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Since 2022, China’s growth rate has slowed to the 3%–4% range due to the combined effects of the Covid Zero policy
and the country’s long-term structural debt issues. Despite calls for fiscal or monetary stimulus from both domestic and
foreign media, China has shown a consistent reluctance to resort to stimulus-induced growth. This article aims to provide
a comprehensive understanding of China’s stance on this issue.

1. China’s Current Policy Approach: Small Steps to Prevent Major Setbacks

The Chinese government is taking incremental measures to prevent severe economic downturns. For instance,
restrictions on house purchases are expected to be fully lifted within the next year, and mortgage rates for both new and
existing purchases are being reduced. The central government is also increasing transfers to local governments to ensure
basic services are maintained.

These measures are designed to prevent worst-case scenarios while waiting for private entrepreneurs to invest in various
sectors. Currently, investment is primarily seen in sectors like biotech, new energy and electric vehicles. However, as
returns on safe assets become minimal, it is expected that private entrepreneurs and Chinese households will venture
into riskier private investments in the future.

Monetary Policy Room for Maneuver: China Policy 1-year Loan Rate Still Significantly Higher than Year-over-Year
Inflation Rate

2. “High Quality Growth”: A Shift Away from Debt-Driven Growth

The Chinese state media has consistently used the term “high-quality growth” since the deterioration of U.S.-China
relations post-Covid. This implies a focus on slower growth and heavy investment in climbing the technology value
chain. Given the U.S.-lead tech sanctions, this is a top priority for both the government and Chinese companies. Chinese
media communication on macroeconomic policies are quite open and public.

3. Local Governments’ Financial Constraints Post-Covid Zero

Many wonder why China didn’t implement major stimulus measures like during the 2008/9 financial crisis. First, even
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during that crisis, Chinese stimulus was heavily supply-side and investment-driven rather than direct cash transfers to
citizens.

Second, with China’s debt-to-GDP ratio now close or slightly higher than that of the U.S., large-scale policies require
substantial funds which local governments lack due to decreased land revenue following Covid Zero and the peak of the
real estate sector.

4. Upcoming Policies: A Focus on Supply-Side Reforms

China continues to manage growth through supply-side reforms for two main reasons. First, it believes that tech
competition with the U.S. requires government funding for research institutions and tech firms. Second, while monetary
stimulus is standard practice in the U.S., experiences in Europe and Japan have shown that this approach may not be
universally as effective as in the U.S. Chinese leadership does not appear to be convinced the U.S. approach works well in
China.

In summary, the Chinese economy is still weathering the impact of the real estate downturn, but it is not in a state of
collapse, and there are enough government policy tools to avoid the worst.

 

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

Related Blogs

+ China’s “Zero Covid” Policy: Opportunities and Risks for China

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Downturn  : A general slowdown in economic activity over a sustained period of time.

Growth  : Characterized by higher price levels relative to fundamentals, such as dividends or earnings. Price levels are
higher because investors are willing to pay more due to their expectations of future improvements in these fundamentals.

Value chain  : A business model that describes the full range of activities needed to create a product or service.

Debt to gross domestic product (GDP)  : the debt-to-GDP ratio is the ratio between a country’s government debt and
its gross domestic product (GDP.
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