
 

 

 

 

China unveils RMB4 trillion fiscal stimulus 
 
The Chinese government announced on Sunday that it is spending RMB4 trillion to boost domestic demand – a move that is 
likely to help the fast-growing economy achieve a soft landing in the face of a rapidly deteriorating external environment. The 
comprehensive package, estimated to be worth 12% of 2009 gross domestic product (GDP), comes after aggressive interest 
rate cuts in recent months and underscores the government’s priority to support economic growth at a time when the global 
economy is fast slipping into recession.  
 
The Chinese economy has deteriorated drastically in recent months, with national electricity consumption declining 0.5% in 
October, and consumption indicators decidedly pointing south. Citi analysts note that the slowdown is spreading quickly from 
the coastal areas to the inner provinces and from the exports and investment sector to consumption. 
 
The package is scheduled to be implemented over the next two years, with initial measures to kick in as early as the current 
quarter, demonstrating urgency of the plan. Apart from investments in physical infrastructure, the initiatives include spending on 
social infrastructure, such as education and healthcare, and income support for individuals.  
 
The fiscal package is not expected to lift China completely out of the current slowdown, but Citi analysts believe that the country 
is still set for economic growth of 8-9% in 2009 and 2010, which remains very strong relative to the rest of the world.  
 
 
Widespread and immediate boost 
 
China’s State Council, which announced the package, said the government plans to increase spending in 10 key areas:  
 

• Low-rental housing construction and upgrading of poor-quality housing 
• Rural infrastructure for gas, drinking water and electricity 
• Transportation infrastructure such as railways, highways and airports 
• Healthcare, education and cultural development 
• Environmental protection and waste treatment 
• Technological innovation and structural upgrading 
• Post-earthquake reconstruction 
• Income support for rural and urban residents (through higher price floors for grain, other agricultural subsidies, and 

minimum wage support) 
• Extension of consumption tax reforms for all companies, which should reduce their tax burden by RMB120 billion and 

spur technological upgrading 
• Stronger financial support to growth 

 
Some of these initiatives have been announced previously, such as plans to invest RMB2 trillion on railways and RMB1.2 trillion 
on reconstruction, and the real incremental amount of the package is probably closer to RMB1-1.5 trillion. But by pulling 
everything together into one package, the government is making clear its priority to support economic growth. 
 
Also, measures to accelerate investments worth about RMB120 billion in the current quarter signal the urgency of the plan. The 
authorities estimate that this move may generate total additional investment, from both private and public sources, of about 
RMB400 billion in 4Q 2008, equivalent to 5.8% of 4Q 2007 GDP. This, say Citi analysts, should provide some assurance that 
near-term growth is unlikely to falter.  
 
Citi analysts note as well that many of the initiatives are focused on the construction sector. This should go some way to create 
low-end jobs for tens of millions of workers who have lost jobs in the manufacturing and construction industries, helping 
preserve social stability. Many of these workers had migrated to the cities from rural areas. They are unlikely to return to 
farming and have little savings to survive long in the cities.   
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Strong government hand supports soft landing scenario 
 
Citi analysts expect a soft landing for China despite the hard realities that are facing the global economy. While pessimists are 
predicting a hard landing of the Chinese economy, expecting just 5-6% growth in 2009, Citi analysts believe growth of 8-9% is 
more likely, unless the global economy stays depressed for much longer than expected, well beyond 2009. A key argument by 
the pessimists is that China has become a typical market economy and so would be subject to normal business cycles with 
violent fluctuations in growth rates. And even though the government’s fiscal package is aggressive, the pessimists say it is 
likely to be less effective this time round. But Citi believes that China remains quite different from a typical capitalist economy, 
and that current expectations of a hard landing next year are unlikely to materialise, just as past predictions have proved 
untrue. 
 
 One key factor is the government’s still-significant influence on the economy and its robust fiscal health: 
 
• State-owned companies contribute about 43% of the country’s total fixed-asset investment, nearly 20% of GDP. 
• State-owned commercial banks account for 58% of total banking sector assets. 
• Government revenue grew by 24% per annum from 2003 to 2007, while public debt is only slightly above 30% of GDP. 
• Markets for labour, land, capital, energy and other resources remain highly regulated or distorted by government policies. 
• The government links above-8% growth closely with social stability and its own legitimacy. 

 
Citi analysts also note that the government’s ability to mobilise fiscal resources should not be underestimated. In fact, its ability 
has probably strengthened compared to 10 years ago during the Asian financial crisis: 
 
• Official government revenue accounts for 21% of GDP, up from 11% in 1998. 
• State-sector profits are now 23% of GDP, up from 5% in 1998.   
• Foreign reserves exceed US$1.9 trillion, up from US$145 billion in 1998. 
• The average bank non-performing loan ratio is 7%, down from 30% in 1998. 
 
Indeed, Citi analysts note that total bank deposits in China are considerable, at about 150% of GDP, while the average reserve 
requirement ratio is still above 16%. Admittedly, such bank liquidity is not very useful in helping the corporate and consumer 
sectors of the economy. After all, companies are unlikely to want loans as their business slows, while individuals in the current 
uncertain climate can be expected to exercise prudence in their spending and borrowing. But the government can tap on bank 
liquidity to finance large investment projects, either by issuing bonds to banks or by setting up state-sponsored projects that will 
attract bank loans.  
 
One potential risk, however, is that the stimulus package may send the country into a deflationary state, by boosting already 
over-supplied capacity. This was the case during the Asian financial crisis, when the government launched a massive 
infrastructure programme to keep GDP growth above 8%.  
 
Going beyond the current cyclical downturn, Citi analysts believe China may be entering a more trend-like growth stage where 
GDP expansion would be around 8-9%. Going by China’s history, in which a relatively deep adjustment tends to follow 
extended periods of above-10% growth, Citi analysts believe a sharp rebound is very unlikely after the current downturn. Still, 
relative to that of other countries, China’s growth is expected to remain very strong. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 



 

 
 
 

General Disclosure 
 

“Citi analysts” refers to investment professionals within Citi Investment Research and Citi Global Markets (CGM) and voting 
members of the Global Investment Committee of Global Wealth Management.  

Citibank N.A. and its affiliates / subsidiaries provide no independent research or analysis in the substance or preparation of 
this document.  The information in this document has been obtained from reports issued by CGM.  Such information is based 
on sources CGM believes to be reliable.  CGM, however, does not guarantee its accuracy and it may be incomplete or 
condensed.  All opinions and estimates constitute CGM's judgment as of the date of the report and are subject to change 
without notice.  This document is for general information purposes only and is not intended as a recommendation or an offer 
or solicitation for the purchase or sale of any security or currency.  No part of this document may be reproduced in any 
manner without the written consent of Citibank N.A.  Information in this document has been prepared without taking account 
of the objectives, financial situation, or needs of any particular investor. Any person considering an investment should 
consider the appropriateness of the investment having regard to their objectives, financial situation, or needs, and should 
seek independent advice on the suitability or otherwise of a particular investment. Investments are not deposits or other 
obligations of, guaranteed or insured by Citibank N.A., Citigroup Inc., or any of their affiliates or subsidiaries, or by any local 
government or insurance agency, and are subject to investment risk, including the possible loss of the principal amount 
invested.  Investors investing in funds denominated in non-local currency should be aware of the risk of exchange rate 
fluctuations that may cause a loss of principal.  Past performance is not indicative of future performance, prices can go up or 
down.  Some investment products (including mutual funds) are not available to US persons and may not be available in all 
jurisdictions. Investors should be aware that it is his/her responsibility to seek legal and/or tax advice regarding the legal and 
tax consequences of his/her investment transactions. If an investor changes residence, citizenship, nationality, or place of 
work, it is his/her responsibility to understand how his/her investment transactions are affected by such change and comply 
with all applicable laws and regulations as and when such becomes applicable. Citibank does not provide legal and/or tax 
advice and is not responsible for advising an investor on the laws pertaining to his/her transaction. 

Country Specific Disclosures: 
 

Australia: This document is distributed in Australia by Citigroup Pty Ltd. ©2008 Citigroup Pty Limited ABN 88 004 325 080, 
AFSL 238098. For a full explanation of the risks of investing in any investment, please ensure that you fully read and 
understand the relevant Product Disclosure Statement (PDS) prior to investing. 

Hong Kong: This document is distributed in Hong Kong by Citibank (Hong Kong) Limited ("CHKL").  Prices and availability of 
financial instruments can be subject to change without notice.  Certain high-volatility investments can be subject to sudden 
and large falls in value that could equal the amount invested. 

Indonesia: This report is made available in Indonesia through Citibank, N.A. Indonesia Branch, Citibank Tower Lt 7, Jend. 
Sudirman Kav 54-55, Jakarta. Citibank, N.A. Indonesia Branch is regulated by the Bank of Indonesia. 

Malaysia: This document is distributed in Malaysia by Citibank Berhad. 

Philippines: This document is distributed in Philippines by Citicorp Financial Services and Insurance Brokerage Phils. Inc, 
Citibank N.A. Philippines, and/or Citibank Savings Inc. Investors should be aware that Investment products are not insured by 
the Philippine Deposit Insurance Corporation or Federal Deposit Insurance Corporation or any other government entity. 

Singapore: This document is distributed in Singapore by Citibank Singapore Limited (CSL). Co Reg. No. 200309485K 
Where material is distributed by CSL, investors should note that Investment products are not subject to the provisions of the 
Deposit Insurance Act 2005 (Act 31 of 2005) of the Republic of Singapore or eligible for deposit insurance coverage under 
the Deposit Insurance Scheme.  

United Kingdom: This document is distributed in U.K. by Citibank International plc., it is registered in England with number 
1088249. Registered office: Citigroup Centre, Canada Square, London E14 5LB. Authorised and regulated by the Financial 
Services Authority. 

 

 


