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Csaba Moldicz  

Abstract 

The Chinese economy grew by 8.1% in 2021. Growth in the fourth quarter was 4.0%, 
exceeding earlier estimates by analysts who had predicted an average GDP of 3.6% 
for the final quarter of the year. The year 2022 appeared to be a challenging but 
favorable year for China's economic development prior to the war in Ukraine and the 
recent outbreak of the Covid 19 pandemic. Pandemic measures had been successful 
so far, and the Winter Olympics were also a success, however, the recent flare-up of 
the COVID-19 pandemic made the results of the Zero- COVID-19 policy questionable. 
In early 2022, getting people to consume more seemed to be the only problem for 
China's economic policymakers, but the war in Ukraine has created an entirely new 
environment in which new challenges and opportunities have emerged with 
economic sanctions against Russia.  

This analysis focuses on the new challenges for the Chinese economy in 2022, but 
before that, we briefly look at how China coped with economic stagnation during the 
global pandemic in 2020 and how economic recovery was taking shape in 2021. 

Keywords: China, economic development, COVID-19 pandemic, economic recovery 

The toll of the pandemic on China's development  

China is the only major economy whose annual GDP did not fall below zero during 
the first wave of the economic and social lockdown. A look at annual GDP growth 
shows that GDP fell below zero in the first quarter (-6.8%), but the economy quickly 
recovered by 3.2% in the second quarter. (Data from the National Bureau of Statistics 
of China). The rapid recovery of the economy resulted in China being the only major 
economy to grow at an annual GDP growth rate of 2.3% in 2020. 
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2021 
Q1 
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Q2 

2021 
Q3 

2021 
Q4 

6.3 6.0 5.9 5.8 -6.8 3.2 4.9 6.5 18.3 7.9 4.9 4.0 

Table 1. Quarterly GDP growth rates (year on year, %) 

The peak was reached in the first quarter of 2021 with an annual GDP growth rate  
of 18.3%. Before the war in Ukraine, the International Monetary Fund forecasted an 
economic growth of 5.4% in 2022, and the Chinese Academy of Social Sciences 
expected GDP growth of 5.3% the same year. The downward trend in GDP growth 
rates can be attributed to the following factors: 

• Natural disasters over the summer of 2021;  

• Sporadic COVID-19 outbreaks;  

https://tradingeconomics.com/china/gdp-growth-annual
https://www.china-briefing.com/news/china-economic-outlook-for-2022-covid-market-access-and-business/
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• Bottlenecks in the supply chains leading to shortages in crucial components 
such as microchips. 

• High commodity prices.  

Since the publication of these forecasts, the war in Ukraine has fundamentally 
changed the external environment for the Chinese economy. Among the negative 
effects is the dramatic increase in raw material and energy resource prices, which 
affects the development of the Chinese economy. Although it is very unlikely that 
Russia would increase commodity or energy prices for China, we must not forget 
that China's dependence on oil, natural gas, and coal does not only come from 
Russia, but the majority of these resources come from the Middle East. In 2020,  
72% of oil was imported, with only the rest coming from domestic sources. Only 16% 
of imported oil came from Russia, while Russia's share of imported natural gas was 
10% and 16% for imported coal. (The largest oil supplier is Saudi Arabia, while Australia 
and Turkmenistan are China's main natural gas suppliers, and for coal, Indonesia is 
China's main source.) Russia may want to export more to China, but there are 
physical bottlenecks that prevent a sudden and drastic increase in volumes. Another 
aspect is that even Chinese banks have recently pulled out of several projects aimed 
at financing Russian energy projects. China's big three state energy companies - 
Sinopec, China National Petroleum Corp (CNPC) and China National Offshore Oil 
Corp (CNOOC) - have reassessed the risks associated with financing Russian energy 
projects. 

Trade and disrupting supply chains  

In 2020, global merchandise trade fell by 5.3% due to COVID-19 lockdowns which lead 
to sever bottlenecks in global supply chains around the world. During this period, 
China expanded its exports by 3.6%. The change in total trade was 1.5% in the same 
year. The recovery that followed in 2020 was not global. China was among the first 
countries to return its trade activities to normal in the world. As a result, China has 
already improved its trade balance in goods from USD 422 billion in 2019 to USD 535 
billion in 2020.  

After most of the COVID-19 pandemic restrictions were eased globally in 2021, the 
growth rate of China's trade surged. Total trade volume grew by 41.2%, exports by a 
whopping 60.6%, and imports by 22.2% in 2021 compared to 2020. The country 
posted racked up a trade surplus of USD 676 billion in the same year. This figure is 
not a result of currency manipulation, as the Chinese currency appreciated by 3% 
against the dollar that year. We should add that the figure is also the result of pent-
up demand from 2020. Looking at the structure of exported goods, we can see that 
the share of labor-intensive export goods has already dropped to 5%, while the 
majority of exports consist of phones, computers and integrated circuits, and in 
parallel, products such as batteries for electric vehicles, medical equipment and 
pharmaceuticals are becoming more and more important. 

Exports from China increased by 16.3% in January-February 2022 compared to the 
same period last year (USD 544.7 billion). This figure exceeded experts' expectations, 
however, the war in Ukraine and lockdowns in China threaten trade recovery and 
shipments are expected to decline in the coming months. During the same period, 
imports rose 15.5% to USD 428.7 billion. The latest data is from March 2022, with 
exports up 15.7% compared to March 2021. China managed to increase its exports 

http://english.www.gov.cn/news/topnews/202202/24/content_WS6216e221c6d09c94e48a569e.html
https://www.energypolicy.columbia.edu/research/qa/qa-china-russia-energy-relations-will-new-oil-and-natural-gas-deals-help-russia-weather-economic
https://www.reuters.com/business/energy/chinas-energy-investment-russia-2
http://english.customs.gov.cn/Statics/005f1a11-ccb8-4066-ab4c-6eddac4a306c.html
https://economictimes.indiatimes.com/news/international/business/chinas-exports-imports-gain-in-january-february/articleshow/90043546.cms?from=mdr
https://www.seattletimes.com/business/chinas-march-exports-grow-despite-virus-imports-flat/
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despite the lockdowns, which severely affected the Chinese economy. At the same 
time, imports were basically stagnant, with a growth rate of less than 1%. 

Despite higher US tariffs and the ongoing U.S.-China trade war, the gap in trade with 
the United States widened again, as China's exports grew by 13.8% (USD 91.5 billion) 
while imports grew by 8.3% (USD 31.7 billion), further increasing China's trade surplus 
to USD 59.8 billion. 

It is ironic that the new slogans of China's economy, such as the dual circulation or 
the common prosperity suggests economic growth in China that is increasingly 
based on domestic factors, while global demand for Chinese manufactured goods 
still makes the next export a major driver of economic growth. In 2021, China's global 
trade surplus rose to USD 676 billion , a new record for China and the highest ever for 
any country. 

Inflation and interest rates 

The economic recovery after COVID -19, bottlenecks in global supply chains, and the 
war in Ukraine are all factors driving up global prices. The last time inflation and 
recession coincided was the first oil crisis in the 1970s, which was called stagflation or 
the Great Inflation and covered a larger period between 1965 and 1982. At the 
moment, we are in a similar situation, as inflation has risen due to external events 
and many governments are still in the easy money policy phase. These conditions 
have created a dangerous situation that can lead to galloping inflation and rising 
interest rates around the world. 

The first response of consumer prices to the global pandemic was a drop in China 
during 2021. While the inflation rate was 2.9% in 2019, it dropped to 2.39% the next 
year. According to preliminary figures released by the National Bureau of Statistics 
of China, the annual inflation rate in 2021 fell again - to 0.9%. In the first two months, 
inflation was still low (January: 0.9%, February: 0.9%), the value for the month of March 
was affected by global shocks, and the monthly inflation rate moved up to 1.5%. Not 
only the war in Ukraine, but also the flare-up of COVID increased inflationary 
pressure. 

The relatively low inflation rate in 2021 contrasted sharply with global trends. The 
global inflation rate jumped in 2021 due to the recovery and demand-side pressures. 
In 15 of 34 advanced economies (classified by the IMF), inflation exceeded 5% in 2021. 
In 78 out of 109 emerging and developing economies, inflation exceeded 5% in 2021. 
At this point, it should be noted that Asian countries were less affected by the 
increase in inflation.  

Lower inflation allowed the People’s Bank of China, China's central bank, to cut policy 
rates in January 2022. The bank lowered the interest rate on one-year loans from 3.8% 
to 3.7% and the interest rate on five-year loans from 4.65% to 4.60%. The one-year loan 
rates affect most new and outstanding loans, while the five-year loan rates impact 
mortgage loans in China. The moves show the central bank's willingness to lower 
borrowing costs and shore up housing demand. Several analysts believe that the rate 
cut also served to boost consumer spending, because although manufacturing 
performed well in 2021, consumer spending was sluggish. 

https://economictimes.indiatimes.com/news/international/business/chinas-exports-imports-gain-in-january-february/articleshow/90043546.cms?from=mdr
https://www.usnews.com/news/business/articles/2022-01-13/chinas-trade-surplus-surges-to-record-676-4b-in-2021
https://www.federalreservehistory.org/essays/great-inflation
https://www.statista.com/statistics/270338/inflation-rate-in-china/
https://www.reuters.com/world/china/chinas-ppi-cpi-rise-faster-than-expected-march-2022-04-11/
https://blogs.worldbank.org/voices/return-global-inflation
https://www.cnbc.com/2022/01/20/china-economy-pboc-cuts-loan-prime-rates-lpr-for-1-year-5-year.html
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Manufacturing  

The average growth rate of manufacturing output was about 7% between 2013 and 
2021. A record low production was recorded in January 2020, -15.7%, while the 
recovery in the corresponding period of the next year brought record growth, 39.5%. 
During the last months, the growth rate was declining and was below the average 
growth rate of the last years mentioned above. (See Table 2.) 

Month Jan. 
2021 

Feb. 
2021 

March 
2021 

April 
2021 

May 
2021 

June 
2021 

July 
2021 

Aug. 
2021 

Sept. 
2021 

Oct. 
2021 

Nov. 
2021 

Dec. 
2021 

Growth 
rate 

35.9% 35.9% 15.2% 10.3% 9.0% 8.7% 6.2% 5.5% 2.4% 2.5% 2.9% 3.8% 

Table 2. Manufacturing production in China (%) 

While we do not have data for 2020, the Caixin Manufacturing PMI, which is compiled 
based on responses from about 500 purchasing managers, shows a significant 
slowdown in the economy. The index fell to a 25-month low of 48.1 in March 2022, 
having ranged between 52 and 50 over the course of the past year. According to 
analysts, the index's decline was caused by a solid drop in manufacturing output and 
new orders. Delivery times have also lengthened due to the COVID -19 containment 
measures implemented after the pandemic flared up in several cities in China, in 
particular the lockdown of Shanghai was perceived as a blow to manufacturing 
output. 

Summary  

According to the latest figures, GDP expanded by 4.8% in the first quarter of 2022. 
This relatively fast growth exceeded experts' expectations, which were 4.4%. In 
addition to the better-than-forecast figures, it is worth highlighting that the growth 
rate accelerated compared to the last quarter of 2021 (2021 Q4: 4.4%).  

Decision makers in the Chinese economy are facing problems this year: 

• COVID-19 measures will hinder the revival of economic activities unless there 
is a complete revision of the zero COVID-19 policy. 

• Declining growth rates could come at a time when geopolitical risks 
overshadow future economic growth.  

• Due to the direct and indirect consequences of the war in Ukraine, prices have 
been rising in recent months, and this trend will most likely continue until the 
war ends.  

• In this environment, it would make sense to raise interest rates to curb 
inflation. However, sluggish consumption and tensions in the real estate 
market would push policymakers in the other direction. 

https://tradingeconomics.com/china/manufacturing-production

