TD Economics

China's Economic Outlook 2022Q3

Andrew Hencic, Senior Economist | 416-944-5307

September 22, 2022

Highlights

China's economic problems look set to persist through 2022, and into 2023, as measures taken by authorities to offset
the economic malaise will likely prove insufficient to kick-start the economy.

* Amid the pullback by domestic consumers, and the slowdown in the real estate sector, softening global goods demand
will weigh on the recovery.

*  We now project China's GDP to expand by 2.6% in 2022 (well short of the 5.5% target set in the spring) and by 4.2%
in 2023, although uncertainty remains high as a policy shift could materially improve the outlook.

China's economic problems look set to persist through 2022, and into 2023, as measures taken by authorities to offset the

economic malaise will likely prove insufficient to kick-start the economy. In our recent quarterly forecast, we now project
China's GDP to expand by 2.6% in 2022 (well short of the 5.5% target set in the spring) and by 4.2% in 2023. To be sure,
there is ample uncertainty surrounding the outlook. For instance, a more robust than expected policy response to address
the underlying issues facing the economy could initiate a course correction to revive growth.

That said, it continues to appear unlikely that authorities will meaningfully alter policy to improve the near-term outlook.
Eradication of COVID-19 remains the official strategy and requires severe responses. The strict lockdowns and economic
after-effects have severely degraded consumer sentiment — pushing it to historic lows (Chart 1). Even as the severity of re-
strictions in response to COVID-19 outbreaks appear to be more
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slower than the 8.8% average growth rate between 2014 and 2018. Source: CNBS, TD Economics.
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Chart 2: Passenger Traffic Has Yet to Return to
Pre-pandemic Levels
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Note: Index is based on the number of passengers.
Source: CNBS, TD Economics.

Chart 3: Urban Residents Are Looking to Save More
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*Share of survey respondents reporting desire to increase savings.
Source: PBoC, TD Economics. Last observation: 2022 Q2.

Downbeat consumer expectations will also weigh on the
real estate sector. Real estate sales are down 23% on average
so far in 2022 (on a year-on-year basis) and with demand
withering, prices are falling. New home prices in 70 cities
fell for the 12th consecutive month in August, now 2.1%
below year-ago levels'. With new purchases pulling back,
and access to capital drying up due regulatory changes,
newly started residential construction (measured in square
feet) is down 38% year-on-year (y/y) on a year-to-date ba-
sis — and just over 40% relative to 2019 (Chart 4).

The steep decline in real estate activity has forced govern-
ment action. Credit is being extended to firms to ensure
the completion of residential projects already underway”
(200 billion yuan or 0.2% of 2021 nominal GDP), while
local government financing vehicles are buying up land?
— helping to preserve a key source of revenues to local
governments. These interventions will help rebuild some

confidence in the market but are unlikely to reverse the
near-term trend in the real estate sector. Moreover, the re-
cent cuts in the key five-year loan prime rate by the PBOC
are unlikely to stimulate demand while lockdowns and
sentiment weigh on activity. Investment in private dwell-
ings is expected to contract 4.2% in 2022 and another 2.1%
in 2023. Under the current circumstances, and downbeat
consumer confidence, the real recovery in the residential
sector is unlikely to start until late 2023 and early 2024.

Amid the pullback by domestic consumers and the slow-
down in the real estate sector, softening global goods de-
mand will weigh on the recovery. Our most recent fore-
cast has U.S. demand for goods contracting 0.6% in 2023,
with a corresponding 2.2% decline in imports. Moreover,
the staggering scale of the energy shock in Europe will
continue to erode disposable incomes, limiting discre-
tionary expenditures. Given the gloomy backdrop, global
trade will slow well into next year. Providing a small offset
is the ongoing depreciation of the renminbi, down rough-
ly 9% against the U.S. dollar since February, which will
help support competitiveness for Chinese firms. How-
ever, as China is a key supplier of consumption goods for
both the US and euro area, exports will contract margin-
ally in 2023, well below the 3.1% growth rate averaged in
the five years prior to the pandemic.

Including the stimulus in the housing sector, authorities re-
cently announced 19 measures intended to help support the
economy this year*. Key among them is an effort to kick-
start growth through infrastructure investment and allow-
ing local governments to raise funds via unused borrowing
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quotas by the end of October. The total stimulus package
will amount to 1 trillion yuan (146 billion USD, or 0.9%
of 2021 nominal GDP). However, the stimulus measures
announced so far will likely have a limited impact this year
if consumer confidence remains subdued and restrictions
on economic activity due to COVID-19 flareups continue.
The root issues facing the economy are the weakness in the
real estate sector, malaise amongst consumers, and a weak
export outlook. A revival in infrastructure spending will
struggle to outweigh these drivers.

Bottom Line:

Given the headwinds from COVID-19 control policies,
limited political appetite for large monetary and fiscal
stimulus, and depressed consumer demand we anticipate
growth in 2022 to register a mere 2.6%, less than half the
government's 5.5% target laid out late in 2021. Moreover,
absent a change in policy, growth in 2023 will lie below
trend as the weak handoft from the latter half of 2022 and
policy uncertainty weigh on the outlook. Our view is thus
that China's 2023 growth will register approximately 4%.

Importantly, this extended period of softness in China
won't be lost on a global economy that is already facing
the impact of recessions or stagnant performances in ma-
jor advanced economies. In our updated global outlook,
we have downgraded world growth to only 2.8% this year
and 2.2% in 2023. One implication will be continued
weakness in commodity prices, with WTI projected hang
around $80 in early 2024.
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