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COVID-19 EXTERNALITIES: ECONOMIC IMPACTS
AND POLICY RESPONSES IN CHINA

Summary. This article focuses on the Chinese experience in mitigating the influence of COVID-19 and addresses the impact
of the pandemic on the world economy and, in particular, on China's economy; examines Chinese policy responses to the supply
and demand shocks in terms of fiscal and monetary measures, and considers gains and costs of those actions. Thus, the research
is made from the stance of China, with regard to its slowdown which concerning economists and may be also aggravated by the
trade confrontation. Considering the size of the Chinese economy in terms of global interdependence, its contribution to world
growth, and growing weight in the international arena, this study makes timely contributions over determining of the global eco-
nomic developments and prospects. The result of this study open new avenues for future research and may serve as the source

of hypotheses for further quantitative research on Chinese economy and crisis measures amid global pandemic.
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Problem definition. It is generally accepted that the pan-
demic has greatly affected global economy and the most obvi-
ous challenges it may cause are:

— financial market vulnerabilities caused by investors’
uncertainties and policy responses aimed to mitigate impacts
of the pandemic;

— suspension of production in some markets because of
pandemic impact on Chinese economy as one of the important
participant of global supply chain systems;

— the drop of demand in Europe and the United States
(caused by slowdown of economic activity, growth of unem-
ployment and, therefore the fall in purchasing power that also
may lead to disruption of China’s foreign trade orders).

The global pandemic has caused a double blow to global
supply chains and demand. And it should be considered that the

70

Chinese capacity of epidemic response is vital in terms of deter-
mining of the global economic developments and prospects.
Literature review. The above statement is borne out, more
tellingly, by apparent interest of foreign and Ukrainian scien-
tists to this topic. For instance X.L. Liu, Y.X. Dou, K.X. Zhai,
S.H. Huan [11] in their paper «Forecasting on China’s final
consumption in 2021» analyzed and predicted the Chinese
final consumption level amid the pandemic and considering
the Chinese focus on domestic demand as the international
trade environment comes less supportive. In addition, the
impact of COVID-19 on Chinese and global trade was ana-
lyzed by Alessandro Nicita and Carlos Razo (UNCTAD) [17],
also the recovery of Chinese economy in «post-pandemic» era
was examined by Tianlei Huang and Nicholas R. Lardy [6]
etc. Amid Ukrainian scientists such as Riznyk N.M., Onisi-
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forova V.Iu, Sidelnikova V.K., Hrytsiuk N. O, more attention
were paid to the topic about the global challenges created by
the pandemic.

Consequently, the lack of local studies dedicated to Chi-
nese experience in halting the spread of COVID-19 and mit-
igating the economic impact of it, provides a research gap.

The purpose of the article. In order to identify the eco-
nomic impacts of the pandemic in China, the paper includes
the examination of the latest global and Chinese macroeco-
nomic data and trade indicators. Those figures were also used
to describe the success of Chinese policy response and outline
its peculiarities of approach.

The main body of the article. Despite the Chinese econ-
omy was hit the first, it recovered the fastest. On January 2020,
Chinese authorities determined that a pneumonia outbreak in
Wuhan was caused by new coronavirus. In that regard, the
government imposed strict containment measures. Reflect-
ing these containment measures, the economy of China con-
tracted by 6.8 % (yoy) in 2020 Q1 [8]. In mid-February 2020,
the government has gradually started to remove mobility and
activity restrictions and along with normalizing of economic
activity, real GDP rebounded by 3.2 % (yoy) in 2020 Q2 and
continued to recover by 4.9 %and 6.5 % in Q3 and Q4, respec-
tively (Figure 1).

The Chinese economy started 2021 with a strong momen-
tum as the GDP grew 18.3% YoY in QI. Such record-high
growth rate, though, was largely within the market’s expecta-
tion due to the very favorable base effect.

One way to address the issue is to look at the growth rate
from a QoQ perspective. After seasonal adjustments, China’s
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QoQ growth rate was 0.6 % in Q1 2021 versus Q4 2020. This
is lower than the average seasonally adjusted QoQ growth
rates (1.9 %) for the pre-pandemic period (2017-2019).

Nonetheless, real GDP grew by 2.3% in 2020 accord-
ing to data from IMF, which is the lowest growth rate since
1976 when the Chinese economy contracted, by 1.6%.
According to the estimation of IMF in 2021 the Chinese econ-
omy will grew by 8,4% the global economy is projected to
grow by 6% [8].

At the same time, in 2020, China became the only economy
among the largest that avoid the recession even amid the global
pandemic and trade confrontation with the United States [8].
According to the data of IMF the biggest contraction occurred
with the GDP of the United Kingdom — 9,9%, the economy
of Italy and France that also have suffered from COVID-19
decreased by 8,8 % and 8,2% respectively. The highest real GDP
growth after a dip in 2020 is expected in India — 12.5% [8].

The volume of world merchandise trade declined in
2019 for the first time since the financial crisis of 2008-09 [27],
weighed down by rising trade tensions and weakening eco-
nomic growth (Figure 2). Although the first cases of COVID-
19 were recorded in late 2019, the crisis did not contribute to
the slowdown for the year [31].

The economic and social disruptions brought about by
COVID-19 greatly affected global trade during 2020. Over-
all, world trade recorded a drop in value of about 9% and in
volume of about 5,3 %, with trade in goods declining by about
6% and trade in services decreasing by about 16.5% [31].

However China became the only large economy in the world
to achieve positive commodity trade growth in 2020 [S]. The
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Figure 1. Gross Domestic Product of China (Quarterly) (4Q2026-1Q2021)

Source: developed by author based on [13;14;16]

40,0%
20,0%
0,0%
-20,0%
-40,0%

2005 2006 2007 2008 2009 2010 2011 20122013 2014 20152016 2017 2018 2019 2020
Unit value index of trade (Annual percentage change)
mmm Merchandise trade in value (Annual percentage change)
=o—Merchandise trade in volume (Annual percentage change)

Figure 2. Global Merchandise trade (Annual percentage change) 2005-2020

Source: developed by author based on [28]
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Figure 3. Final consumption expenditure, total savings, total investments (% of GDP) 2008-2020

Source: developed by author based on [5; 24; 29; 30]

country's exports of goods in US dollars gained 3.7% growth
while imports edged down 0.7%. As a result, Chinese share of
global trade increased further during 2020, to nearly 15% [17].

Obviously, China is also a large importer and could be the
locomotive of a recovery in global growth with a sharp increase
in its imports, but this is limited by a limited increase in con-
sumption. According to PricewaterhouseCoopers in 2020 final
consumption expenditure in China reached more than 55 tril-
lion yuan and accounted for 54.3% of total GDP (Figure 3)
while household consumption accounted only for 399% [24].

This compares with 55 % and over for other large econ-
omies. For instance, in 2019 the same indicator in the US
amounted 81,83 % in Italy -78,86% [29]. The final con-
sumption in France and Germany were 76,82 % and 72,81 %
respectively [29]. That illustrates that Chinese people are
still tend to save, especially during pandemic but With the
development of society, young people are more willing to
consume and have less awareness of saving. Affected by
the upgrading of consumption level and the two-child pol-
icy, the scale of the maternal and infant market continues
to expand [11].

From the perspective of government consumption due
to COVID-19 China continued to implement the tax and fee
reduction, accordingly, the national revenue had declined
more, and the fiscal revenue and expenditure conflicts were
intensified.

In 2020 the health crisis also negatively impacts the coun-
try’s private sector, which is a key source of employment and
results in the highest unemployment rate (5%) over the last
20 years which was 5% [7] (Figure 4).

As stated above, young people are more willing to con-
sume but during pandemic this part of the population was
the one that struggled to find job. For instance, in August
2020 unemployment for those between the ages of 16-24 was
16.8% (High unemployment rate is common for summer
period but for instance same indicator in 2019 was amounted
13,8% and 13,1 % in August 2018) [15].

Private firms produce about two-thirds of China’s out-
put, and the disproportionate losses of the private sector were
among the biggest causes of China’s historic GDP contraction
in the first quarter of 2020 [6].

China’s industrial output contracted at the sharpest pace
in 30 years in the first two months of 2020 as the fast spread-
ing coronavirus and strict containment measures severely dis-
rupted the world’s second-largest economy.

In April 2020 China’s value-added industrial output, went
up 9.8% year-on-year as factory activities continued to pick
up. The figure was up 14.1% from the level in 2019, bring-
ing the average growth for the past two years to 6.8 %. In the
first four months of 2021 industrial output went up 20.3%
year-on-year, resulting in an average two-year growth of 7%
(Figure 5).

To mitigate the economic influence of pandemic the People's
Republic of China conducted the following fiscal measures:

— cutting social security contributions and refunding
unemployment insurance premium;

— provided longer tax loss carry-forward period (from five
to eight years) for severely affected companies;

— allows enterprises to make catch-up employer social
security contributions within a period of three months follow-
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Figure 4. Unemployment, total (% of total labor force) (modeled ILO estimate) 2000-2020

Source: developed by author based on [7]
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Figure 5. Total Industry Production Excluding Construction for China (Quarterly, Not Seasonally Adjusted)

Source: developed by author based on [15]

ing containment of COVID-19 outbreak without adversely
affecting employee rights to social security benefits;

— the Ministry of Finance allowed local governments to
retain 5% more tax revenue from March to June 2020, which
aims to increase total local revenue by RMB 110 Billion
($16 billion);

— local authorities have introduced policies included defer-
ring adjustments to social security contribution base, adjusting
employer contribution rate for certain social security plans and
extending payment of employer social security contributions;

— provided VAT exempt on a wide range of customer
services (medical services, catering, accommodation, public
transport, delivery services, some personal services) for an
unlimited period;

— CIT and VAT incentives for companies producing medi-
cal supplies, used in relation with COVID-19 [10].

The People’s Bank of China (PBOC) was the first major
central bank to act during the crisis The monetary measures
conducted by the Regulator were as follows:

— cuts on required reserve ratio;

— cuts on lending benchmark rate;

— small and medium enterprisess were allowed to post-
pone principal and interest repayments on their loans;

—unblocked extensions or renewals of loans to companies;

— injects liquidity into the banking sector through reverse
repo operations;

—relending and rediscount [9; 12; 26].

The reserve requirement ratio is a quantity-based monetary
policy instrument used actively by the PBoC. The adjustment

of the reserve requirement ratio can unleash or lock up huge
amounts of liquidity.Since 2018, the People’s Bank of China
(PBC) has cut the required reserve ratio (RRR) 12 times,
releasing about RMBS trillion of long-term funds in total
(Figure 6).With the RRR cuts, the PBC has met the liquidity
demand of the banking system at tough times, enhanced the sup-
port for micro, small and medium-sized enterprises (MSMEs)
and lowered the financing cost for the real economy [20].

It should be noticed that the one-year loan prime rate
LPR, the rate for lending to prime customers, is a standard
for all loans in China. Under the authorization of the People’s
Bank of China (PBC), the National Interbank Funding Center
(NIFC) announced the loan prime rate (LPR) on May 20,
2021 as follows: the one-year LPR is 3.85% (Figure 7) and
the above-five-year LPR is 4.65 % [21].

To analyze if this monetary measures influence the funding of
real economy the figure of Aggregate Financing to the Real Econ-
omy should be examined. Aggregate Financing to the Real Econ-
omy includes indirect finance via the banking system, as well as
direct financing via stocks and bonds on the capital market. It
excludes inflows of overseas funds such as funds outstanding for
foreign exchange or foreign direct investment, as well as govern-
ment bonds whose proceeds are used for spending by the state [1].

According to preliminary statistics in 2020, aggregate
financing to the real economy (AFRE) reached RMB284.8 tril-
lion (Figure 8) increasing by 13.3 % year on year. As you see,
the biggest share of aggregate financing has RMB loans to the
real economy which accounted for 60.2 % of the total amount
of funding [20].
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Figure 8. Aggregate Financing to the Real Economy (Stock) (trillion yuan)

Source: developed by author based on [24]

In 2020, RMB and foreign currency loans to enterprises
and public institutions amounted RMB110.53 trillion, increas-
ing by 12.4% year on year. In the same period the household
loans accounted for RMB63.19 trillion, rising by14.2 % year
on year. Outstanding household consumption loans grew by
12.7% year on year to RMB49.57 trillion, a deceleration of
3.6 % points from end-2019 [20].

It should be noted that the Chinese precautionary approach
in conducting monetary policy leaves it with more room to
respond to future shocks. «The basic characteristics of China’s
economic potential, strong resilience, large room for maneuver,
and multiple policy tools have not changed » it wrote in a finan-
cial risk report released in November. It has frequently warned
of the negative effects of excessively low interest rates [3].

Conclusion. China was seriously damaged and threatened
by the disease in the first quarter of 2020, but succeeded in
halting its spread in a short period and mitigating the eco-
nomic influence of pandemic. This was achieved through

quick measures in activity and mobility control, alongside
with the fiscal and monetary measures intended to minimize
supply and demand shocks caused by COVID-19.

Backed by tough coronavirus containment measures and
emergency relief for businesses, the world’s second-largest
economy has largely recovered to pre-pandemic levels, but
resurgence of infections worldwide and in parts of China is
keeping policymakers cautious.

According to the research, alongside with fast recovery the
Chinese economy is still threatened by the rising of unemploy-
ment rate; reduce of household consumption (amid the attempts
to rebalances the economic structure towards domestic con-
sumption), rising of local government debt, rising of debt bur-
den of non-financial borrowers (including an existing problem
of high indebtedness of state-owned enterprises) etc. In this
case, the results of the paper provide basis for further research
on Chinese economy and its crisis measures amid global pan-
demic, economic rebalancing and tariff confrontation.
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EKCTEPHAJIII COVID-19: EKOHOMIYHI HACJIJKUA TA ITHCTPYMEHTH NPOTHUIT B KHP

AHoTanisi. BUKITMKY 3 SSIKHMH 31TKHYJacs CBiTOBa ekoHOMika mija yac nauaemii COVID-19 ouikyBaHO IpH3BEIH 10 pe-
necii B 2020 poui. 3Baxkatoun Ha 1e, o KHP € oqHuM 13 MpoBiAHMX €JIEMEHTIB M00aJIbHUX JIAHIIIOTIB IMOCTABOK, BBEICHHS
KapaHTHHHUX OOMEKEHb B JIaHiil KpaiHi HEeMUHYYe BIUTHHYJI0 Ha 00csr ceitoBoro BBII. He nuensiunck Ha e, Kuraro korpuit
MEPUIMM TIOCTPaXJIaB BiJl MaHAeMii BIanock 3a migcymkamu 2020 poky 30eperTi NO3UTHBHHUN MPUPICT ILOTO MMOKa3HUKA. [laHa
CTaTTs IPUCBsiUEHA AociixenHIo gocBiny KHP y 60poTb6i 13 pi3HOMaHITHUMU LIOKaMU CIIPUYMHEHUMU CIIAIAXOM MaHJeMil,
a TaKoX aHaJli3y MAaKPOCKOHOMIUHUX TOKA3HUKIB KpPaiHH 3 METOK OKPECJICHHS HACIIIKIB KPU3M Ta PE3YJbTATIB BiJl BIKUTHX
ypsiioM (ickaJIbHUX Ta MOHETAPHUX 3aXOJiB. 30KpeMa, B CTATTi NPUBEAEHO JaHi Mmoo odcsary Ta auHamiku BBII, Baprocti
excriopty ta imrmopty KHP, piBHS KiHIIEBOTO CIIO)KHBAHHS Ta CIIOKHBAHHS JOMOTOCIIONAPCTB, BHOKPEMIICHO BUCOKHH MTOKA3HHK
0e3po0iTTs Ta HaBeJEHO JUHAMIKy ITOKa3HHUKA JOIAHOI BapTOCTi BUpOOHHLTBA B cTpykTypi BBII. B po6oTi Takox BUCBITIEH]
3acTocoBaHi Kuraem ickanpHi CTUMYIH Ta TOM SIKIISHHS HA MEepioj MaHaeMil i mojaHo MaHi, M0 LTFOCTPYIOTh BKHUTI Ypsi-
JIOM MOHETapHI 3aX0/i1, 30KpeMa TMHaMiKa MOKa3HHKa 000B’SI3KOBOTO Pe3epBYBaHHS, 3MiHa BIJICOTKOBOT CTaBKU ISl IPEMiyM
xiientiB (LPR), 1m0 € Hapa3i 6a30BOI0 BiJICOTKOBOIO CTaBKOIO B Kural /uis BHJa4l KpeIUTiB JOMOTOCIOIApCTBaM Ta Oi3Hecy,
MMOKa3HHUK CYKYIHOTO (iHaHCyBaHHs peaibHOi ekoHoMikH (AFRE abo TSF) ta B HOro cTpyKTypi IpoaHaai30BaHO JAUHAMIKY
o0csiry 0aHKIBCBKHX KpEIUTi, 30Kpema, Oi3Hecy Ta HaceleHHI0. TaKuM YMHOM, JOCIIKEHHS MpoBeneHo 3 no3ulii Kuraro 3
OIJIAy Ha HOTO YNOBUIbHEHE 3pOCTaHHS CIPUYMHEHE BHCHAXXEHHSM KOIMIIHIX JIpaiiBepiB POCTY Ta 3arOCTpEHE 3aTSHIKHOIO
ToproBenbHOI KoHppoHTalier 3 CIIA. 3 Touku 30py r1o0alibHOT B3aEMO3aJIC)KHOCTI, OepyUH /10 yBar MacliTabu KHTalChKOT
€KOHOMIKU, 11 BHECOK B IpupicT cBitoBoro BBII i1, oueBuaHO, 3pocTatouy Bary Ha MIXKHApOJHiH apeHi, JaHa TeMa € aKTyallbHOO
B KOHTEKCTI JIOCII/PKEHHS II00aIbHOTO €KOHOMIYHOTO PO3BHUTKY 1 EpCHEKTHB. Pe3ysbrar poOOTH BiIKPHBA€E HOBI MOXKIIUBOCTI
JUIs MaOyTHIX JTOCIIIKEHb 1 MOXKE CIIYKMTH JDKEPEJIOM TiloTe3 /I MOJAIIBIIOrO0 KiJIbKICHOTO aHalli3y KUTAHChKOT €KOHOMIKH
1l aHTHKPH30BHX 3aXOJIiB B yMOBaX MaHAEMil.

Kurouosi cioBa: COVID-19, Kuraii, BBII, cBiToBa TOpriBis, KiHIIeBE CIIOKMBAHHS, PIBEHb 0€3p00ITTA, A0JaHa BapTiCTh
MIPOMHKCIIOBOTO BUPOOHHIITBA, (DiCKaJIbHI 3aX0/IH, MOHETApPHI 3aXO/IH.

9KCTEPHAJINU COVID-19: 9 KOHOMHNYECKHUE NOCJEACTBUA U THCTPYMEHTBI
MPOTUBOJAEWCTBUS B KHP

AnHoTanus. B 3T0if cTaThe 0CHOBHOE BHUMAaHHUE yeNsieTcss KuTalickoMmy ombITy cmsraeHus Brusiaust COVID-19 u pac-
CMaTpHuBaCTCA BO3)ICI\/’ICTBI/IG MMaHJACMHH Ha MUPOBYIO 3KOHOMUKY U, B HACTHOCTH, HA DKOHOMUKY KI/ITaﬂ; HCCICNYCTCS IMOJIUTUKA
KuTast mpuHATas B OTBET Ha IIOKU CIPOCA U MPEIJIOKSHUS ¢ TOUYKU 3peHUsT QUCKATBHBIX M MOHETapHBIX Mep, a TakXkKe pac-
CMaTPHUBAIOTCSl BBITOABI M U3AEPKKH ITHX OeHCTBHH. TaknMm o0pa3oM, HcClieoBaHHE BEAETCs ¢ Mo3UIMK Kutas yduThIBas
€ro 3aMeJICHHUs, KOTOPOe OECIIOKOUT HIKOHOMHCTOB U MOXKET ObITh YCYTI'yOJIEHO TOPTOBBIM IIPOTUBOCTOSTHHEM. Y UUTHIBAs pa3-
Mep KATAHCKOW YKOHOMUKH C TOYKHU 3pEHUS TI00aTbHON B3aMMO3aBUCUMOCTH, €€ BKJIaJ] B MUPOBOM POCT U PacTyIIN BeC Ha
MEXKIyHapOAHOHU apeHe, 3TO UCCIIeJOBaHNEe BHOCUT CBOEBPEMEHHBIN BKJIa]] B ONPEIe/ICHNE NI00aTbHOT0 SKOHOMUYECKOTO pas-
BUTHS M TIEPCIIEKTHB. Pe3yabTar 3TOro uccienoBaHus OTKPHIBAET HOBbIE BO3MOXKHOCTH JUIsl OyyIIMX MCCIEJOBAaHUH U MOXKET
CIIy’)KUTh UCTOYHMKOM THUIIOTE3 Ul JajdbHEHIINX KOIMYECTBEHHbBIX MCCIEJOBAaHUNA KUTAWCKONH YKOHOMUKH M aHTUKPU3HCHBIX
Mep B YCJIOBHSX INI00AJIbHON TaHAEMUH.

Kurouessle cioBa: COVID-19, Kuraii, BBII, MmupoBast Toprosiisi, KOHeUHOE NOTpeOIeHNE, yPOBEHb 0e3paboTHIIbI, 100aB-
JIEHHAsl CTOMMOCTb IIPOMBIIIUIEHHOTO MTPOM3BOACTBA, (PUCKAILHBIE MEPbI, MOHETapHBIE MEPHI.
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