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Domestic Factors Have Turned Positive

Rebound Underway

• Policy reversals on property cooling, zero-covid, and private-sector/tech regulation are removing key drags to a recovery.

• Meanwhile, the authorities are stressing the need to boost consumption and domestic demand.

• However, the external environment is not favorable.

• A wide range of outcomes are possible, and our above-consensus call rests on yet-to-be implemented additional policy stimulus.

Source: PGIM Fixed Income and Haver Analytics.  As of February 22, 2023.  Projections are not guaranteed, and actual results may vary.

China GDP Growth Projections/Forecasts
(Percent, Annual Average)

2022 2023 2024

PGIM 3.0 5.7 4.5

Consensus 3.0 5.2 5.0

IMF 2.6 4.2 5.1

Memorandum Item:

Statistical Carry Over

Q/Q Basis 1.7 1.3 n.a.

Y/Y Basis 2.6 2.5 n.a.
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China was First Out of the V…

The Pandemic/Great Lockdown Experience—Recovery 

• China was “first in-first out” (except for Taiwan)

• China also staged a V-shaped recovery (so did the US and EM)

• This recovery was led by EM, the US and North Asian tech exporters

• While Japan and the euro-zone lagged along a more prolonged “w-shaped” path.

Source: PGIM Fixed Income and Haver Analytics.  As of February 22, 2023. 
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…Though Global Scars Remain

The Pandemic/Great Lockdown Experience—Scarring 

• After early success China is struggling to keep catching up to its pre-2020 GDP growth trend, similar to other regions and countries.

Source: PGIM Fixed Income and Haver Analytics.  As of February 22, 2023. 
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After Filling the Global Void, China’s Industry and Exports are dragging…

Rebalancing Has Gone into Reverse

• Prolonged and disruptive lockdowns in much of the world cut into production while large-scale income support lifted demand, resulting in large excess demand for goods

• China quickly scaled up production and exports to fill this void, resulting in further world market share gains

Source: PGIM Fixed Income and Haver Analytics.  As of February 22, 2023.
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… While Consumers Pulled Back

Rebalancing Has Gone into Reverse

• Meanwhile, SARS-CoV-2 protocols in China and industry crackdowns kept consumption lagging.

• This is the opposite of what happened in the US.

• The key question for the outlook is how much and how fast will China’s consumers catch up?

Source: PGIM Fixed Income and Macrobond.  As of February 22, 2023.

Real Retail Sales & Food Services: China
(SA Calendar year adjusted, deflated by CPI, Dec. 2019=100)

Core CPI
(All Items Less Food and Energy (Dec. 2019=100)
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The US Experience Is Not The Template-1

The Rebound—Consumption

• In contrast to the US, Chinese consumption is only moderately below (a historically slowing) trend.

Source: PGIM Fixed Income and Macrobond.  As of February 22, 2023.

Real Retail Sales & Food Services: China
(SA Calendar year adjusted, deflated by CPI)

Real Retail Sales & Food Services: US
(SA Calendar year adjusted, deflated by CPI)



CONFIDENTIAL—NOT FOR FURTHER DISTRIBUTION 8

The US Experience Is Not The Template-2

The Rebound—Consumption

• The surge in consumption and creation of excess savings in the US are due to large income transfers, which have no parallel in China.

• China’s consumption share is much lower than the US’ AND has been declining; a 10 percent real increase will only result in GDP growth of 3¾ percent, compared to

almost double that in the US.

Source: PGIM Fixed Income and Macrobond.  As of February 22, 2023.

Comparative Household Savings Rates
(SA Calendar year adjusted, in percent of Disposable Income)

Consumption Share
(In percent of GDP)
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The Rebound—Consumption

• Infrastructure investment will need continued support, lest it become a growth drag.

• With a global slowdown and shift to services, manufacturing will need to be increasingly geared toward the domestic market.

Policy-stimulus will likely be Required

Source: PGIM Fixed Income and Macrobond.  As of February 22, 2023.
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Policy-stimulus will likely be Required

The Rebound—Other Factors

• Infrastructure investment will need continued support, lest it become a growth drag.

• With a global slowdown and shift to services, manufacturing will need to be increasingly geared toward the domestic market.

Source: PGIM Fixed Income and Macrobond.  As of February 22, 2023.
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Macroeconomic Easing also via Rates and FX

Some Asset Market Implications

• The debt burden is set to take yet another leg higher, putting a premium on higher nominal growth and lower interest rates.

• We expect China to continue to be able to buck the trend of globally higher rates

• Meanwhile, the authorities will likely not stand in the way of correcting FX overvaluation to support external demand

Source: PGIM Fixed Income, Macrobond, and Bloomberg.  As of February 22, 2023.
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China Will Lift the Global Economy Less This Time

Global Implications

• This is the first consumption-led Chinese recovery.

• Global spillovers will be less commodity and more tourism related.

• Moreover, the nominal growth impact and differential are less favorable.

Source: PGIM Fixed Income and Haver Analytics.  As of February 22, 2023.
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Beyond the Bounceback—Nothing But Challenges

• Fundamental long-term growth drivers have taken large hits in the last 10 years.

• Beijing Government's more interventionist and anti-private-sector policies have resulted in sharply curtailed TFP growth to a level not sufficient to escape the

middle-income trap (0.7% prior to the pandemic).

• Demographics have further worsened despite official prodding for higher births.

• Combined with too high growth targets, this has resulted in even greater reliance on debt (even before the new surge from current stimulus)

Source: PGIM Fixed Income, Penn World Tables, and Macrobond.  As of February 22, 2023. 

Total Factor Productivity
Index (2017=1)

Population 

Fertility

Debt Burden
(Percent of GDP)

Xi Jinping 

assumes 

power

Xi Jinping 

assumes 

power

Xi Jinping 

assumes 

power



CONFIDENTIAL—NOT FOR FURTHER DISTRIBUTION 14

Claims of the “Chinese Century” Less Plausible

The Risk—Settling in the “Middle Income Trap”
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Source: PGIM Fixed Income and Haver Analytics.  As of May 16, 2022.

The adverse productivity trends, coupled with demographic decline make it unlikely that China’s GDP will surpass the US’s

• If true, markets may further sour on China

• Geopolitical risk, as China’s leadership may be tempted to “Use or Lose” its relative and military position before they erode

• Other strongly growing Asia economies (e.g., Korea, Taiwan) experienced (forced) leadership transitions to more innovative open-societies at similar points in their development
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A Harsher International Environment

Geopolitics Wildcards

• The very poor economic showing, coupled with policy reversals, re-surging debt and lower international 
standing may may trigger more assertive foreign policy moves

• Conversely the poor showing of Russia’s military in Ukraine suggests lower chances of direct military 
conflicts between China and Taiwan and thus a lower likelihood.

60 Miles to Kiev from Belarus

180 Miles to Taiwan from China

Source: PGIM Fixed Income, Council on Geostrategy, and AdobeStock License 107277386 and 486751357.  As of May 16, 2022.
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Beware of Popular Narratives

Geopolitics and -economics are Not One-sided

• Deglobalization and “friend-shoring” are more likely to lead to trade diversion rather than threatening Chinese industry.

• Increased use of financial sanctions by the West may yet lead to increased RMB internationalization, if only for trade settlement.

Source: PGIM Fixed Income and Macro Eagle and Macrobond.  As of February 22, 2023.
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Property Policy May Have tightened too Much

…of Which the Property Crackdown is the Most Critical

• Property IS very expensive in China

• That has made it a key component of household wealth, i.e. “houses are for living not speculation” has it backwards: Houses are speculation and often remain empty

• Property accounts for about 25% of GDP, without adding in the household wealth effect, nor its importance for fiscal revenue….

Source: Rogoff and Yang (2020). 
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