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SUMMARY
›

The recent covid lockdowns and persisting property-sector weakness have led to a
significant contraction in the Chinese government’s fiscal revenue, which could fall
short of its forecast by Rmb3.4-3.9 trn (about 3.0–3.4% of Chinese 2021 GDP) in
2022.

›

A more constrained fiscal position may limit the rollout of additional government
stimulus measures in the near term.

›

There are various tools that the Chinese government can resort to in order to fill this
funding gap. Some are easier to apply than others. But no matter which method it
chooses, more debt financing is inevitable.

LING CHEN
lichen@pictet.com

The Chinese government has clearly stepped up policy support to mitigate the sharp
economic deceleration resulting from its ‘zero covid’ policies. There are heightened
hopes of additional fiscal stimulus to boost GDP growth towards the official target of
5.5% for this year. According to our estimate, however, the covid lockdowns and the
persistent weakness in the property sector have led to a sharp decline in the Chinese
government’s fiscal revenue so far this year, which could limit its ability to roll out
more stimulus in the near term. Additional fiscal stimulus will require the government
to significantly increase debt financing.

A bird’s eye view of Chinese government revenue
Chinese government revenue consists of two main components: in-budget fiscal revenue
and off-budget government-managed funds. In-budget fiscal revenue mainly consists of
taxes, including value-added tax (VAT), corporate income tax, personal income tax,
property-related taxes and so on, which together account for around 85% of in-budget
revenue. The remaining 15% is from other non-tax sources such as administrative fees.
The off-budget government-managed funds mainly come from land sales revenue, which
accounts for about 90% of income in this category.
Overall, land sales and property-related taxes represented a significant 37% of total
Chinese government income in 2021 (Chart 1).

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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CHART 1: BREAKDOWN OF CHINESE GOVERNMENT’S CONSOLIDATED REVENUE

2021 government
revenue
composition

Source: Pictet Wealth Management, Wind as of June 2022

Chinese fiscal revenue will likely contract sharply in 2022
The covid-induced lockdowns and the slump in the property sector (which started in
2021) have led to a sharp deceleration in the Chinese economy since March, hurting
government fiscal income hard.
In the first four months of 2022, the Chinese government’s in-budget fiscal revenue
contracted by 4.8% compared to the 2022 annual target of 3.8% growth announced at the
National People’s Congress (NPC) in March. The slump was particularly significant in
April (-41.3% y-o-y), due to the widespread lockdown measures introduced in response
to the Omicron wave and VAT refunds sent to businesses as part of a government rescue
programme (Chart 2A).
Off-budget revenue contracted even more sharply, by 27.6% year on year (y-o-y) in the
first four months of the year, with land sales being the main drag (-29.8% y-o-y) as the
property market continued its downward spiral. The still-acute liquidity problems faced
by many property developers weighed heavily on land transactions (Chart 2B). Limited
household mobility and consumer demand amid prolonged covid restrictions have likely
added to developers’ financial stress.
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CHART 2A: GROWTH IN CHINESE GOVERNMENT REVENUE
% y-o-y ytd

CHART 2B: GROWTH IN LAND TRANSACTIONS IN 100 MAJOR CITIES
% y-o-y
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Given the sharp contractions in its two major income sources (i.e. taxes and land sales
revenue), we estimate the Chinese government’s actual fiscal revenue in 2022 could fall
significantly below its annual target, possibly by Rmb3.4 trn (about 3.0% of Chinese GDP
in 2021). This assumes a 20% full-year decline in land sales (in value terms). Government
revenue could decline by Rmb3.9 trn (equivalent to about 3.4% of 2021 GDP) if land sales
contract by 25% (Table 1).
TABLE 1: ESTIMATED FISCAL REVENUE SHORTFALLS COMPARED TO GOVERNMENT BUDGET FORECASTS
RMB bn

Government
Target

Assume 20% drop in
land sales (value)

Assume 25% drop in
land sales (value)

Projection

Shortfall

Projection

Shortfall

In-budget revenue

21.0

19.5

-1.5

19.5

-1.5

Off-budget revenue

9.4

7.5

-2.0

7.0

-2.4

Total revenue

30.5

27.0

-3.4

26.6

-3.9

Source: Pictet Wealth Management, Wind, Ministry of Finance as of June 2022

Further stimulus requires significant increase in government debt financing
In response to the slump in growth, the authorities have clearly stepped up policy
support. A Rmb300 bn bond to fund additional railway construction and a Rmb200 bn
bond issue to support the aviation industry has been followed by a Rmb800 bn increase
in policy banks’ lending quota to support infrastructure investment. Altogether, Rmb1.3
trn of new money has been injected into the economy in recent weeks.
However, the measures announced so far may not be enough to overcome the damage
that the latest lockdowns have inflicted on the economy. We estimate that to boost the
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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economy so that it has a chance of approaching the official 5.5% annual GDP target,
additional spending of at least Rmb2.5-3.0 trn will be needed. Yet the drop in government
tax receipts will hamper further stimulus.
However, we think there are still some tools at the government’s disposal to fill the fiscal
funding gap (Table 2). In the very near term, the government will likely resort to more
borrowing by state-owned entities (such as policy banks), which can be relatively easily
done without having to obtain the approval by the NPC. Special bond issues or an
outright increase in the budget deficit could be considered to boost stimulus further, but
these require the NPC’s authorisation and thus would take longer to implement.
However, given the severity of the economic deceleration, we believe these options could
well be on the agenda in the second half of this year.
TABLE 2: POTENTIAL TOOLS TO FILL THE FISCAL REVENUE GAP
Additional
Tools

Remarks

measures already
announced

Increase policy banks’
lending quota

Support state-owned
enterprises (SOEs) to
increase borrowing

•
•

Does not need approval from the NPC
Similar mechanism was utilised in the
RMB3.6trn shantytown renovation
programme (2015-2018)

RMB800 billion

RMB 300 bn for
railway construction

•
•

Does not need approval from the NPC
Encourage SOEs to take on more debt and
speed up spending on infrastructure

Issue “central
government special
bonds (CGSBs)” or
other special types of
bonds

•

The Ministry of Finance (MoF) needs to
submit an application 30 days ahead to the
NPC for approval
In 2020, the NPC approved RMB1.0trn in
CGSBs to contain covid-19 and provide
financial relief

-

Raise the fiscal deficit
ratio

•

The MoF needs to submit an application 30
days ahead to the NPC for approval
An unlikely option due to lengthy approval
process

-

Allow local
government funding
vehicles (LGFVs) to
take on more debt

•
•

Does not need the NPC’s approval
Channel to fill local government funding
gap resulting from falling land sales
But any big easing of regulations on LGFV
borrowing is unlikely given Beijing’s
concerns about local governments’ high
leverage

-

•

•

•

RMB 200 bn for
aviation industry

Source: Pictet Wealth Management, Wind, Ministry of Finance as of June 2022
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disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement. merchantability and fitness for a
particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special,
incidental, punitive, consequential (including, without limitation, fast profits) or any other damages. (www.msci.com).
@ 2021, Markit Economics Limited. All rights reserved and all Intellectual property rights retained by ”Markit Economics Limited.” or as may be notified by Markit to Pictet from
time to time.
The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by Tokyo Stock Exchange, Inc. and Tokyo Stock Exchange, Inc. owns all rights and knowhow relating to the TOPIX such as calculation, publication and use of the TOPIX Index Value and relating to the TOPIX Marks. No Product is in any way sponsored, endorsed or
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no representation or warranty, express or implied, is made as to its accuracy or completeness.
Except for any obligations that any entity of the Pictet Group might have towards the addressee, the addressee should consider the suitability of the transaction to individual
objectives and independently assess, with a professional advisor, the specific financial risks as well as legal, regulatory, credit, tax and accounting consequences.
Furthermore, the information, opinions and estimates in this document reflect an evaluation as of the date of initial publication and may be changed without notice. The Pictet
Group is not under any obligation to update or keep current the information contained herein. In case this document refers to the value and income of one or more securities or
financial instruments, it is based on rates from the customary sources of financial information that may fluctuate. The market value of financial instruments may vary on the
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it is not directed at any particular person. This document does not have regard to the specific investment objectives, financial situation and/or the particular needs of any
recipient of this document. Investors should seek independent financial advice regarding the appropriateness of investing in any Investments or adopting any strategies
discussed in this document, taking into account the specific investment objectives, financial situation or particular needs of the investor, before making a commitment to
invest.
BPCAL/Pictet HK Branch has not taken any steps to ensure that the Investments referred to in this document are suitable for any particular investor, and accepts no fiduciary
duties to any investor in this regard, except as required by applicable laws and regulations. Furthermore, BPCAL/Pictet HK Branch makes no representations and gives no advice
concerning the appropriate accounting treatment or possible tax consequences of any Investment. Any investor interested in buying or making any Investment should conduct
its own investigation and analysis of the Investment and consult with its own professional adviser(s) as to any Investment including the risks involved.
This document is not to be relied upon in substitution for the exercise of independent judgment. The value and income of any Investment mentioned in this document may fall
as well rise. The market value may be affected by, amongst other things, changes in economic, financial, political factors, time to maturity, market conditions and volatility,
and the credit quality of any issuer or reference issuer. Furthermore, foreign currency rates of exchange may have a positive or adverse effect on the value, price or income of
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Past performance should not be taken as an indication or guarantee of future performance and no representation or warranty, expressed or implied, is made by BPCAL/Pictet
HK Branch regarding future performance.
This document does not constitute the investment policy of BPCAL/Pictet HK Branch, or an investment recommendation, and merely contains the different assumptions, views
and analytical methods of the analysts who prepared them. Furthermore, the information, opinions and estimates expressed herein reflect a judgment at its original date of
publication and are subject to change without notice and without any obligation on BPCAL/Pictet HK Branch to update any of them. BPCAL/Pictet HK Branch may have issued
or distributed other reports or documents that are inconsistent with, and reach different conclusions from, the information presented in this document.
While the information and opinions presented herein are from sources believed to be reliable, BPCAL/Pictet HK Branch is not able to, and do not make any representation or
warranty as to its accuracy or completeness. Accordingly, BPCAL/Pictet HK Branch accepts no liability for loss arising from the use of or reliance on this document presented for
information purposes only. BPCAL/Pictet HK Branch reserves the right to act upon or use any of the information in this document at any time, including before its publication
herein.
BPCAL/Pictet HK Branch and its affiliates (or employees thereof) may or may not have long or short positions in, and buy or sell, or otherwise have interest in, any of the
Investments mentioned herein, and may or may not have relationships with the issuers of or entities connected with Investments mentioned in this document. BPCAL/Pictet HK
Branch and their affiliates (or employees thereof) may act inconsistently with the information and/or opinions presented in this document.
The information used to prepare this document and/or any part of such information, may have been provided or circulated to employees and/or one or more clients of BPCAL/Pictet
HK Branch before this document was received by you and such information may have been acted upon by such recipients or by BPCAL/Pictet HK Branch.
This document is provided solely for the information of the intended recipient only and should not be reproduced, published, circulated or disclosed in whole or in part to any
other person without the prior written consent of BPCAL/Pictet HK Branch.
Singapore
This document is not directed to, or intended for distribution, publication to or use by, persons who are not accredited investors, expert investors or institutional investors as
defined in section 4A of the Securities and Futures Act (Cap. 289 of Singapore) (“SFA”) or any person or entity who is a citizen 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 BPCAL and any of its affiliates or
related corporations to any prospectus or registration requirements.
BPCAL is a wholesale bank regulated by the Monetary Authority of Singapore (“MAS”) under the Banking Act Cap. 50 of Singapore, an exempt financial adviser under the
Financial Advisers Act Cap. 110 of Singapore (“FAA”) and an exempt capital markets licence holder under the SFA. Please contact BPCAL in Singapore in respect of any matters
arising from, or in connection with this document.
Hong Kong
This document is not directed to, or intended for distribution, publication to or use by, persons who are not “professional i nvestors” within the meaning of the Securities and
Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”) or any person or entity who is a citizen 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 HK Branch and
any of its affiliates or related corporations to any prospectus or registration requirements. If you do not want Pictet HK Branch to use your personal information for marketing
purposes, you can request Pictet HK Branch to stop doing so without incurring any charge to you. In distributing investment products as agents for third party service providers,
Pictet HK Branch is an agent of the third party service provider and the product is a product of the third party service provider but not Pictet HK Branch. In respect of an eligible
dispute (as defined in the Terms of Reference for the Financial Dispute Resolution Centre in relation to the Financial Dispute Resolution Scheme) arising between Pictet HK
Branch and you out of the selling process or processing of the related transaction, Pictet HK Branch is required to enter into a Financial Dispute Resolution Scheme process with
you; however any dispute over the contractual terms of the product should be resolved between directly the third party service provider and you.
Banque Pictet & Cie SA is a limited liability company incorporated in Switzerland. It is an authorized institution within the meaning of the Banking Ordinance and a registered
institution (CE No.: BMG891) under the SFO carrying on Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) regulated activities. 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 reviewed by any regulatory authority 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 independent professional advice. Please contact Pictet HK Branch in Hong Kong in respect of any
matters arising from, or in connection with this document.
Distributor: Pictet Bank & Trust Limited, where registered office is located at Building 1, Bayside Executive Park, West Bay Street & Blake Road, Nassau, New Providence,
The Bahamas.
The document is not directed to, or intended for distribution or publication to or use by persons who are not Accredited Investors (as defined in the Securities Industry Regulations,
2012) and subject to the conditions set forth in the Securities Industry Regulations, 2012 or to any person or entity who is a citizen or resident of or located in any locality, state,
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prospectus or registration requirements. 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’ Regulation Act and is regulated by the Central Bank of The Bahamas. Additionally, Pictet Bank & Trust Limited is registered
with the Securities Commission of The Bahamas as a Broker Dealer II and is approved to (i) Deal in Securities 1.(a) & (c ); (ii) Arrange Deals in securities; (iii) Manage Securities;
(iv) Advise on Securities.
Warning: The content of this document has not been reviewed by any regulatory authority in The Bahamas. You are, therefore, advised to exercise caution when processing the
information contained herein. If you are in any doubt about any of the content of this document, you should obtain independent professional advice.
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