
2 RIM   Pacific Business and Industries Vol. XX, 2020 No. 77

Summary

1. In China, measures to prevent the spread of the novel coronavirus (COVID-19) have made 
considerable progress so far since the number of regions with no new confirmed cases has been 
steadily increasing, and the number of new confirmed cases per capita is not necessarily large. 
China is taking an exit strategy of easing restrictions on movement and deterring a “second 
wave” at the same time through 1) an information management system that manages risks for 
individuals and regions on a network, 2) implementing “sealed control” that utilizes the mutual 
monitoring functions of residential community association, and 3) taking bold measures to pre-
vent the spread of infection, including large-scale quarantines and lockdowns, even in locations 
where the number of new confirmed cases is small.

2. The recovery of capacity utilization to a pre-coronavirus level has sparked optimism in 
China, where there is an emerging view that growth could exceed the International Monetary 
Fund’s (IMF) forecast. Looking at economic indicators on the supply-side, however, the pace 
of recovery in corporate earnings is slow, and it is unreasonable to expect growth to exceed the 
IMF’s forecast.

3. Looking at indicators on the demand side, investment is recovering and is expected to sup-
port the recovery in the second half of the year. On the other hand, decreases in both personal 
consumption and exports are expected to hinder economic recovery. As shown by the fact that 
consumption expenditure has declined more than disposable income, households are becoming 
more and more savings-oriented due to the difficulty of foreseeing a favorable employment and 
income environment. Exports are also unlikely to recover due to the economic downturn in de-
veloped and emerging economies.

4. According to Baidu’s migration index, people’s movement and consumption are now at 
90% of the level before the COVID-19 outbreak. In other words, “90% consumption” has be-
come the new normal. Consumption does not naturally increase even when the spread of the 
infection reaches a plateau, but the recovery of consumption depends on the human psychology 
of how individuals assess the risk of infection.

5. According to Oxford University’s severity index, China still has stricter regulations than 
those of Japan under its state of emergency declaration, and it is unlikely that households’ pref-
erence for savings will decline. In China, expectations are rising for “retaliatory consumption” 
in which households spend more in response to controlling infection, but the effects are not as 
great as expected.

6. The central government granted local governments the “indulgence” of increased invest-
ment termed “New Infrastructure Construction” to promote the building of new infrastructure 
such as 5G base stations. However, local governments are expected to try to revive the economy 
by investing in traditional rather than new infrastructure. It is premature to assume that the ab-
sence of a major stimulus package by the National People’s Congress (NPC) will not exacerbate 
problems such as overcapacity, reduced investment efficiency and high leverage.

7. China’s investment efficiency could fall to the lowest level among Asian countries due to 
reckless investment expansion by local governments. The immediate question for the Chinese 
economy is not whether it will be able to achieve a V-shaped recovery in 2020, but whether it 
will be able to avoid an investment-led recovery that will further reduce investment efficiency.

By Yuji Miura
(hiraiwa.yuji@jri.co.jp)
Advanced Senior Economist
Economics Department
Japan Research Institute

Will China Be Able to Achieve a V-shaped Recovery After the Coronavirus?
—“The 90% Economy” Has Become the New Normal—



3RIM   Pacific Business and Industries Vol. XX, 2020 No. 77

Introduction

China suffered an unprecedented shock due to 
the spread of the novel coronavirus (COVID-19). 
Although COVID-19 has a low mortality rate, it 
is characterized by a very rapid spread of infec-
tion. In Hubei Province, where the first cases were 
confirmed, major cities were closed in late Janu-
ary, but the outbreak spread quickly across China, 
causing record economic losses.

In the January-March 2020 period, the real eco-
nomic growth rate declined 6.8% from the same 
period last year, which was the lowest level since 
1992 when quarterly data began to be released. In 
its economic forecast released in June 2020, the 
IMF estimated China’s growth rate for 2020 at 
1.0%. The impact of the COVID-19 pandemic is 
greater than both the outbreak of severe acute re-
spiratory syndrome (SARS) in 2002-2003 and the 
Lehman Brothers collapse in 2008.

In March, the number of new confirmed cases 
in China declined rapidly. General Secretary Xi 
Jinping visited Wuhan, saying that “The people of 
Wuhan are heroes and will go down in history as 
having won the battle against the COVID-19 pan-
demic”(1). While emphasizing progress in eradicat-
ing the virus, the Chinese government has devel-
oped “mask diplomacy,” providing masks and test 
kits abroad in an effort to improve its international 
standing.

The Chinese government’s words and actions 
are being scrutinized both at home and abroad as 
an attempt to disregard the delay in its initial re-
sponse to COVID-19. However, it would be good 
news indeed for the world economy if China could 
quickly contain the spread of COVID-19 and re-
cover its economy ahead of other countries. This 
paper examines the probability of such a scenario.

The situation regarding the spread and contain-
ment of COVID-19 in China is considerably dif-
ferent depending on the region. In the following 
section, we first examine the changes in the num-
ber of cases and the measures taken by the gov-
ernment by region, and also describe the extent 
to which measures to prevent the spread of CO-
VID-19 are functioning (1.). Then, based on the 
growth rates of each region and economic indica-

tors on both the supply and demand side, the re-
covery path in the second half of the year will be 
projected (2.). Finally, we examine the possibility 
of China’s growth beyond IMF expectations and 
associated risks (3.).

1. COVID-19 Outbreak and Mea-
sures Taken by the Govern-
ment

This section reviews changes in the economic 
outlook for China and the world by international 
organizations such as the IMF in 2020. We then 
examine how the central and local governments 
responded to the COVID-19 outbreak and to what 
extent those measures to prevent its spread are 
functioning.

(1) Growth Forecast for 2020 Has 
Declined from 5.6% to 1.0%

The economic outlook for China and the world 
in 2020 deteriorated rapidly over time, partly be-
cause it was difficult to predict how far COVID-19 
would spread and when it would end.

At the meeting of finance ministers and central 
bank governors from the 20 countries and regions 
(G20) that opened in Riyadh, Saudi Arabia on 
February 22, 2020, the IMF cut China’s growth 
rate forecast for 2020 by 0.4% points to 5.6% 
from its January projection of 6.0%, and lowered 
the global growth rate forecast by 0.1% points 
from 3.3% to 3.2% (Table 1)(2).

However, April’s forecast for the world econo-
my showed a sharp drop in growth, with 1.2% for 
China and minus 3.0% for the world. In the up-
dated world economic outlook announced in June, 
China’s growth forecast was revised down by 0.2% 
points from April to 1.0%, while the growth fore-
cast for the world was revised down further to mi-
nus 4.9%. One of the reasons why China’s down-
ward revision is smaller than that of the world is 
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In China, the pace of the spread of COVID-19 
slowed in mid-February, and Foxconn, the world’s 
largest provider of electronics manufacturing ser-
vices (EMS), said it would return to normal op-
erations by the end of March(4). In May, we started 
to see some positive signs as the number of new 
confirmed cases decreased, including the easing 
of restrictions on outings in the United States and 
European countries. However, even with the re-
covery of the Chinese economy, it is inevitable 
that global trade and direct investment will de-
cline, given the negative growth rates anticipated 
for all major developed countries in 2020 and the 
spread of COVID-19 in emerging and developing 
countries in the southern hemisphere such as Bra-
zil, which is perceived as another cause for con-
cern.

The World Trade Organization (WTO) esti-
mates that global trade in goods will decline by 
up to 30% in 2020 from the previous year, but it 
is certain to exceed the 2009 level, when trade 
volume fell by 13% due to the impact associated 
with the Lehman Brothers collapse(5). Meanwhile, 
the United Nations Conference on Trade and De-
velopment (UNCTAD) predicts that global direct 
investment will decline by up to 40% in 2020(6).

The outlook for 2021 varies greatly depending 
on the assumption that is made on whether or not 
the COVID-19 outbreak will be contained in the 
second half of the year. The IMF’s basic scenario 
is that economic activity will resume in stages 
from the second half of 2020, with the economy 
bottoming out in the April-June period. Under this 
scenario, China’s growth rate would rise to 8.2% 
in 2021, rebounding from a year earlier, and the 
world’s growth rate would reach 5.4%.

Of course, there is no guarantee that the CO-
VID-19 outbreak will be contained in accordance 
with this scenario. The IMF has also published 
projections based on several pessimistic scenarios 
that factor in uncertainties in the April outlook, in-
cluding: 1) measures to limit the spread of COV-
ID-19 will be protracted and sustained in the sec-
ond half of 2020; 2) another outbreak will occur 
in 2021; and 3) the situations described in both 1) 
and 2) will occur.

According to the IMF, which does not show 

that some of China’s economic indicators have 
begun to rise and its measures to prevent infection 
spread have been successful.

The Organisation for Economic Co-operation 
and Development (OECD) and the World Bank 
cut their growth forecasts substantially, as did the 
IMF. The OECD had projected growth rates of 
4.9% and 2.4% for China and the world, respec-
tively, as of March, but dropped its projections in 
June to minus 2.6% and minus 6.0%, respectively. 
Moreover, the revised projections are based on a 
scenario in which containment of the COVID-19 
outbreak occurs. Under a scenario in which the 
outbreak spreads again by the end of the year, 
China’s growth rate is likely to be minus 3.7% and 
that of the world minus 7.6% (OECD [2020 b]).

At the same time, the World Bank slashed its 
growth forecast in June. But the World Bank was 
slightly more optimistic than the OECD, pegging 
China’s growth forecast at 1.0%, the same as the 
IMF, and that of the world at minus 5.2%. How-
ever, these forecasts also assume that the spread 
of infection will cease in the second half of the 
year. If this assumption proves faulty and financial 
instability develops, the growth rates of developed 
countries, emerging and developing countries(3), 
and the world will be minus 10%, minus 5%, and 
minus 8%, respectively (World Bank [2020 b]). 

Table 1   Growth Forecast for China and the 
World in 2020

Notes: Change figures for the IMF and World Bank are as of January 
2020. Figures for the OECD are based on a comparison with the 
forecast as of November 2019. March figures for the World Bank 
are based on the economic forecast for Asia.

Source: Prepared by The Japan Research Institute, Limited based on 
materials from the IMF, World Bank, ADB and the OECD

(%, % points)

Organization
(forecast timing)

China World

Growth rate Change Growth rate Change

IMF (February) 5.6 ▲0.4 3.2 ▲0.1

OECD (March) 4.9 ▲0.8 2.4 ▲0.5

World Bank (March) 2.3 ▲3.6 – –

ADB (April) 2.3 ▲3.8 – –

IMF (April) 1.2 ▲4.8 ▲3.0 ▲6.3

OECD (June) ▲2.6 ▲8.3 ▲6.0 ▲8.9

World Bank (June) 1.0 ▲4.9 ▲5.2 ▲7.7

IMF (June) 1.0 ▲5.0 ▲4.9 ▲8.2
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(2) Spread of the COVID-19 Outbreak 
by Province: China Also Faces a 
Long War Against Coronavirus

The cumulative number of confirmed COV-
ID-19 cases in China started to level off in March, 
meaning that the country entered a phase of con-
vergence in which new infections declined (Fig. 2). 
The number of new confirmed cases per day de-
creased steadily to 55 in March, 34 in April, and 
5 in May. However, in June, Beijing was hit by 
a massive outbreak originating at the wholesale 
food market, and the number of new confirmed 
cases increased to 21 per day. Although China has 
been successful in preventing the spread of infec-
tion on a national level, it remains in a precarious 
situation due to sporadic infection clusters.

The number of new confirmed cases reported 
by China does not include the number of asymp-
tomatic cases with positive PCR results but with-
out clear symptoms such as cough or fever. As-
ymptomatic cases could cause a “second wave” 
because it is difficult to identify them due to the 
lack of symptoms(8), and it is not known how con-
tagious they are. Jiaxian in Pingdingshan, Henan 

growth rates by country, under the worst-case 
scenario described in 3), the GDP of emerging 
and developing countries would fall by 7.1% in 
2021 and by 4.7% in 2024 from the base scenar-
io, while that of developed countries would fall 
by 7.6% and 3.3%, respectively. As a result, the 
global economy as a whole would decline by 7.3% 
and 4.1%, respectively, plunging into a recession 
almost equivalent in scale to the Great Depression 
of the late 1920s (Fig. 1).

The U.K. government indicated that because of 
the time required to develop vaccines and drugs 
for treatment, restrictions on daily life, such as 
social distancing to maintain a safe distance from 
others and restrictions on going out, will be re-
quired at least by the end of the year(7), while Har-
vard University remarked that social distancing 
will be necessary until 2022 (Kissler, Christine, 
Marc, and Yonatan [2020]). As the pessimistic 
scenario indicated in 1) is highly likely, it will not 
be easy to achieve growth rates of 1.0% and minus 
4.9% for China and the world, respectively, under 
the basic scenario.

Fig. 1   Decline in GDP Under the Pessimistic Scenario (Deviation from the Basic 
Scenario)

Source: Prepared by The Japan Research Institute, Limited based on the IMF [2020]
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inces next to Hubei Province including Hunan 
Province, Henan Province, Anhui Province, and 
Jiangxi Province (Fig. 4). It can be seen that the 
cumulative number of confirmed cases largely de-
pends on the number of people moving across the 
provinces or in geographical proximity to Hubei 
Province.

China as a whole saw a dramatic drop in the 
number of new confirmed cases, with 1,730 in 
March, down 97.5% from February’s 68,033 
cases. However, the pace of decline is not uni-
form by region. For example, Heilongjiang Prov-
ince, which had only four new confirmed cases 
in March, added 460 new cases in April, and 
the number of new confirmed cases in Shaanxi 
Province increased from 10 to 51. Although the 
number of new confirmed cases since May has 
remained close to zero in both provinces, local 
spread of infection can occur anywhere.

The same is true in regions with many bases 
and factories operated by Japanese companies. In 
Beijing, the number of new cases per month was 
13 in April, 0 in May and 329 in June, recording 
a sharp increase. Shanghai and Guangdong Prov-
ince also saw an increase in the number of new 
cases in June, with Shanghai recording 136, 20 

Province lifted its lockdown in late February be-
cause the number of new confirmed cases had 
remained at zero. Jiaxian, however, was locked 
down again on April 1 after asymptomatic cases 
were confirmed(9).

But since May, the number of asymptomatic 
cases decreased (Fig. 3) and interest in the issue 
also declined. This is because measures similar to 
those taken for ordinary symptomatic COVID-19 
patients were taken, such as quarantining asymp-
tomatic patients for 14 days while at the same 
time identifying close contacts, and requiring 14 
days of follow-up observation for such contacts(10). 
In addition, since asymptomatic individuals are 
only weakly infectious (approximately 1/3 that of 
ordinary symptomatic COVID-19 patients) it was 
considered that there is no need to be excessively 
fearful(11).

Looking at the cumulative number of confirmed 
cases by province as of the end of June, the cumu-
lative number of confirmed cases in Hubei Prov-
ince, which was the source of infection, stands 
out starkly at 68,135. This is followed by coastal 
provinces such as Guangdong Province and Zheji-
ang Province, which accept migrant workers from 
rural areas, or “peasant workers,” and the prov-

Fig. 2   Changes in the Cumulative 
Number of Confirmed Cases

Fig. 3   Changes in the Number of New Confirmed 
Cases and Asymptomatic Cases

Source: Prepared by The Japan Research Institute, Lim-
ited based on CEIC

Source: Prepared by The Japan Research Institute, Lim-
ited based on CEIC
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ber of new cases as a percentage of the population 
has remained small given the large populations in-
volved (21.54 million in Beijing, 24.28 million in 
Shanghai, 115.21 million in Guangdong Province, 
and 80.7 million in Jiangsu Province).

and 40 cases and Guangdong Province recording 
87, 7 and 46 cases in April, May and June, respec-
tively. Meanwhile, the number of new cases in Ji-
angsu Province remained close to zero, recording 
7, 0 and 1 cases in April, May and June, respec-
tively.

Although we cannot afford to be complacent 
against a “second wave” of COVID-19, the mea-
sures taken by the government to prevent the 
spread of the virus have made considerable prog-
ress so far, as the number of regions with no new 
cases is steadily increasing (Fig. 5), and the num-

(Persons)

Hubei Province
68,135

Henan Province
1,276

Heilongjiang Province
947

Beijing
922

Hunan Province
1,019

Shandong Province
792

Anhui Province
991

Zhejiang Province
1,269

Jiangxi Province
932

Guangdong Province
1,641

Fig. 4   Cumulative Number of Confirmed Cases by Province (As of June 30, 2020)

Source: Prepared by The Japan Research Institute, Limited based on CEIC
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the WHO on December 31, 2019, and closed the 
seafood market in Wuhan, which was believed to 
be the infection source, on January 1. This was 
achieved quite quickly. The NHC identified the 
COVID-19 virus on the 7th and released its ge-
netic sequence on the 12th, and also identified 763 
close contacts, including medical workers, keep-
ing them under observation(13).

However, at this point, the NHC believed that 
the 41 confirmed cases were limited to the period 
between December 8, 2019 and January 2, 2020, 
that no new cases had been detected since Janu-
ary 3, and that there was no convincing evidence 
that human-to-human transmission of COVID-19 
could easily occur. It is undeniable that this per-
ception led to the subsequent pandemic. The ini-
tial response by the NHC was also viewed as be-
ing very slow and overlooking the outbreak, as 
a study based on genetic analysis had confirmed 
the spread of the virus to humans in the fall of 
2019(14).

The number of travelers who used railways, 
roads, waterways and airways during the six days 
from January 10 to 15, before the Chinese New 
Year, is said to have increased by 2.7% from the 
previous year to 440 million(15). While the number 
of new cases reported in Hubei Province during 
that period did not increase beyond 41, it is clear 
that a significant number of infections went unde-
tected. There is no doubt that their migration dis-
seminated COVID-19 throughout China and the 
rest of the world.

In response to the first announcement, the Chi-
nese government switched its policy to emergency 
mode and launched a series of measures. The fol-
lowing section focuses on measures that had a ma-
jor impact on the economy, such as extension of 
the Spring Festival (Lunar New Year) holiday and 
lockdown, and summarizes how these measures 
were expanded.

2)  From the Extension of the Spring Festival 
Holiday to “Resumption of Work and Pro-
duction”
One measure taken by the central government 

to stop the spread of COVID-19 was the exten-
sion of the Spring Festival (Lunar New Year) 

(3) Response by the Government: 
From the Extension of the Spring 
Festival Holidays to Lockdowns

1)  Designation as a “Specified Infectious Dis-
ease”
In China, the number of new COVID-19 cas-

es in Hubei Province, which had been hovering 
around 40 per day, rapidly increased to nearly 
300 in mid-January, while confirmed cases also 
emerged in Guangdong Province, Shanghai and 
Beijing, indicating the rapid spread of COVID-19. 
The first public announcement was published 
by the National Health Commission (NHC) on 
January 20 as the first policy announcement. The 
NHC, which is responsible for public health and 
medical care, designated COVID-19 as being 
subject to the Infectious Disease Prevention Law 
and the Border Health and Quarantine Law in its 
announcement. This meant that COVID-19 was 
designated as a so-called “specified infectious dis-
ease” in Japan.

According to the World Health Organization 
(WHO)(12), the NHC reported a cluster of pneu-
monia cases of unknown etiology in Wuhan to 

Fig. 5   Month-over-month Changes in 
the Number of New Confirmed 
Cases by Region

Source: Prepared by The Japan Research Institute, Lim-
ited based on CEIC
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ployees about whether or not they would be paid. 
In response, the government clarified the follow-
ing: those with valid labor contracts would be 
paid even if they were on stand-by at home; those 
whose labor contracts ended while they were on 
stand-by at home would be guaranteed around 
70% of the minimum wage; wages would be guar-
anteed for persons who contracted COVID-19 and 
those subject to quarantine and no contracts would 
be terminated(23).

3)  Expansion of Lockdown Measures and 
“Closed-off Management”
One measure that could have a significant eco-

nomic impact, similar to extension of the Spring 
Festival holiday, is a “stay-at-home” order called 
a lockdown. Hubei Province, the epicenter of the 
COVID-19 outbreak, implemented lockdown 
measures by suspending public transportation op-
erations in major cities, including buses, subways 
and railways, on January 23. The lockdown mea-
sures continued for 61 days until March 24 in cit-
ies other than Wuhan in Hubei Province and for 
75 days until April 7 in Wuhan(24). Lockdowns are 
effective in preventing the spread of the outbreak, 
but have a serious impact on the economy. Hubei 
Province’s growth during the January-March 2020 
period was minus 39.2%(25), recording a decline 
that significantly exceeded the minus 6.8% seen 
for the entire nation.

On the other hand, large cities like Beijing and 
Shanghai, as well as coastal areas like Guangdong 
Province, announced that they would not imple-
ment lockdown measures. The government ad-
opted the basic policy of “Block One, Not Three,” 
that is, cutting off the route of spread of the virus, 
but not cutting off road, emergency transportation, 
and production and daily commodity transporta-
tion networks(26); and strengthened the inspection 
system by thoroughly checking people’s tempera-
ture at the borders with other provinces and key 
points within the provinces in regions other than 
Hubei Province(27). On the other hand, the gov-
ernment required people to wear face masks and 
check their temperature in specific autonomous 
residential associations called “Residential Com-
munities,” while strengthening so-called “Closed-

holiday. The Spring Festival holiday in 2020 was 
originally six days, from January 25 to 30, but the 
number of new confirmed cases per day jumped 
from 77 on the 20th, when the first announcement 
was made, to 688 on the 25th, five days later. The 
number of new cases also started to surge outside 
of Hubei Province. In response to this situation, 
the central government extended the Spring Festi-
val holiday until February 2(16). At the same time, 
local governments required those entering from 
Hubei Province to quarantine for two weeks, and 
those entering from other provinces to undergo 
a temperature check on arrival as well as a two-
week observation period(17).

While strengthening measures to prevent the 
spread of COVID-19, the central government 
urged local governments to set a date for “Re-
sumption of Work and Production” in order to re-
sume business activities according to circumstanc-
es. Regions except for inland areas with a small 
number of confirmed cases, such as the Tibetan 
Autonomous Region, Gansu Province, Xinjiang 
Uyghur Autonomous Region, and Qinghai Prov-
ince, were scheduled to resume business activities 
on February 10, and Hubei Province on February 
14(18). In China, it is said that 300 million people 
started remote work after this time(19).

However, the schedule for “Resumption of 
Work and Production” had to be readjusted in 
many regions thereafter. Guangdong Province re-
alized its “Resumption of Work and Production” 
on February 10, but Shenzhen postponed its origi-
nal schedule by one week to February 17(20). By 
this time, the scheduling of “Resumption of Work 
and Production” was decided in smaller adminis-
trative units according to the local infection situa-
tion, with Jingdezhen in Jiangxi Province setting 
its date for “Resumption of Work and Production” 
on February 21(21). In Hubei Province, March 10 
was designated as the target date for all regions 
except Wuhan, and March 21 for Wuhan itself (22).

As a result of the extension of the Spring Fes-
tival holiday and the adjustment of the “Resump-
tion of Work and Production,” companies were 
instructed to transfer a minimum of 6 and a maxi-
mum of 35 business days to holidays. During this 
period, there was widespread concern among em-
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adopted by many local governments, including 
Shanghai and Guangdong Province, which re-
stricted the activities of companies that require 
foreign human resources, such those installing 
semiconductor manufacturing equipment.

4)  Exit Strategy: Cross-referencing Regional 
Risks and Personal Information
In April, the Chinese government started to 

ease measures to prevent the spread of COVID-19 
and came up with policies with an exit strategy in 
mind. First, the government took measures to ease 
quarantine requirements in accordance with re-
gional risks. On April 18, the Beijing government 
announced that travelers from neighboring Tianjin 
and Hebei Province would not require quarantine 
measures provided they had not moved out of 
low-risk areas for the past two weeks(36). People 
entering Beijing from other locations would not 
be quarantined if they tested negative in a PCR 
test performed within one week.

Risk assessment for each region is conducted 
at an administrative level that is equivalent to the 
county-level (level 3), following the provincial 
level (level 1) and prefectural level (level 2)(37), and 
is divided into three categories based on the num-
ber of new cases confirmed over the past 14 days 
and the cumulative number of confirmed cases. 
Specifically, 1) low-risk areas are those where the 
cumulative number of confirmed cases remains at 
zero, or where no new cases have been confirmed 
in the past 14 days; 2) intermediate-risk areas are 
those where the cumulative number of confirmed 
cases is no more than 50 even though new cases 
have been confirmed in the past 14 days, or those 
where the cumulative number of confirmed cases 
exceeds 50 but no new cases have been confirmed 
in the past 14 days; and 3) high-risk areas are 
those where the cumulative number of confirmed 
cases exceeds 50, with significant clusters con-
firmed in the past 14 days(38). Although a simple 
comparison is not possible due to differences 
in the purpose of the system design, the condi-
tion in China requiring two consecutive weeks 
of zero confirmed cases in order to be designated 
as a low-risk area can be said to be more severe 
than in Japan, where the number of new infec-

off Management” by restricting the inflow of peo-
ple from the outside(28).

“Closed-off Management” imposes far stricter 
curfews than those that were imposed in Japan un-
der its state of emergency declaration. In Zhuma-
dian in Henan Province, outings were restricted to 
only one person per household every five days(29), 
and in Shenzhen, outings were restricted by is-
suing a travel permit(30). Beijing banned couriers 
from entering apartments. “Closed-off Manage-
ment” has contributed to prevention of the spread 
of COVID-19 by providing traditional self-gov-
erning associations called residential communi-
ties with a mutual monitoring function, similar to 
“neighborhood associations” in Japan that oper-
ated during the war. While “Closed-off manage-
ment” is not considered to be a lockdown in Chi-
na, Reuters reported that 48 cities in four provinc-
es were effectively under lockdown as of February 
14, with 500 million people restricted from free 
movement(31).

The biggest challenge for the “Resumption of 
Work and Production” was how to redeploy work-
ers who had returned to their hometowns during 
the Spring Festival holiday. According to the Na-
tional Bureau of Statistics, the number of “peas-
ant workers” who retain rural family registers and 
work in cities totaled 290 million as of 2019(32). 
These workers make up 34.9% of the urban popu-
lation and play a crucial role in manufacturing in-
dustries in coastal areas. Initially, receiving areas 
took measures such as requiring people coming in 
from the outside to quarantine for two weeks(33), 
but both areas sending and receiving such workers 
ended up supporting their smooth return through 
mutual cooperation by issuing health certificates 
and arranging special trains(34).

In March, while the number of new COVID-19 
cases decreased in China, the spread of the out-
break overseas emerged as a challenge, and the 
government began to focus on how to prevent 
“backflow.” On March 3, the Beijing government 
announced that anyone entering the country from 
South Korea, Italy, Iran, Japan, the United States, 
and any other countries with a significant num-
ber of COVID-19 cases, regardless of nationality, 
would be quarantined(35). Similar measures were 
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troducing bold measures to prevent the spread of 
the outbreak, such as large-scale quarantines and 
lockdowns, even with a small number of new cas-
es confirmed.

On the other hand, virus brought in from abroad 
is dealt with according to the infection situation 
of each country. The Heilongjiang provincial 
government, which shares the border with Rus-
sia, has tightened controls on the entry of return-
ees from Russia, which is a cause of the spread 
of COVID-19 in the north-east region, by thor-
oughly implementing inspection and quarantine 
measures at the time of entry, and by encouraging 
the reporting of illegal arrivals who circumvent 
the inspection with rewards as an incentive(45). On 
the other hand, with regard to South Korea, where 
the spread of COVID-19 was curtailed, the Chi-
nese government eased restrictions on the entry of 
South Koreans on the condition that PCR tests are 
conducted in both China and South Korea so as 
to not hinder the resumption of business activities 
and capital investment. The Chinese government 
also made a similar proposal to Japan(46).

2. Impact of the COVID-19 Pan-
demic with Significant Vari-
ance

Due to the spread of the COVID-19 pandemic, 
China recorded negative growth of minus 6.8% in 
the January-March 2020 period(47). However, the 
range of fluctuations in economic indicators var-
ies considerably based on region, time, and sec-
tor. Let’s review the movements of each indicator 
up to May and view the outlook for the Chinese 
economy in the second half of the year.

(1) Growth Rate in the January-March 
Period Was Affected by Different 
Industrial Structures

There is no precedent for China’s negative quar-

tions over the past week must be around 0.5 per 
100,000 people as one of the criteria for lifting its 
state of emergency declaration. In addition, since 
this information is linked to location information 
obtained from a smartphone, it can be confirmed 
at any time as needed, and is therefore effective in 
preventing people from approaching high-risk ar-
eas.

However, this is still not enough to completely 
contain the pandemic. The government has made 
clear its policy to contain the outbreak by not 
hesitating to quarantine a large number of close 
contacts or implement lockdowns. In Jiaxian in 
Pingdingshan, Henan Province, facilities other 
than hospitals and supermarkets were closed and 
public transportation services were suspended in 
response to the identification of two asymptomatic 
COVID-19 patients from a PCR test performed 
on medical workers at the end of March(39). Such a 
move locking down an entire county with a popu-
lation of 640,000(40) in response to only two con-
firmed asymptomatic cases can be said to be quite 
bold. On the other hand, Suifenhe in Heilongjiang 
Province(41), and Jilin and Shulan in Jilin Prov-
ince(42) saw a sharp increase in new cases acquired 
from returnees from Russia as the source of in-
fection, leading to the reintroduction of “Closed-
off Management.” Quarantine measures have also 
been implemented widely. Shenyang, the capital 
of Liaoning Province, is said to have quarantined 
as many as 7,500 close contacts after three new 
cases were confirmed within the first five days of 
May(43). Wuhan also responded to an increase in 
the number of asymptomatic cases by performing 
PCR testing on 9.98 million citizens by June 1(44).

It appears that the Chinese government is tak-
ing an exit strategy to ease restrictions and deter 
a “second wave” at the same by: 1) creating an 
information management system that encourages 
individuals to act in a risk-averse manner by man-
aging individual and regional risks on a network 
so they can refer to mutual risks at all times, while 
at the same time quickly determining the route 
of infection in the event of an outbreak; 2) utiliz-
ing the mutual monitoring function of residential 
communities to prevent the spread of the outbreak 
through “Closed-off Management;” and 3) in-
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growth rate in regions with these emerging indus-
tries was restrained to a certain extent, regions that 
depend on such industries, such as the automobile 
industry, that had experienced a drop in demand 
due to the spread of COVID-19 and that had also 
faced supply concerns caused by disruption of the 
supply chain, were seriously affected.

As noted earlier, Hubei Province saw negative 
growth of minus 39.2% on a year-over-year basis 
in the January-March 2020 period. The cumulative 
number of COVID-19 cases in Hubei Province ac-
counted for 80% of China’s total, and lockdowns 
were implemented in major cities, which meant 
that the economy virtually ground to a standstill. 
By supply category, primary industry saw a 25.3% 
decrease, secondary industry a 48.2% decrease 
and tertiary industry a 33.3% decrease(49), with 
secondary industry suffering the most serious im-
pact.

Outside of Hubei Province, growth was down 
just 1-9%. Not all provinces publish their growth 
rates, but there is no clear correlation between 
the cumulative number of COVID-19 cases and a 
decline in growth rate (Fig. 7). For example, al-
though Tianjin’s growth rate was down 9.5% from 
a year ago, the cumulative number of COVID-19 
cases as of the end of March stood at 174, a rela-

terly growth even when we look back at the time 
of the Lehman Brothers collapse in 2008 or the 
Asian Financial Crisis in 1997 (Fig. 6). By supply 
category, primary industry saw a 3.2% decline, 
secondary industry saw a 9.6% decline, and tertia-
ry industry saw a 5.2% decline. The spread of the 
COVID-19 pandemic affected not only secondary 
and tertiary industries but also primary industry. 
On the back of higher food prices, March’s con-
sumer price index (CPI) rose 4.3% year-on-year.

By sector, the manufacturing industry (down 
10.2% year-on-year), construction industry (down 
17.5% year-on-year), wholesale and retail in-
dustry (down 17.8% year-on-year), transporta-
tion and warehousing and postal industry (down 
14.0% year-on-year), and accommodation and 
food services industry (down 35.3% year-on-year) 
all experienced significant declines. On the other 
hand, telecommunication, software and informa-
tion technology services (up 13.2% year-on-year), 
which saw an increase in demand due to factors 
such as a rise in remote working, as well as finan-
cial services (up 6.0% year-on-year) remained ro-
bust.

As of March 11, Alibaba covered 120 million 
students with its distance learning application, 
called “Ding Talk”(48). Although the decline in 

Fig. 6   Quarterly GDP Growth by Supply Category (YoY)

Source: Prepared by The Japan Research Institute, Limited based on NBS materials
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tively small figure. This is because Tianjin is high-
ly dependent on the petrochemical and automotive 
industries(50).

Although the performance of enterprises in the 
industrial production sector deteriorated mark-
edly in all industries, profits in the oil, coal, and 
other fuel processing industries and the automo-
bile manufacturing industry in the January-March 
quarter fell by 187.6% year-on-year and 80.2% 
year-on-year, respectively, a decline that greatly 
exceeded the 36.7% decline seen in the entire in-
dustrial production sector(51). The same can be said 
of Jilin Province, which saw its economic growth 
fall sharply despite a low number of confirmed 
cases. Like Tianjin, Jilin Province is highly depen-
dent on petrochemicals and the automobile indus-
try.

On the other hand, in some regions, the rate of 
decline in economic growth was limited despite a 
high cumulative number of COVID-19 cases. Be-
cause of its proximity to Hubei Province, Hunan 
Province is the fourth most infected province, but 
the rate of decline in economic growth is small, at 

minus 1.9% year-over-year. By supply category, 
primary industry saw a 3.3% decrease, secondary 
industry a 3.0% decrease and tertiary industry a 
1.0% decrease, recording a slight decline in each 
category.

Hunan Province did not provide reasons for 
this, but according to media reports, medical mask 
production rose 16.4 times from the same period 
last year, indicating growth in the manufacture of 
medical equipment, sanitary materials and phar-
maceuticals(52). In fact, Valin Steel Co., Limited, 
a state-owned steel company, shipped a large 
amount of medical supplies, including face masks 
and protective clothing, not only within China, but 
also exporting them to South Korea, India, Austra-
lia, and Spain(53).

However, this alone cannot explain the small 
rate of growth decline. China’s gross domestic 
product (GDP) announced by local governments, 
when added up, exceeds the national growth rate 
announced by the central government, so overre-
porting has become a habit (Miura [2013]). Hunan 
Province, for example, is highly suspect, and the 
same could be said of Jiangxi Province, which has 
the fifth largest cumulative number of COVID-19 
cases.

Regions can be divided into the following 
groups based on their characteristics: 1) regions 
such as Tianjin and Jilin Province, which are 
highly dependent on the automobile industry and 
whose growth rate has tended to decline; 2) re-
gions with suspect statistical credibility, such as 
Hunan Province; and 3) regions such as the Xinji-
ang Uighur Autonomous Region, where the num-
ber of confirmed cases has been small, along with 
its growth rate decline. Excluding these regions, 
the growth rate of many regions in the January-
March period was around minus 5% on a year-on-
year basis, regardless of the cumulative number of 
COVID-19 cases.

This is because the growth rate is affected not 
by the number of confirmed cases, but by the de-
cline in operating rates due to the extension of the 
Spring Festival holiday and suspension of opera-
tions until the “Resumption of Work and Produc-
tion.” As a result, little difference in the rate of 
growth decline can be identified due to factors 

Fig. 7   Correlation Between 
Cumulative Number of 
COVID-19 Cases and Growth 
Rate

Notes: Hubei Province and some provinces that do not re-
lease growth rates have been excluded.

Source: Prepared by The Japan Research Institute, Lim-
ited based on CEIC
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other than differences in industry structure, repre-
sented by the automobile industry and the IT in-
dustry. If this is the case, the most important task 
facing the Chinese government will be to increase 
enterprise operating rates.

The Ministry of Industry and Information 
Technology (MIIT) surveyed the movement of 
enterprises in the industrial production sector to-
ward resumption of their business activities. As 
of March 28, the rate of resumption of operations 
by enterprises above a certain size rose by 15.5% 
points from February 23 to 98.6% for the national 
average, and the reinstatement rate rose by 38% 
points from February 23 to 89.9%(54). As of May 
20, the resumption rate rose further to 99.1% and 
95.4%, respectively(55), approaching the level seen 
before the COVID-19 outbreak (Fig. 8).

In line with this, some economic indicators for 
the supply side in April and May, which will be 
discussed later, have returned to levels similar to 
those in the same months of the previous year. 
This has led to the emergence of optimism regard-
ing the future outlook in China. While the growth 
rate of major developed countries in the April-

June period is expected to drop further compared 
to the January-March period, only China’s growth 
rate is expected to turn positive in the April-June 
period. Moreover, China’s growth rate is predicted 
to grow faster than the IMF forecast for the whole 
year.

(2) Supply Side: Corporate 
Performance Recovers Slowly

The bullish outlook is based on the expectation 
that economic indicators, which fell sharply in 
February but recovered in March, will remain at 
virtually the same levels as the previous year even 
after April. This expectation became more realis-
tic when the Purchasing Manager’s Index (PMI) 
of companies showed a clear V-shaped recovery 
path.

The PMI, which is used to gauge business con-
fidence based on corporate buyer surveys, fell to 
35.7% in the manufacturing sector and 29.6% in 
the non-manufacturing sector in February, record-
ing their steepest drops since 2005 when statis-
tics were first recorded. The PMI for both sectors, 
however, returned to a level exceeding the 50-
mark, which separates growth from contraction, 
as early as in March (Fig. 9). It should be noted, 
however, that the PMI tends to show an upward 
trend compared to other economic indicators since 
it asks how new orders, production, and employ-
ment have changed compared to the previous 
month(56).

Compared with the PMI, the pace of recovery 
in corporate earnings in the industrial production 
sector has been slower. Revenue and profit for the 
January-February period fell 17.7% and 38.3%, 
respectively, on a year-on-year basis. Revenue 
and profit also fell 11.0% and 34.9%, respectively, 
in March from a year earlier, indicating slower 
recovery compared to that of the PMI (Fig. 10). 
While many of China’s economic indicators show 
year-on-year growth rates based on cumulative 
figures from the beginning of the year, it is diffi-
cult to determine single-month growth. This paper 
calculates the year-on-year growth rate for each 

Fig. 8   Movement Toward Resumption 
of Operations by Enterprises 
in the Industrial Production 
Sector (National Average)

Source: Prepared by The Japan Research Institute, Lim-
ited based on local media reports
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month by subtracting the cumulative value until 
the previous month from the cumulative value for 

that month.
Enterprises in the industrial production sector 

saw their rate of resumption of operations reach 
98.6% at the end of March, so business activities 
were expected to return to the same level as the 
previous year after April, but the pace of recov-
ery remained slow. In April, while revenue was 
up 5.3% year-over-year, profits were down 4.3% 
year-over-year, continuing on a declining trend. 
In May, profits were up 6.0% year-over-year but 
revenue was up a mere 1.8%, a sharp drop from 
the previous month. This indicates that corporate 
earnings remain unstable and that the outlook is 
not bright.

In China, since the latter half of 2018, the rate 
of profit growth has been lower than the rate of 
sales growth, with a rate of profit growth in 2019 
that was minus 3.3% compared to the previous 
year. Therefore, even if the rate of profit growth 
returns to that before the COVID-19 pandemic, 
corporate performance will remain sluggish. Giv-
en the slow recovery in corporate earnings, it is 
unreasonable to expect that China will be able to 
achieve economic growth exceeding the IMF fore-
cast for the full year.

Automobile sales were down 79% year-on-
year in February and down 43.3% year-on-year in 
March, but were up 4.4% year-on-year in April(57). 
In May, automobile sales were up 11.0%, thus 
achieving a V-shaped recovery(58). However, this 
was largely due to the government’s implementa-
tion of measures to stimulate demand. Through 
implementing a vigorous policy to stimulate con-
sumption and investment, the government is able 
to boost the performance of some companies tem-
porarily, but expanding the effect to entire indus-
tries and making it sustainable is very difficult.

(3) Demand Side: Recovery of 
Personal Consumption Will Take 
Time

1)  Investment Has Been Driven by State-owned 
Enterprises
Investment is the second most visible indicator 

of a V-shaped recovery following PMI. Growth in 

Fig. 10   Earnings of Enterprises Above 
a Certain Size in the Industrial 
Production Sector

Notes: Sales are calculated based on revenues from prin-
cipal operations until 2018 and operating revenues 
from 2019 onward. The data for the January-Febru-
ary period is based on a comparison with the same 
period of the previous year, and that for March and 
subsequent months is based on a comparison with 
the same month of the previous year.

Source: Prepared by The Japan Research Institute, Lim-
ited based on NBS materials

Fig. 9   China’s PMI

Source: Prepared by The Japan Research Institute, Lim-
ited based on NBS
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fixed asset investment declined 24.5% year-on-
year in the January-February 2020 period. At the 
time of the Lehman Brothers collapse, investment 
increased rather than decreased, in order to boost 
economic recovery. Even if we go back to 1998, 
there had been no examples in which investment 
growth rate recorded a double-digit decline, in-
dicating that China had never experienced such 
a situation. Fixed asset investment, however, fell 
9.4% in March, rose 0.7% in April, and main-
tained positive growth of 3.9% in May(59).

This was driven by investment by state-owned 
enterprises and state-owned holding companies, 
which accounted for 40% of the total. Private 
investment, which accounted for 60% of total 
investment, continued to decrease by 0.5% com-
pared to the same month last year. On the con-
trary, investment by state-owned enterprises and 
state-owned holding companies in April increased 
by 5.8%, returning to the level seen before the 
COVID-19 outbreak, and increased by 11.3% in 
May, marking its highest growth in three years 
(Fig. 11).

Looking at the growth rate for fixed asset in-

vestment by region in the January-April 2020 pe-
riod, the pace of recovery was faster than for other 
economic indicators. For example, investment in 
seven provinces, municipalities, and autonomous 
regions has already turned positive. Specifically, 
investment in the Tibetan Autonomous Region in-
creased by 11.3% year-on-year, while investment 
in the Xinjiang Uygur Autonomous Region in-
creased by 19.1% year-on-year, with both regions 
recording double-digit growth. While 26 prov-
inces, municipalities, and autonomous regions re-
corded a year-on-year decline in growth exceed-
ing minus 10% in the January-February period, 
the number of such provinces, municipalities, and 
autonomous regions decreased to seven in the 
January-April period (Fig. 12). This indicates that 
March or April’s year-on-year growth rate turned 
positive in many regions.

In regions where investment in fixed assets is 
recovering rapidly, the ratio of investment in fixed 
assets by state-owned enterprises is high, indicat-
ing that the government is driving investment. Un-
like private consumption, investment can be easily 
increased according to the government’s wishes, 

Fig. 11   Growth in Fixed Asset 
Investment

Fig. 12   Classification of Regions Based 
on Year-on-Year Growth in 
Fixed Asset Investment

Notes: Investment by state-owned enterprises and state-
owned holding companies is calculated by deduct-
ing investment by the private sector from total in-
vestment.

Source: Prepared by The Japan Research Institute, Lim-
ited based on NBS materials

Source: The Japan Research Institute, Limited based on 
CEIC
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and it also has the advantage that it is likely to 
have an effect on economic growth. In addi-
tion, local governments are striving to control the 
spread of infection and achieve a quick economic 
recovery, as the success of their measures deter-
mines their superiority or inferiority. Therefore, 
the scheme of economic recovery by increasing 
investment is expected to spread throughout Chi-
na and become an engine supporting the Chinese 
economy in the second half of the year.

2)  Private Consumption: The Shift from 
Spending to Saving
Although demand-side economic indicators are 

not as weak as supply-side indicators, the pace of 
recovery is slow. Household consumption in the 
January-March period declined 8.2% from the 
same period last year due to the imposition of cur-
fews. As a result, retail sales reflecting personal 
consumption declined by 20.5% year-on-year in 
the January-February period and by 15.8% year-
on-year in March. Retail sales have been weak 
since then, with April down 7.5% year-on-year 
and May down 2.8% year-on-year, taking time to 
return to the same levels as the same period of the 
previous year (Fig. 13). Even going back as far 

back as 2000, there were no examples in which 
retail sales growth was negative for five consecu-
tive months.

The economic contraction caused by COV-
ID-19 differs from that of the Lehman Brothers 
collapse in that it involves a loss of domestic de-
mand due to the imposition of curfews. Therefore, 
the growth rate in the second half of the year will 
largely depend on to what extent personal con-
sumption recovers. China is highly dependent on 
investment, with personal consumption account-
ing for 38.8% of GDP in 2019, which is lower 
than fixed capital formation of 42.4%. If personal 
consumption becomes the driving force in the 
post-COVID-19 economy, China can enhance 
the sustainability of its economic growth while 
shifting from an investment-led economy to a 
consumption-led one. The shift to a consumption-
led economy is one of the most desirable recovery 
patterns, as it is a policy issue that the Xi Jinping 
administration has considered essential to enhance 
the sustainability of economic growth.

In China, many regions issue gift certificates to 
boost personal consumption as a trigger for eco-
nomic recovery. As of mid-May, gift certificates 
were issued in 170 cities in 25 provinces, munici-
palities, and autonomous regions, with the total 
amount issued believed to have reached 19 billion 
yuan. In some regions, it is said that the certifi-
cates stimulate consumption and industrial re-
construction(60). Issuance amounts vary widely by 
city, with the largest of 2.3 billion yuan in Wuhan, 
followed by Wenzhou (1.8 billion yuan), Hang-
zhou (1.7 billion yuan) and Shenzhen (600 million 
yuan)(61). Because the gift certificates are funded 
by local governments, the amount issued is not 
very large, with even the largest amount issued by 
Wuhan, for example, representing only 2.3% of 
the city’s retail sales in the January-March period.

Another reason for rising expectations for per-
sonal consumption is that Chinese consumers feel 
positively about consumption despite the spread 
of COVID-19. The Consumer Confidence Index, 
a measure of the confidence of consumers con-
cerning economic conditions, declined by 5.6% 
year-on-year in February, by 1.5% year-on-year in 
March, and by 7.1% year-on-year in April. How-

Fig. 13   Growth in Consumption 
Expenditure and Retail Sales

Notes: Nominal basis.
Source: Prepared by The Japan Research Institute, Lim-

ited based on NBS
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ever, the decline was by a smaller margin than 
seen in 2016, when excessive capacity and debt 
reduction were urgently needed (Fig. 14).

A Consumer Confidence Index over the 100-
mark indicates that consumers are optimistic 
about the future. In China, the ratio has remained 
at a high level of over 120 since the latter half of 
2017. According to organizations such as Ipsos, 
which study the consumer confidence indices of 
major countries, including China, although Chi-
na’s index fell as a result of the COVID-19 out-
break, Chinese consumers still remain the most 
active in the world given the fact that the original 
level of the index was so high(62).

Even in China, many people believe that per-
sonal consumption is the key to Chinese economic 
recovery(63). In fact, the number of searches for 
travel during the long weekend in early May in 
China is said to have increased by 70% compared 
to the same period last year(64), indicating the ex-
pectation of an early recovery in personal con-
sumption. On the other hand, the number of tour-
ists who actually traveled during the long week-
end was only 47% of the previous year’s figure, 
while per-capita spending was only 69%. Some 

believe that many people will refrain from travel-
ing until the “National Day” holiday in October 
(McKinsey [2020a]). There are differing views on 
the outlook regarding personal consumption.

Personal consumption depends on to what ex-
tent the employment and income environment im-
proves. In the January-March period, the number 
of new jobs in urban areas was just 2.29 million, 
down 950,000 from the same period last year(65), 
resulting in a rise in the March unemployment 
rate by 0.9% points year-on-year to 5.9%. The 
fact that consumption expenditure in the January-
March period fell by 12.5% from the same period 
of the previous year, significantly exceeding the 
3.9% decrease in disposable income (on a real 
basis, respectively)(66) suggests that there is great 
uncertainty among households about future em-
ployment and income. At the National People’s 
Congress (NPC) held in May, targets were set to 
create 9 million new jobs in urban areas and lower 
the urban surveyed unemployment rate to around 
6% in 2020. The urban surveyed unemployment 
rate was 6.0% in April and 5.9% in May, which 
were close to the target rate, but there is no sign 
that it will return to the lower 5% level that was 
seen before the COVID-19 outbreak. The unem-
ployment rate estimated by private companies is 
much higher than the government’s official figure, 
which suggests that households are experiencing 
an unprecedented level of uneasiness.

The Bank of Australia and New Zealand (ANZ) 
estimates unemployment at around 16% if those 
who reluctantly work part-time are included(67), 
while Zhongtai Securities estimates that the num-
ber of unemployed persons exceeds 70 million, 
with an unemployment rate of 20.5%, due to the 
sluggish service sector and drop in exports(68). It is 
reasonable to assume that households are curbing 
consumption because the employment and income 
situation has deteriorated more than what is indi-
cated by the government’s official unemployment 
rate.

The reason why the Consumer Confidence In-
dex in China remains at a higher level than in 
other countries despite the COVID-19 pandemic 
is due to the unique Chinese practice of infor-
mation control(69). Therefore, it is not possible to 

Fig. 14   China’s Consumer Confidence 
Index and Growth

Source: Prepared by The Japan Research Institute, Lim-
ited based on CEIC
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replace the index with the actual consumer confi-
dence value. Premier Li Keqiang said in the NPC 
that “The Chinese have never been discouraged 
by hardships, and today, Chinese people have 
resilience and the ability to overcome any chal-
lenge.”(70). Although such propaganda serves to 
boost the Consumer Confidence Index, it cannot 
actually increase consumer confidence in a real 
sense.

According to a survey by the People’s Bank of 
China, the preference of city depositors for sav-
ings increased rapidly during the January-March 
2020 period (Fig. 15). Even if measures to pre-
vent the spread of COVID-19 work at the national 
level, households still face the risk of large-scale 
quarantines and lockdowns at the regional level, 
making it difficult for households to retain a posi-
tive outlook on employment and income. Even 
though this situation is expected to continue, the 
idea that individual consumption will support the 
economy in the second half of the year can be 
considered to be overly complacent given the situ-
ation that consumers face. Rather, it is necessary 
to be wary of the possibility that slow recovery 

of personal consumption could lead to a vicious 
circle in which job insecurity becomes prolonged 
and consumers become more savings-oriented.

In order to make personal consumption a driv-
ing force for the Chinese economy, temporary 
measures to stimulate consumption, such as the 
distribution of digital gift certificates, are not 
sufficient, and fundamental measures to dispel 
anxiety about the future through expansion of 
the social security system and lowering the pref-
erence for savings are necessary (Miura [2010]). 
Although China has approached “universal insur-
ance” through the expansion of its social insur-
ance system, it is still considered “low security,” 
with the exception of public servants and those 
employed by state-owned enterprises, and is vul-
nerable to the risks of unemployment, illness and 
aging. The government should reduce the prefer-
ence for savings by solving this problem, but in-
stead, it has come up with a policy that heightens 
anxiety about the future, such as deteriorating the 
balance of funds that support the social security 
system by reducing social insurance premiums(71).

3)  Exports: Shipments to the United States and 
Europe Have Slumped Again
Exports, like investment, is an economic indica-

tor that tends to show rapid recovery. Manufactur-
ing industries around the world, including those in 
Japan, such as automobiles and personal comput-
ers, realized anew the extent of China’s presence 
in the supply chain, as evidenced by the shortage 
of parts that arose due to the shutdown of Chinese 
factories. However, the decline in Chinese exports 
was limited.

While exports decreased by 40.4% year-on-
year in February 2020, they turned positive and 
increased by 3.5% year-on-year in April after re-
cording a decline of 6.8% year-on-year in March 
(Fig. 16).

This was due to the fact that exports, which had 
been delayed, began moving again as a result of 
the resumption of plant operations, as seen in the 
sharp recovery of the new export orders index for 
March’s manufacturing PMI from 28.7% in Feb-
ruary to 46.4%. It was also fortunate that export 
capacity did not decline due to the absence of 

Fig. 15   Usage of Money in the 
Future (Report Based on the 
Questionnaire for City Depositors 
by the People’s Bank of China)

Source: Prepared by The Japan Research Institute, Lim-
ited based on CEIC
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large-scale COVID-19 outbreaks in the coastal re-
gions such as Guangdong Province, Jiangsu Prov-
ince, and Zhejiang Province. The three provinces 
account for 28.8%, 16.1%, and 13.6% of total 
exports, respectively. Meanwhile, the total num-
ber of new confirmed cases in the three provinces 
stood at 1,864 in February, 219 in March, 105 in 
April, 7 in May and 48 in June, which contributed 
to steady progress in “Resumption of Work and 
Production.”

By item, exports of mainstay products have 
been recovering rapidly since the beginning of 
April. Exports of yarn, fabric and textile products 
(SITC 65) grew by only 0.8% year-on-year in the 
January-April period, but by 50.5% year-on-year 
in April alone. Similarly, exports of office equip-
ment and automated data processing equipment 
(SITC 75) saw a 5.4% decline year-on-year in the 
January-April period, but grew 26.3% year-on-
year in April alone.

By country and region, exports in the January-
February period to the EU were down 29.9% 
year-on-year, those to the United States were 
down 27.4% year-on-year, and those to emerging 
countries were down 13.2% year-on-year, indicat-
ing sluggish exports to all destinations. However, 
this was largely due to factors pertaining to China, 

as the number of working days decreased follow-
ing the extension of the Spring Festival holiday. 
In fact, the “Resumption of Work and Produc-
tion” brought March exports back to the same 
level as the previous year, while April saw a slight 
increase in exports, with a 1.2% year-over-year 
increase in exports to Europe, and a 0.1% year-
over-year increase in exports to the United States 
(Fig. 17).

Whether exports will continue on a steady re-
covery track depends on the extent to which the 
economies of the recipient countries and regions 
recover. According to the IMF’s forecast in June, 
the growth rate of emerging and developing 
countries in 2020 will be minus 3.0%, that of the 
United States will be minus 8.0%, and that of the 
EU will be minus 10.2%. It is highly likely that 
exports, which appear to have recovered, will turn 
downward again in the future.

In fact, May’s exports fell 3.0% from a year 
earlier. The new export orders index of China’s 
manufacturing PMI, which recovered to 46.5% in 
March, fell again to 33.5% in April, and sank well 
below the 50-mark to 35.3% in May. As the Unit-
ed States prioritized economic resumption, the 
number of new COVID-19 cases, which had been 
on a declining trend, began to increase in mid-

Fig. 16   Growth in Exports Fig. 17   Growth in Exports by Country 
and Region

Source: Prepared by The Japan Research Institute, Lim-
ited based on NBS materials Source: The Japan Research Institute, Limited based on 
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June. The same could happen in European coun-
tries. It is unrealistic to think that exports would 
grow so fast that they would be able to support 
economic recovery in the second half of the year.

3. Is a V-shaped Recovery within 
2020 Achievable?

China believes that it can achieve high econom-
ic growth as a result of its remarkable success in 
preventing the spread of COVID-19. After intro-
ducing some of these viewpoints, the feasibility 
of such an idea will be examined from the view-
points of personal consumption and investment. 
The risk of sticking to a V-shaped recovery is also 
reviewed.

(1) Recovery Faster than the 
IMF Forecast: Emphasis on 
“Institutional Advantage”

Under the basic scenario by the IMF, the 
growth rate of the world economy, as well as that 
of China, would decline significantly in 2020, but 
in 2021, the growth rate would inevitably rise in 
reaction to this decline and a V-shaped recovery 
would be achieved. This scenario, of course, de-
pends on the effectiveness of measures taken by 
each country to prevent the spread of COVID-19 
and the success of the development of drugs and 
vaccines. Looking at the annual results, many 
countries are expected to follow a recovery path 
somewhere between a V and L shape, if not the 
classic V-shaped recovery (refer to Fig. 1 above).

The IMF’s economic forecast that China alone 
would achieve positive growth in 2020, while oth-
er major countries would fall into negative growth, 
has been widely introduced in China, and is posi-
tioned as one of the grounds for the “institutional 
advantage” in which the leadership of the Com-
munist Party and the superiority of the socialist 
system played an important role(72). This system 

includes not only measures to prevent the spread 
of the virus, but also the rule of the Communist 
Party, which is described as “national capitalism.”

The publicity effect of the “institutional advan-
tage” is great, and expectations for early recov-
ery of the economy are remarkably high in China 
compared to other countries with few confirmed 
cases. According to an opinion poll conducted 
by Ipsos in early April, 70% of people in China 
think that the economy will recover rapidly after 
the easing of lockdown measures (Fig. 18). This 
is the second highest expectation rate following 
Vietnam, which has virtually contained the spread 
of COVID-19 completely, with the cumulative 
number of cases at 355 and zero deaths during the 
period between January 23, when the first case 
was identified, and end-June. This expectation rate 
substantially exceeds that of Japan at 30%.

One of the most striking features of the eco-
nomic recovery in China is that the country is 
expected to achieve a V-shaped recovery in 2020, 
not 2021. Professor Cao Heping of Peking Uni-
versity predicts that the Chinese economy will re-

Fig. 18   The Economy Will Recover 
Rapidly After the Easing of 
Lockdown Measures (Opinion 
Poll)

Notes: The poll was conducted between April 9 and 12 in 
15 countries, targeting 29,000 people in total.

Source: Prepared by The Japan Research Institute, Lim-
ited based on Ipsos materials
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(2) Personal Consumption Based on  
Data: “The 90% Consumption” Has 
Become the New Normal

In 2020, all developed countries are anticipated 
to record negative growth, and in emerging and 
developing countries such as South America and 
Africa, infection is also likely to spread. Given 
this situation, only personal consumption and in-
vestment can be expected to drive the economy in 
the second half of the year. But the stimulus pack-
age presented by the NPC was not strong enough 
to support a V-shaped recovery.

Among the policies announced by Prime Min-
ister Li Keqiang at the NPC, those with specific 
budgetary measures and numerical targets are as 
follows: 1) burdens will be reduced by 500 bil-
lion yuan through new tax cuts and a reduction in 
social security fees, and by 2.5 trillion yuan via 
the delay of income tax payments by small and 
medium-sized enterprises and self-employed per-
sons; 2) issuance of special local bonds will be in-
creased by 1.6 trillion yuan to 3.75 trillion yuan in 
order to make investments within the central bud-
get of 600 billion yuan; and 3) major banks will 
be directed to increase their lending to small and 

cover in the second half of the year, with a growth 
rate of 3% in 2020, which is higher than the IMF’s 
forecast(73). At the same time, Liu Shangxi, Presi-
dent of the Chinese Academy of Fiscal Science, a 
think tank under the Ministry of Finance, said that 
China can grow by 2-3%(74). Furthermore, Jus-
tin Lin Yifu, former chief economist at the World 
Bank, added that the growth rate would turn posi-
tive for the April-June period, and eventually grow 
by 3-4%(75).

Similar views have been expressed outside of 
China. Deloitte projected full-year growth of 3.0-
3.5% at the end of April(76). This was quickly in-
troduced in China as well, and served to show that 
the “institutional advantage” advocated by the Xi 
Jinping administration was not self-praise at all. In 
China, it is often reported that advanced countries, 
including Japan, will fall into negative growth, but 
pessimistic views about China are rarely intro-
duced. For this reason, the notion of “institutional 
advantage” has been adopted naturally among the 
people.

However, it is not easy to achieve growth that 
exceeds the IMF’s expectations. I estimated how 
much growth would be required after the April-
June period in order to achieve the IMF’s fore-
cast of 1.0% and the Chinese forecast of 3% and 
4% based on the assumption that the growth rate 
would continue to increase every quarter. In order 
to achieve 3% growth, it is necessary to return to 
positive growth of 2% for the April-June period 
and subsequently achieve growth of 6% and 9% 
for the July-September period and October-De-
cember period, respectively.

Growth of 4% will raise the bar even further, 
requiring 3%, 7% and 10% growth for the respec-
tive periods (Fig. 19).

This is not a feasible level given that outbreaks 
are still occurring (albeit sporadically), that social 
distancing is still necessary to prevent the spread 
of the virus, and that economic activities similar 
to those before the COVID-19 outbreak are diffi-
cult at the individual and corporate level.

Fig. 19   Quarterly Economic Growth 
for 2020

Notes: Growth rate is on a year-on-year basis.
Source: Prepared by The Japan Research Institute, Lim-

ited based on NBS materials
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medium-sized enterprises by 40%. In addition, the 
budget deficit will be increased by 1 trillion yuan 
from the previous year, and special government 
bonds to combat infectious diseases totaling 1 tril-
lion yuan will be issued.

Although a comparison with the previous year 
is not straightforward, the economic stimulus 
package for 2020 will total 7.2 trillion yuan, in-
cluding a grace for tax payments. Although this 
figure is higher than the 4 trillion yuan at the time 
of the Lehman Brothers collapse, it is only 7.2% 
of GDP and about half of the 12.5% indicated 
at that time. Premier Li Keqiang sees the pack-
age as an attempt to ease the decline in household 
income(77), but it is unclear to what extent it will 
stimulate consumption by households, which are 
reducing their spending by more than the decline 
in income.

It is difficult to predict the future of personal 
consumption if we rely solely on government sta-
tistics. Various studies have been conducted by 
private companies and universities on how the 
spread of the COVID-19 infection will change 
consumer behavior. I would like to predict the fu-
ture based on these studies.

The first is the Migration Index (“迁徙规模指
数 ” in Chinese) by Baidu, China’s largest search 
engine(78). The index is based on personal location 
data obtained from smartphones, and shows the 
extent to which personal mobility is limited com-
pared to the previous year on a daily basis. The in-
dex was originally developed to reveal population 
movements during the Spring Festival holiday, but 
was used in 2020 to confirm the routes by which 
the virus spread as well as the effectiveness of 
curfew measures.

The index is also closely related to personal 
consumption. Although curfews increase the 
weight of online consumption, mobility and con-
sumption are closely linked. According to Baidu’s 
“China Urban Vitality Research Report,” the scale 
of people’s movements in China as a whole de-
clined sharply after the NHC’s first announcement 
on January 20, followed by a gradual recovery, 
but the January-March period saw a 58% decrease 
from the same period last year. This is in line with 
the consumption dynamics that Baidu is research-

ing with China UnionPay (Baidu [2020]), and 
there appears to be a positive correlation between 
the two.

Baidu stopped releasing the Migration Index in 
early May as the economy began to normalize. In 
reality, however, there is no sign of a return to the 
level in April of last year. Regarding Guangdong 
Province, where the largest number of migrant 
workers come and go, the recovery rate was calcu-
lated by dividing the index in 2020 by the value in 
2019. Based on this calculation, the recovery rate 
in March was 89.2% on average, up sharply from 
48.7% in the previous month; however, the recov-
ery rate in April was 86.4%, with a slight decline 
month-over-month (Fig. 20). Since the number 
of new COVID-19 cases in Guangdong Province 
stood at 829 in February, 152 in March and 87 in 
April, the movement of people is not necessarily 
correlated with the number of new confirmed cas-
es. In Guangdong Province, the 90% level of per-
sonal consumption compared with the level prior 
to the COVID-19 outbreak, or in other words, the 
“90% consumption,” is becoming the new normal.

The reason why the movement of people does 

Fig. 20   Migration Index for 
Guangdong Province 
(Comparison Between 2019 
and 2020)

Notes: Data for April is until the 18th.
Source: Prepared by The Japan Research Institute, Lim-

ited based on Baidu materials
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not correspond with the number of new COV-
ID-19 cases is that the measures for preventing the 
spread of the virus will remain in place for a while 
even after the number of new cases has decreased, 
and that people remain strongly vigilant against 
the spread of the virus, as seen in the large-scale 
outbreak in Beijing in June where there were no 
new infections. People’s movement and conse-
quent consumption should not naturally increase 
even when entering a phase where the outbreak is 
contained, but instead should be considered to de-
pend on people’s mental state, which affects how 
they assess the risk of infection.

As a second data point, I would like to note 
the Stringency Index by Oxford University. This 
index is an arithmetic mean based on the degree 
of restriction on individuals, schools, and compa-
nies, with a higher value indicative of more strin-
gent restrictions (Hale, Angrist, Kira, Petherick 
and Phillips [2020]). In China, the index remains 
high despite a decline in new infections, with little 
changes since March (Fig. 21). In late June, the 
index stood at 82, higher than the 28 seen in Ja-
pan and 69 in the United States. Although China 
was among the first countries to move toward nor-

malization in response to a decline in the number 
of new confirmed cases, it has maintained tighter 
restrictions than Japan following its state of emer-
gency declaration.

How will households behave in this environ-
ment? Finally, I would like to share the results of 
questionnaire surveys conducted by several uni-
versities. The Southwest University of Finance 
and Economics, which has a good reputation for 
surveying household financial assets, and the Ant 
Financier Group, an affiliate of Alibaba, conduct-
ed an online survey of about 30,000 people from 
late February to early March, when the number of 
COVID-19 cases was starting to settle down, and 
clarified the impact of the spread of COVID-19 on 
household income, expenditure and assets (Sur-
vey and Research Center for China Household Fi-
nance at the Southwest University of Finance and 
Economics and Ant Financial Group Research In-
stitute [2020]).

According to the survey, while 58.8% of re-
spondents believed that the Chinese economy 
would start to recover within six months, 50.2% 
placed priority on saving rather than consumption 
(Fig. 22). Households are optimistic about the na-

Fig. 21   Stringency Index by Oxford 
University (Comparison of 
Japan, U.S. and China)

Source: Prepared by The Japan Research Institute, Lim-
ited based on the Oxford COVID-19 Government 
Response Tracker

Fig. 22   Household Propensity 
to Consume/Save After 
COVID-19 is Contained

Source: The Japan Research Institute, Limited based 
on the Survey and Research Center for Chi-
na Household Finance at the Southwest Uni-
versity of Finance and Economics, and Ant 
Financial Group Research Institute [2020]
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tional economy, but that does not mean they will 
increase consumption. This result is consistent 
with the survey of city depositors conducted by 
the People’s Bank of China, which was mentioned 
earlier in this report, and proves that households’ 
appetite for consumption has declined due to the 
COVID-19 pandemic.

A similar survey conducted by Shanghai Uni-
versity of Finance and Economics between the 
end of March and the beginning of April found 
that 61.9% of respondents had shifted their focus 
to saving due to the spread of COVID-19 (Lee 
[2020]). The study found that 54.7% of people 
would bring consumption back to the previous 
level “after the outbreak is contained,” but no one 
knows when the “outbreak will end” as a result 
of the development of vaccines and drugs. Even 
if the situation where there are no new infections 
continues in China, there is always a risk that the 
virus will be brought in from abroad.

According to a survey of Chinese consum-
ers conducted by McKinsey in May, when asked 
whether they would increase consumption in 1) 
online shopping (non-food products), 2) online 
shopping (food products), 3) brick-and-mortar 
retailers (food products), 4) shopping malls, 5) 
brick-and-mortar retailers (non-food products), 6) 
domestic travel, 7) events (movies, concerts, etc.), 
and 8) overseas travel, the number of answers 
with “Would increase” exceeded the answers with 
“Would reduce” only in 1) online shopping (non-
food products) and 2) online shopping (food prod-
ucts), and the number of answers with “Would 
reduce” exceeded the number of answers with 
“Would increase” in other items (Fig. 23).

The survey was conducted at a time when the 
number of new COVID-19 cases per day had 
fallen to five. Nonetheless, given the fact that con-
sumers remained cautious about spending, people 
remain strongly guarded with respect to COV-
ID-19, and this attitude will not easily change go-
ing forward. The major outbreaks in Beijing and 
the spike in the number of new cases in June sure-
ly had a negative impact on consumer sentiment, 
which had been improving up until then.

(3) Return to an Investment-led 
Economy: Risks of “Old Wine in a 
New Bottle”

If the government attempts to raise the econom-
ic growth rate for 2020 to a level higher than the 
IMF’s forecast amid a situation where private con-
sumption has not returned to the level “prior to the 
COVID-19 outbreak” and external demand cannot 
be expected, it will eventually have to rely on in-
vestment. Will China return to an investment-led 
economy as a result of the COVID-19 outbreak? 
The key is how much growth the government ex-
pects and how much investment it will carry out 
to achieve it.

In May, the NPC did not set a growth target for 
2020. As General Secretary Xi Jinping showed 
during a meeting with the NPC delegation from 
Inner Mongolia, the government had been plan-
ning on a target of around 6% year-on-year growth 
if COVID-19 had not been a factor(79). This is sup-
ported by growth targets set by local governments. 
Most provinces had already finished their people’s 
congress before the NHC’s first announcement, 
but they had set a target of around minus 0.5% 
points year-on-year (Table 2).

Fig. 23   Consumer Sentiment Survey 
in China

Source: Prepared by The Japan Research Institute, Lim-
ited based on McKinsey [2020b]

28

22

18

16

9

11

10

4

0 20 40 60 80 100

1)  Online shopping
 (non-food products)

2) Online shopping 
 (food products)

3) Brick-and-mortar  
 retailers (food products)

4) Shopping malls

5) Brick-and-mortar retailers 
 (non-food products)

6) Domestic travel

7) Events (movies, 
 concerts, etc.)

8) Overseas travel

Would reduce No changes Would increase

(%)

17

12

28

22

31

34

36

36



26 RIM   Pacific Business and Industries Vol. XX, 2020 No. 77

The central government’s decision not to set 
a growth target left local governments’ January 
target in limbo. In the meeting mentioned above, 
General Secretary Xi Jinping stated that high tar-
gets require strong stimulus measures, making it 
even more difficult to achieve the economic and 
social goals that should be achieved. Therefore, 
local governments could no longer maintain their 
existing growth targets.

The growth rate that local governments should 
aim for can be seen in Sichuan Province and Yun-
nan Province, where the date of the people’s con-

gress was delayed until May due to the spread 
of COVID-19. The local governments of the two 
provinces set growth targets based on the “national 
average.” They cannot actually be called targets 
since the “national average” cannot be identified 
until afterward, but they can be considered as safe 
targets that took into account the intentions of the 
Xi Jinping administration.

However, it is premature to conclude that local 
governments have abandoned their high growth 
targets. For example, at the people’s congress held 
on May 26 after the NPC, Jiaozhou City in Qingd-

Table 2   GDP Targets and Actual Results by Region

Notes: The data is in descending order of economic scale, and the evaluation of achievement is indicated by “〇” in cases where the actual results are 
within ±0.5% points of the target, “◎”in cases where the actual results exceed the target by +0.5% points, and “×” in cases where the actual re-
sults are below the target by -0.5% points.

Source: Prepared by The Japan Research Institute, Limited based on local media reports and NBS materials

Provinces, municipalities, 
and autonomous regions

2020 target
Date of people’s 

congress
2019 target 2019 actual

Achievement rate
(±0.5%p)

1 Guangdong Around 6% January 15 6.0-6.5% 6.2% 〇
2 Jiangsu Around 6% January 22 6.5% or higher 6.1% 〇
3 Shandong 6% January 18 6.5% 5.5% ×
4 Zhejiang 6.0-6.5% January 12 Around 6.5% 6.8% 〇
5 Henan 7% January 10 7.0-7.5% 7.0% 〇
6 Sichuan National average + around 2% May 9 Around 7.5% 7.5% 〇
7 Hubei Around 7.5% January 13 7.5-8.0% 7.5% 〇
8 Fujian 7.0-7.5% January 12 8.0-8.5% 7.6% 〇
9 Hunan Around 7.5% January 13 7.5-8.0% 7.6% 〇

10 Shanghai Around 6% January 16 6.0-6.5% 6.0% 〇
11 Anhui Around 7.5% January 12 Around 6.5% 7.5% ◎
12 Beijing Around 6% January 12 6.0-6.5% 6.1% 〇
13 Hebei Around 6.5% January 7 Around 6.5% 6.8% 〇
14 Shaanxi Around 6% January 17 7.5-8.0% 6.0% ×
15 Liaoning Around 6.5% January 13 National average 5.5% ×
16 Jiangxi Around 8% January 15 8.0-8.5% 8.0% 〇
17 Chongqing 6% January 11 6% 6.3% 〇
18 Yunnan National average May 10 Around 8.5% 8.1% 〇
19 Guangxi 6.0-6.5% January 12 Around 7% 6.0% ×
20 Inner Mongolia Around 6% January 26 Around 6% 5.2% ×
21 Shanxi Around 6.1% January 13 Around 6.3% 6.2% 〇
22 Guizhou Around 8% January 15 Around 9% 8.3% ×
23 Tianjin Around 5% January 16 Around 4.5% 4.8% 〇
24 Heilongjiang Around 5% January 12 5% or higher 4.2% ×
25 Xinjiang Uyghur Around 5.5% January 7 Around 5.5% 6.2% ◎
26 Jilin 5-6% January 13 5-6% 3.0% ×
27 Gansu 6% January 11 Around 6% 6.2% ◎
28 Hainan 6.5% January 15 7.0-7.5% 5.8% ×
29 Ningxia Hui Around 6.5% January 11 6.5-7.0% 6.5% 〇
30 Qinghai 6.0-6.5% January 15 6.5-7.0% 6.3% 〇
31 Tibet Around 9% January 7 Around 10% 8.1% ×
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ao, Shandong Province(80) set an ambitious growth 
target of around 7% for 2020(81). Jiaozhou City is 
by no means an exception. Jizhou, Hengshui City, 
Hebei Province, held a people’s congress on May 
29 and set a growth target of 7% for 2020, which 
was the same as the previous year’s target(82).

It appears that many local governments, espe-
cially those in the third level administrative divi-
sion, have set higher growth targets. The real in-
tentions of local government officials are to show 
that they are running an excellent economy by 

achieving high growth despite the COVID-19 pan-
demic.

Local governments are eager to invest. The in-
vestment plan for the key projects of 22 provinces, 
municipalities, and autonomous regions in 2020, 
which can be compared with the previous year as 
of the beginning of June, totaled 8,127.5 billion 
yuan, up 12.1% year-on-year (shaded portions of 
Table 3). Most of the plans were announced in 
March, demonstrating the strong enthusiasm of 
local governments for economic recovery through 

Table 3   Key Project Investment Plan for 2020 by Local Governments (As of June 5, 
2020)

Notes: The data are in descending order of economic scale. Regions with N.A. provided only a list of projects and did not specify the 
amount of investment. The fixed capital formation ratio shows the value for 2017.

Source: The Japan Research Institute, Limited based on local media reports

2020 plan
(100 million yuan)

Overall plan
(100 million yuan)

Changes in the 2020 
plan
(%)

Fixed capital formation 
ratio (%)

1 Guangdong 7,000 59,000 7.7 18.2

2 Jiangsu 5,410 N.A. 1.5 14.9

3 Shandong N.A. N.A. － －
4 Zhejiang 4,150 30,489 6.4 19.0

5 Henan 8,372 33,000 5.5 27.5

6 Sichuan 6,000 44,000 5.3 33.9

7 Hubei 2,263 13,291 9.5 11.0

8 Fujian 5,005 38,400 9.4 28.4

9 Hunan 3,050 10,000 18.5 17.8

10 Shanghai 1,500 N.A. 10.1 13.0

11 Anhui 4,267 13,055 220.1 31.4

12 Beijing 2,523 N.A. 7.2 24.3

13 Hebei 2,402 18,833 13.9 12.6

14 Shaanxi 5,014 34,202 － 35.4

15 Liaoning N.A. N.A. － －
16 Jiangxi 2,390 11,194 16.5 24.5

17 Chongqing 3,476 26,000 0.5 35.1

18 Yunnan 4,400 50,000 ▲14.2 29.7

19 Guangxi 1,675 19,620 ▲30.8 18.5

20 Inner Mongolia 5,059 25,790 137.7 48.7

21 Shanxi N.A. N.A. － －
22 Guizhou 7,262 N.A. 0.8 79.9

23 Tianjin 2,105 10,125 34.7 20.8

24 Heilongjiang 2,000 8,856 － 20.7

25 Xinjiang Uyghur 2,216 7,924 － 20.7

26 Jilin N.A. N.A. － －
27 Gansu 1,779 9,958 32.8 50.0

28 Hainan N.A. N.A. － －
29 Ningxia Hui 510 2,269 ▲0.4 13.3

30 Qinghai 677 3,772 ▲26.8 17.3

31 Tibet N.A. N.A. － －
Total 90,505 469,778 17.7 24.5
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leveraging investment.
Although ambitious investment plans appear 

to contradict Xi Jinping’s wishes, the Communist 
Party of China (CPC) told at the Politburo Stand-
ing Committee in March that it would encourage 
a new type of infrastructure investment known as 
“New Infrastructure Construction,”(83) and provid-
ed local governments with an “indulgence” to ex-
pand investment. Local governments do not take 
responsibility for problems such as excessive debt 
and bad loans caused by reckless investment, and 
they hope that the higher government will even-
tually come to the rescue, making it difficult for 
them to resist the urge to invest.

New infrastructure refers to seven areas(84): 1) 
5G base stations, 2) ultra-high voltage transmis-
sion, 3) intercity High-Speed Rail (HSR) and rail 
transport, 4) new-energy vehicle charging net-
works, 5) data centers, 6) artificial intelligence 
(AI), and 7) IoT. The importance of the new infra-
structure was indicated at the Central Economic 
Working Conference held at the end of 2018, but 
it was upgraded to a priority investment area for 
2020 and beyond in order to enable early recovery 
from the COVID-19 pandemic while at the same 
time laying the foundation for China’s medium- to 
long-term growth.

There will be no problem if local governments 
concentrate on investing in new infrastructure. 
However, investment in new infrastructure is less 
effective in boosting the economy and creating 
jobs compared to traditional infrastructure invest-
ments. Local governments have turned their at-
tention to the quantity of investments, not quality. 
Traditional infrastructure investments have been 
a “magical weapon” that is easy for local govern-
ments to wield(85), and they are tempted to choose 
traditional infrastructure investments.

Another problem is that investment in new in-
frastructure does not benefit state-owned enter-
prises because its investment targets are different 
from those of traditional infrastructure invest-
ments. Investment targets in new infrastructure, 
especially the digital field, are private companies 
such as Baidu, Alibaba, Tencent, and Huawei, and 
the structure between orderer and beneficiary is 
different from the case of investing in traditional 

infrastructure such as roads. In fact, new infra-
structure accounts for only 10-20% of infrastruc-
ture investment in 2020(86).

The problem that “New Infrastructure Con-
struction” can stimulate traditional investment 
and lead to overcapacity, reduced investment ef-
ficiency, and high leverage is also feared in China, 
and is described as “Old Wine in a New Bottle(87). 
In order to determine the sustainability of Chi-
na’s economic recovery, it is essential to consider 
what areas local governments are investing in and 
whether this will lead to improved investment ef-
ficiency and productivity.

It is premature to assume that because large-
scale stimulus measures were not set out during 
the NPC, local governments would adopt sound 
economic policies, or that problems such as over-
capacity, reduced investment efficiency and high 
leverage will not worsen in the future. China will 
likely be regarded as the country that achieved the 
fastest V-shaped recovery, just as it did after the 
collapse of Lehman Brothers. However, if we pro-
ceed with economic recovery described as “Old 
Wine in a New Bottle,” it is highly likely that “Guo 
jin min tui’ (the state enterprises advance, the pri-
vate sectors retreat)” will accelerate and invest-
ment efficiency will decline, as it did at the time 
of the Lehman Brothers collapse (Miura [2020]). 
The decline in investment efficiency is the biggest 
weakness of “national capitalism,” which tends 
to focus purely on strength, and could turn into a 
problem that overturns the “institutional advan-
tage.”

When the Incremental Capital Output Ratio 
(ICOR), an indicator of investment efficiency, is 
compared between the 2000-2009 and 2010-2018 
periods, China fell from 4.0 to 6.2, which was 
worse (lower investment efficiency) than ASEAN 
countries except India and Thailand in terms of 
both increase in value and level (Fig. 24). “Old 
Wine in a New Bottle” could further reduce effi-
ciency and make China a country with one of the 
lowest ICOR’s in Asia. The immediate question 
for the Chinese economy is not whether it will be 
able to achieve a V-shaped recovery within 2020, 
but whether it will be able to avoid an investment-
led recovery that will further reduce investment 
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efficiency. The Xi Jinping administration is ob-
sessed with emphasizing “institutional advantage” 
and is too insensitive to the risk of “Old Wine in a 
New Bottle.”

Conclusion: Encirclement of China is 
the Result of China’s Own Actions

Triggered by the COVID-19 outbreak, the Unit-
ed States and European countries have become 
much more hostile toward China. Because Euro-
pean countries did not have any security concerns 
regarding China, public sentiment toward the 
country did not worsen as much as in the United 
States. Instead, they were eager to deepen eco-
nomic relations with China and tended to take a 
hard look at the Trump administration, which ad-
vocates its “America First” policy (Miura [2018]).

However, the series of remarks and actions 
China made both at home and abroad regarding 
the spread of COVID-19 has amplified distrust 
not only in the United States but also in Euro-

pean countries. French President Jacques Macron 
warned in an interview with the Financial Times 
not to believe that China has been much better at 
handling the virus(88). In England, scientists ap-
parently reported to Prime Minister Johnson that 
the actual number of infections in China was 15 to 
40 times higher(89) than that reported. Many ques-
tioned the official numbers published by China, 
with a research team from the School of Public 
Health of the University of Hong Kong reporting 
in April that 232,000 people had contracted COV-
ID-19 in China, four times as many as the 55,000 
cases reported on February 20(90).

The growing distrust of China among devel-
oped countries is reflected in a Canadian poll con-
ducted by Angus Reed, a local non-profit organi-
zation. In it, 85% of respondents said that China’s 
response to COVID-19 “lacks integrity and trans-
parency”(91). According to a Pew Research Center 
poll, 66% of Americans have “unfavorable” views 
of China, up from a record 60% in 2019(92).

The environment surrounding China has never 
been more severe due to worsening sentiment to-
ward the country. The United Kingdom, Canada 
and Germany have reversed course and are mov-
ing away from using Huawei devices in their 5G 
networks(93). This series of actions was triggered 
by the U.S. government’s tighter embargo on 
Huawei(94), but it is noteworthy that the movement 
to review their “dependence on China” has been 
spreading at the citizen level. In the United States, 
40% of people(95) said that they would not buy 
Chinese products, while in the United Kingdom, 
the figure reached 50%(96).

In response to mounting criticism of China, the 
Xi Jinping administration released a white paper 
stating that China responded quickly to the CO-
VID-19 outbreak and made a significant contribu-
tion to the control of the virus worldwide(97). The 
white paper, however, did not dispel the concerns 
of the United States and European countries, but 
instead fanned the flames of governments strug-
gling to cope with their response to COVID-19.

The Xi Jinping administration has refused to 
accept criticism from other countries, as it is ex-
tremely wary of damaging its prestige. In April, 
Blackbox Research and other companies in Singa-

Fig. 24   Comparison of Incremental 
Capital Output Ratio of Asian 
Countries

Notes: Incremental Capital Output Ratio = (Ratio of total 
capital formation to GDP during the period) / (Av-
erage real GDP growth rate during the period). 
The higher the coefficient, the more investment is 
required for 1% growth, which indicates less effi-
ciency.

Source: Prepared by The Japan Research Institute, Lim-
ited based on materials by the World Bank
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pore conducted an opinion poll targeting 24 coun-
tries and regions and indexed people’s evaluations 
of measures taken by their governments to prevent 
the spread of COVID-19. The evaluation index for 
China was 85, which was unusually high, exceed-
ing the world average of 45 and Vietnam’s 77(98). 
The Xi Jinping administration cannot afford to lis-
ten to criticism from outside the country that con-
tradicts public opinion, which has been guided by 
propaganda.

Another reason for China’s hardline stance is 
that the supply chain, led by the country, is so 
strong that other countries cannot easily break free 
of their dependence on China; thus emboldening 
the country. With the American Chamber of Com-
merce warning that excessive movement toward 
a “Break from China” would seriously affect the 
U.S. economy even as American sentiment toward 
China worsens(99), it is possible to move some fac-
tories from China back home or to a third country; 
however, in practical terms, it is difficult to build a 
supply chain without China.

The Xi Jinping administration, wary of mount-
ing criticism by the international community, has 
used high-handed diplomacy known as “Wolf 
Warrior Diplomacy” to pressure other countries to 
refrain from criticizing China (Kuwahara [2020]). 
The Chinese government has strongly opposed 
Australia’s call for an international investigation 
into the cause of the spread of COVID-19, and 
has come up with measures to restrict imports by 
strengthening additional tariffs and quarantines. 
These pressures are relentless and ruthless even 
from the viewpoint of Japan, which had experi-
enced anti-Japanese demonstrations in the past.

By making other countries their enemies, the Xi 
Jinping administration can strengthen its centrip-
etal force. However, through high-handed diplo-
macy that does not allow for criticism, it appears 
that China has pushed countries that had previ-
ously kept a certain distance from the Trump ad-
ministration with regard to their diplomacy toward 
China over to the side of the United States, result-
ing in the self-imposed encirclement of China. 
Josep Borrell Fontelles, High Representative of 
the European Union (EU) for Foreign Affairs and 
Security Policy, which is equivalent to the foreign 

minister of the EU, reflected on the situation in 
May by saying that the EU had been too “naïve” 
toward China in the past, and on the premise that 
China’s international order would not be com-
patible with the EU’s multilateralism, vowed to 
change to more realistic diplomacy(100).

The strengthening of the authority aid regime, 
which regards Xi Jinping as absolute, helped to 
maintain the country’s political stability even 
amid the COVID-19 pandemic. However, in the 
international community, China’s rigid politi-
cal system has highlighted its heterogeneity and 
raised its risk of isolation. By carrying out di-
plomacy that forced gratitude from the countries 
concerned, China’s dignity and generosity, which 
it had showcased as a world leader that could re-
place the United States and as a forerunner for de-
veloping countries, were severely damaged.

Although much remains to be seen regarding 
COVID-19, concern over a “second wave,” of 
infections in which the number of cases will in-
crease again from autumn to winter remains. If the 
“second wave” accelerates the investment-led eco-
nomic recovery, the Chinese economy will further 
deteriorate. An additional danger is that China’s 
foreign relations will deteriorate further due to its 
“Wolf Warrior Diplomacy,” which is inextricably 
linked to the authority aid regime. On a global 
level, China is a country that has experienced few-
er COVID-19 cases and fast economic recovery. 
On the contrary, the environment surrounding the 
Xi Jinping administration at home and abroad is 
likely to shift to its worst phase since inauguration 
of his administration.
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