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SUMMARY

e The economic targets that the Chinese government announced for 2023 are
fairly modest, reflecting a pragmatic stance after a traumatic 2022.

o Policy support will likely be tightly targeted and prudent. No massive stimulus is
expected this year.

o The government sees domestic consumption and job creation as essential for the
recovery.

o The property sector’s recovery will likely be gradual, and it faces some important
structural headwinds ahead.

The Chinese legislature, the National People’s Congress (NPC), started its annual
gathering on 5 March 2023. This is the first NPC meeting since the Chinese Com-
munist Party’s 20" Congress last October unveiled the China’s top leadership for
the years to come. The NPC will finalise the appointment of most other senior gov-
ernment positions for the coming five years.

On the first day of the week-long NPC gathering, the outgoing premier Li Keqiang
delivered his last government work report, highlighting the government’s main
achievements over the past five years and outlining its policy priorities for 2023. Li
also announced the government’s targets for key economic and social indicators
such as GDP growth and inflation (see table below). In this note, we summarise our
key takeaways from the work report.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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Chinese government target for major economic and policy indicators

Target Forecast Target Actual Target Actual
Real GDP ~3.0 5.0 ~3.5 3.0 >6.0 8.1
growth (%)
CPIInflation ~3.0 3.0 ~3.0 2.0 ~3.0 0.9
(%)
Unemployment ~5.5 - <5.5 St ~5.5 5.1
rate (%)
Fiscal deficit (% 3.0 - 2.8 4.7 3.2 3.8
of GDP)
Credit growth In line with 10.5 In line with 9.6 In line with 10.3
(%) GDP GDP GDP

growth growth growth

Source: Pictet Wealth Management, National Bureau of Statistics of China, National Development
and Reform Commission (NDRC), as of 06.03.2023.

MODEST GPD GROWTH TARGET

The main economic targets announced for 2023 are generally modest. The govern-
ment sets the GDP growth target at “around 5.0%” for 2023, which is in line with
our own forecast but is lower than market consensus and last year’s target of 5.5%
(Chart 1). The target for headline inflation is kept unchanged from last year at
“around 3.0%”. The fairly mild price momentum in China may allow room for pro-
growth policy support. The work report emphasises the need to maintain stability
in growth, inflation and employment.

Chart 1: Chinese real GDP growth (with our forecast) and government target
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Note: No growth target was announced in 2020.
Source: Pictet Wealth Management, National Bureau of Statistics of China, NDRC, as of 06.03.2023

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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PRUDENT AND TARGETED POLICY SUPPORT

On monetary policy, the government advocated “targeted and forceful” policy
tools. This may suggest there is a low probability of blanket easing such as cuts in
policy rates or banks’ required reserve ratios in the coming months, whereas there
may be scope to deploy more structural tools such as targeted credit facilities. As in
the previous two years, the government expects credit growth to stay “in line with
GDP growth”. Given the rebound in economic activity following China’s re-open-
ing, we expect a moderate 10.5% increase in credit growth this year, up from 9.6%
in 2022.

On the fiscal front, the headline budget deficit is projected to be 3.0% of GDP in
2023, slightly above the 2022 level of 2.8%. If we include other government funds
and transfers, the effective fiscal deficit target is 4.5% of GDP, down from 4.7% in
the 2022. Local government special bond (LGSB) issuance is set to be Rmb3.8 trn
(USD550 bn) in 2023. While this is slightly higher than the initial 2022 target of
Rmb3.65 trn, it is below actual issuance of Rmb4.04 trn last year. Hence, there is to
be no net new fiscal stimulus from the government in 2023, in line with our expec-
tations.

PRIORITISING RECOVERY OF HOUSEHOLD CONSUMPTION AND LABOUR MARKET

The government work report makes it clear that supporting the recovery of domes-
tic consumption will be a key focus this year. We expect more measures to be
launched at both national and local levels in the near term, such as continued sup-
port for rural households and for large-ticket items like automobiles. But large-
scale cash handouts to households at large are unlikely.

Chart 2: New college graduates in China Chart 3: Chinese unemployment rate
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The government has raised its target for job creation to 12 million in 2023 (vs. 11
million in 2022) and set a more flexible target to reach an unemployment rate of

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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“around 5.5%” (vs. “below 5.5%” in 2022). A large pool of new college graduates
(more than 11million) is expected to enter the labour market this year, highlighting
the employment challenge (Charts 2 & 3). In January, unemployment rate at the na-
tional level was at 5.5%, but that for the youth group (16-24 years old) remain at a
very high level of 17.3%. In our view, the higher target for job creation together
with the more flexible unemployment target rate show that the authorities are fully
aware of the mounting pressures in the labour market and explain why job creation
is a key priority.

STRONGER SUPPORT TO THE PRIVATE SECTOR

Li urged that efforts be undertaken to ensure equal treatment of private and state-
owned enterprises, and called for the private sector to be encouraged, especially
micro, small and medium-sized enterprises (MSMEs) and self-employed individu-
als. In our view, Li’'s comments are positive for the revival of business sentiment in
China after three years of stringent covid controls. It’s also worth noting that un-
like last year there was no mention of anti-monopoly regulations in Li’s work re-
port. This could be a positive signal for China’s tech sector, which has been under
significant regulatory pressure over the past two years.

STABILISATION OF THE PROPERTY SECTOR

Chart 4: New housing sales and projected underlying housing demand in China
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Source: Pictet Wealth Management, National Bureau of Statistics of China, as of 06.03.2023.

The work report calls for a long-term mechanism for property market develop-
ment, via an adequate supply of affordable housing and an increase in public rental
housing. On the liquidity front, the report vows to prevent further spreading of
financial risks of leading property developers, which is positive for the sector. But
it also aims to prevent “disorderly expansion” of the sector, which suggests that de-
velopers should expect no fresh stimulus. The overall tone of the report is con-
sistent with our view that while the property sector will be less of a drag on China’s

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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growth this year, its recovery will likely be gradual. In addition, the Chinese hous-
ing market may face some structural headwinds ahead, as new demand for urban
housing likely has peaked and may continue to decline going forward (Chart 4).

HIGHLIGHTING SELF-RELIANCE IN KEY TECHNOLOGIES

The work report stresses the strategic importance of China’s self-reliance in key
technologies and the need to encourage R&D as well as to strengthen strategic lead-
ing-edge industries. In addition, it advocates boosting the digital economy.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance. Performances and
returns may increase or decrease as a result of currency fluctuations. There can be no assurance that these projections, forecasts or
expected returns will be achieved. The projection is not based on simulated past performance.
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rying on Type 1 (dealing in se-
curities), Type 4 (advising on
securities) and Type 9 (asset
management) regulated activ-
ities. The registered address
of Pictet HK Branch is 9/F.,
Chater House, 8 Connaught
Road Central, Hong Kong.

Warning: The contents of this
document have not been re-
viewed by any regulatory au-
thority in Hong Kong. You are
advised to exercise caution in
relation to the offer. If you are
in any doubt about any of the
contents of this document,
you should obtain independ-
ent professional advice.
Please contact Pictet HK
Branch in Hong Kong in re-
spect of any matters arising
from, or in connection with
this document.

Distributor: Pictet Bank &
Trust Limited, where regis-
tered office is located at
Building 1, Bayside Executive
Park, West Bay Street & Blake
Road, Nassau, New Provi-
dence, The Bahamas.

The document is not directed
to, or intended for distribu-
tion or publication to or use
by persons who are not Ac-
credited Investors (as defined
in the Securities Industry Reg-
ulations, 2012) and subject to
the conditions set forth in the
Securities Industry
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Regulations, 2012 or to any
person or entity who is a citi-
zen or resident of or located
in any locality, state, country
or other jurisdiction where
such distribution, publication,
availability or use would be
contrary to law or regulation
or would subject Pictet Bank
& Trust Limited to any pro-
spectus or registration re-
quirements. Pictet Bank &
Trust Limited is incorporated
in The Bahamas with limited
liability. It is a bank and trust
company that is licensed in
accordance with the Banks
and Trust Companies’ Regula-
tion Act and is regulated by
the Central Bank of The Baha-
mas. Additionally, Pictet Bank
& Trust Limited is registered
with the Securities Commis-
sion of The Bahamas as a Bro-
ker Dealer Il and is approved
to (i) Deal in Securities 1.(a) &
(c); (ii) Arrange Deals in secu-
rities; (iii) Manage Securities;
(iv) Advise on Securities.

Warning: The content of this
document has not been re-
viewed by any regulatory au-
thority in The Bahamas. You
are, therefore, advised to ex-
ercise caution when pro-
cessing the information con-
tained herein. If you are in any
doubt about any of the con-
tent of this document, you
should obtain independent
professional advice.



