structure for further details. PMS-001252

