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APAC Chief Investment 

Officer 

 — China  announced  a RMB  10  trillion debt  swap  program on  the  last day of  the National

People’s  Congress  (NPC) meeting;  however,  investors were  not  impressed,  as  they  are

seeking hints of consumption‐boosting stimulus. 

— The announced measures such as the current property destocking programs and the cash‐

for‐clunkers programs might not be  sufficient  for China  to  achieve  its  ambitious  growth 

target in the short to medium term. 

— Structural  changes  in  the  social  security  system are  likely necessary  to  create a positive

wealth and income effect over the longer term.  

— While  the  downside  risk  of  China  equities  appears  limited  due  to  the  government’s

commitment to supporting the economy, the upside potential also  looks uncertain at the

moment without details on consumption‐boosting stimulus. Unless we see effective fiscal

policies to stabilize the economy, the Chinese equity market could remain range‐bound.  

Tommy Law 

Institutional Product  

Specialist Analyst 

 

 

China announced a RMB 10 trillion debt swap program on 8 November to relieve some of the debt burden on local governments. The 

scale of the debt swap program was higher than market expectations, which were RMB 6 trillion, as reported by Reuters a few days 

before the National People’s Congress (NPC) meeting. However, one week after the announcement, the Hang Seng Index (HSI) dropped 

by 6.3%, while the CSI 300 index fell by 3.3%. This suggests that the debt swap program alone has failed to impress investors who have 

been looking for hints of consumption‐boosting stimulus. With a Trump presidency becoming a reality, it may make sense for Beijing 

to hold off until there is more clarity on potential U.S. policy changes after Trump takes office. However, the longer it takes, the more 

likely  investors will  lose patience. All eyes are now on China to see what kind of fiscal policies Beijing will announce  in the coming 

months to address its three major crises amid anticipated increases in trade tensions, which could further undermine China’s economic 

growth. This article will discuss and evaluate the effectiveness of potential fiscal policy tools that China could use to alleviate  local 

government debt, destock its property market, and stimulate consumption, all of which are interlinked. 

 
Local Government Debt Swap Program 
Beijing announced on 8 November that up to RMB 10 trillion worth of funds will be provided to local governments to refinance local 

government financing vehicle (LGFV) debt onto the public balance sheet through 2028. The debt swap program  involves  lifting the 

local government debt ceiling and allowing them to  issue  longer‐dated special government bonds to finance high‐cost, short‐tenor 

LGFV debt. While this program could ease refinancing pressure and improve the debt structure, significant structural fiscal risks remain. 

The  International Monetary Fund (IMF) estimated that RMB 60 trillion  in LGFV debt was outstanding as of 2023. Although the an‐

nounced RMB 10 trillion debt swap program could mitigate the immediate risks of large‐scale LGFV debt defaults that could spill over 

into the broader financial system, it would only substitute about 16% of the riskiest outstanding LGFV debt. Additionally, while some 

systemic risks could be reduced by moving LGFV debt onto local governments’ balance sheets, this does not enhance their ability to 

service the debt. The resolution of the local government debt crisis will ultimately depend on the ability of local governments to gen‐

erate sufficient fiscal revenue, which is closely tied to the performance of the wider economy. The debt swap program itself only helps 

indirectly by allowing local governments to mobilize more resources on economic growth, but it does not provide any direct support 

to improve aggregate demand.  
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Property Market Destocking 
It is widely recognized that property constitutes approximately two‐thirds of household wealth in China. Consequently, the decline in 

home prices following the collapse of the property sector has significantly affected consumer confidence and spending, primarily due 

to the negative wealth effect. To stabilize home prices, Reuters reported that up to RMB 4 trillion in bonds may be issued to finance 

regional governments’ purchases of idle land and completed homes, aimed at providing affordable housing for citizens. Additionally, 

the removal of VAT and the land appreciation tax is being considered to stimulate property market transactions. 

 

These proposed policies appear similar to the previously announced real estate rescue package, albeit on a much larger scale. In May 

2024, the People’s Bank of China (PBOC) established a RMB 300 billion relending facility to provide cheap funding for local state‐owned 

enterprises (SOEs) to purchase finished homes and convert them into affordable housing. Earlier, in January 2023, the PBOC launched 

a loan support program for rental housing purchases in eight pilot cities, with a total quota of RMB 100 billion. Despite their low costs, 

these initiatives have largely been ineffective due to a fundamental mismatch between the supply of property inventory and the de‐

mand for affordable housing. In third‐ and fourth‐tier cities, where there is a significant oversupply of properties, demand for housing 

remains modest. As a result,  local governments and state‐owned enterprises have  limited economic  incentives to engage  in these 

destocking programs, aside from aligning with the political agenda. There seems to be no difference this time around. 

 
Short Term Consumption Stimulus Expected 

With consumer confidence at a near‐record low (Chart 1) and retail sales struggling to return to pre‐COVID levels (Chart 2), boosting 

consumption is seen as crucial to reversing the deflationary trend. However, the announced measures have not provided sufficient 

boost in consumer confidence.  

 

Chart 1: China Consumer Confidence 2021 – 2024 August  Chart 2: China Retail Sales YoY: 2014– 2024 September 

Source: National Bureau of Statistics of China, as of August 2024.   Source: National Bureau of Statistics of China, as of September 2024. 

 

The trade‐in program for durable goods has been in place since April 2024. To encourage electric vehicle (EV) sales, China doubled the 

EV subsidy in July 2024. Additionally, there has been a noticeable rise in the use of consumption vouchers in various forms across China. 

While these measures may appear to be quick fixes to help China achieve its 5% growth target, their effects are likely to be temporary 

and muted, as they risk merely frontloading purchases and shifting demand from unsubsidized to subsidized goods. Indeed, even after 

the introduction of the cash‐for‐clunkers program, retail sales growth has struggled to return to pre‐COVID levels. Consequently, the 

market has been expecting more consumption stimulus from the central government. 

 

Expectations include further employment support, such as relief for employers’ social security contributions and assistance for startups. 

With youth unemployment rising to 18.8% in August, subsidies for hiring graduates, particularly in state‐owned enterprises (SOEs) and 

the public sector, are anticipated. However, public sector support may inadvertently crowd out private sector employment. 

 

The Institute of Finance & Banking, a think tank linked to the State Council, has proposed establishing a stock market stabilization fund 

by issuing RMB 2 trillion in special treasury bonds. This fund aims to stabilize the stock market by actively participating in blue‐chip 

stocks and exchange‐traded funds (ETFs). Alongside property market stabilization measures, this approach could help mitigate the 

negative wealth effect that has been undermining consumer confidence and spending. However, this initiative appears to be merely 

an  extension of  the  implicit  ETF buying by  the  “national  team”  investors  in China, who  in  aggregate  is  estimated  to be holding 
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approximately RMB 3.5 trillion worth of domestic ETFs1. Only time will tell whether the additional RMB 2 trillion stock market stabili‐

zation fund could generate sufficient momentum for the stock market.  

 

Long Term Structural Change to the Social System Needed 
Weak consumption in China stems from the fact that Chinese people have one of the highest saving rates globally. To meaningfully 

improve consumer confidence, structural changes in the social system are needed to reduce saving rates and ultimately unlock con‐

sumption potential in China. 

 

On the social front, China needs to enhance  its social security net.  In 2022, China’s gross savings were approximately 46% of GDP, 

compared to 28% globally (Chart 6). This disparity reflects a tendency towards precautionary savings for healthcare, education, housing, 

and retirement due to inadequate social welfare. Therefore, improving the social security net could potentially reduce saving rates by 

reducing the need to save for these precautionary expenses.  

 Social welfare: (i) raise government spending on healthcare, elder care, and childcare, (ii) increase childbirth subsidy, (iii) 

provide demand‐side subsidy on medical insurance. 

 Pension reform: KPMG suggested that possible pension reforms include: (i) increasing the Pillar 1 asset investment by allo‐

cating more of these assets to the National Council for Social Security Fund (NCSSF). Currently, around 25% of the Pillar 1 

assets are  invested, while the majority of the rest are sitting  in bank deposits; (ii) making the enterprise annuity scheme 

mandatory; and (iii) expanding tax incentives to promote participation in Pillar 3 pensions2.  

 

The inadequate social safety net in China stems from the deeply entrenched hukou system, which deprives more than half of the urban 

population of equal access to public services and urban housing. Therefore, the leadership may consider accelerating hukou system 

reform to integrate rural migrants into urban economies and boost consumption. However, this is easier said than done. The hukou 

system has long been used by local governments for population control and maintaining social order. An hukou reform would require 

an upgrade of the capacity of urban infrastructure—ranging from education and healthcare to transport and housing—raising concerns 

about the cities’ ability to absorb the influx of new demand. The complexity lies in aligning local interests with national goals, as well 

as addressing the deeply embedded social inequality in China. Still, we believe that enhancing social security is key to reducing saving 

rates and unlocking domestic consumption potential. 

 

Chart 3: China and World Gross Savings and Household Consumption (% Of GDP) 

 

Source: World Bank, World Bank national accounts data, and OECD National Accounts data files, as of December 31, 2022. 

 
Size of the stimulus 
The size of the fiscal stimulus matters, as only a large‐scale fiscal stimulus package could pull China out of the deflationary spiral and 

meaningfully revitalize  its economy to reach the annual growth target. No concrete numbers have been announced yet, but some 

indications can be drawn  from historical examples. Back  in 2008, China unleashed a stimulus package equal  to 13% of  its GDP  to 

support the economy. If Beijing feels the same sense of urgency to boost the economy this time, a stimulus package of up to RMB 16 

trillion (13% of 2023 GDP) is possible.  

 

However, a package of such scale is highly unlikely because China’s fiscal condition today is much tighter than it was before the 2008 

Global Financial Crisis (GFC). Pre‐GFC, China had a fiscal surplus of 0.6% of GDP in 2007, while it had a fiscal deficit of ‐5.8% of GDP in 

 
 
1 HSBC estimate, as of June 30, 2024. 
2 KPMG, as of June 30, 2023.  

20%

30%

40%

50%

60%

2016 2017 2018 2019 2020 2021 2022

China Savings World Savings



APAC CIO View  December 13, 2024 

\ 4 

2023. Government debt, accounting only for central and local government debt, has also risen from 29.2% of GDP in 2007 to 83.6% in 

2023. Fidelity estimates that China’s gross national debt exceeds 300% of GDP when taking into account LGFV debt, corporate debt, 

and household liabilities3. Launching a stimulus program of 13% of GDP, even if implemented over the next 3‐4 years, could add 3.3% 

to 4.3% to the fiscal deficit‐to‐GDP ratio and 13% to the debt‐to‐GDP ratio over the next few years, making China one of the most 

fiscally vulnerable countries globally. If the scale of the fiscal stimulus package approaches or exceeds RMB 16 trillion (including the 

RMB 10  trillion debt swap program),  it would demonstrate Beijing’s commitment  to rejuvenating  the economy and could be very 

positive for the market from a sentiment standpoint. 

 

Chart 4: China Fiscal Balance to Nominal GDP 2000 ‐ 2023   Chart 5: China National Debt to Nominal GDP 2000 – 2023 

 

Source: Trading Economics, as of December 31, 2023.    Source: Trading Economics, as of December 31, 2023. 

 
Key to Escape Japanification: Scale, Efficiency and Consistency 
The risk of the Japanification of China has been a consistent concern for investors. With China’s CPI in October slowing further to 0.3% 

year‐on‐year, the likelihood of falling into a deflationary trap appears more plausible. If Japan’s experience offers any lessons, a large‐

scale and efficient stimulus program – one with a high multiplier effect – implemented consistently over multiple years is crucial, as 

there is no shortcut to escaping the deflationary spiral. 

 

All eyes are now on China to see what fiscal policies Beijing will announce in the coming months to address its economic challenges. 

While the downside risk appears limited due to the government’s commitment to supporting the economy, the upside potential also 

looks uncertain at the moment without details on consumption‐boosting stimulus. Unless we see effective fiscal policies to stabilize 

the economy,  the Chinese equity market  could  remain  range‐bound.  For  the  time being, domestic  stocks with positive earnings 

momentum and high‐dividend banking stocks should provide a relatively attractive risk/return trade‐off in the Chinese markets. 

 
Glossary 
 

A  local government financing vehicle (LGFV)  is a funding mechanism by a  local government  in China. It usually exists in the form of an  investment 

company that borrows money to finance real estate development and other local infrastructure projects. 

 

The International Monetary Fund (IMF) is a major financial agency of the United Nations.  

 

The  trade  in program  for durable  goods  is an  expansive policy  in China across automobiles, home appliances and  real estate  to encourage  the 

replacement of outdated goods with newer and more advanced options. 

 

Hukou is a system of household registration used in mainland China. 

   

 
 
3 Fidelity International, as of January 25, 2024.  
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Important	information	–	EMEA,	APAC	&	LATAM	
 
DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering 
products or services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its 
officers and employees (collectively “DWS”) are communicating this document in good faith and on the following basis. 
 
This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a trans-
action and should not be treated as investment advice. 
 
This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations 
requiring the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis. 
 
This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projec-
tions, opinions, models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonableness or 
completeness of such forward looking statements. Past performance is no guarantee of future results. 
 
The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness 
or fairness of such information. All third party data is copyrighted by and proprietary to the provider. DWS has no obligation to update, modify 
or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or 
estimate set forth herein, changes or subsequently becomes inaccurate. 
 
Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 
 
No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of 
assumptions which may not prove valid. 
DWS does not give taxation or legal advice.  
 
This document may not be reproduced or circulated without DWS’s written authority.  
 
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be con-
trary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met 
within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such 
restrictions. 
 
For institutional / professional investors in Taiwan: 
This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income 
from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is a 
marketing communication. It is for informational purposes only. This document does not constitute investment advice or a recommendation to 
buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and opinions 
expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. Certain 
data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not guaranteed and no liability 
is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction or transmission of the contents, 
irrespective of the form, is not permitted. 
 
© 2024 DWS Investment GmbH 
 
Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority. 
© 2024 DWS Investments UK Limited 
 
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by the 
Securities and Futures Commission. 
© 2024 DWS Investments Hong Kong Limited 
 
In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the Mon-
etary Authority of Singapore. 
© 2024 DWS Investments Singapore Limited 
 
In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this document 
has not been reviewed by the Australian Securities and Investments Commission. 
© 2024 DWS Investments Australia Limited 
 

as of 12/5/24; 103854_1 
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Important	information	–	North	America	
 
The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment 
products, or DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services. 
 
Diversification neither assures a profit nor guarantees against loss. 
 
This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before 
making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments 
and strategies described or provided by DWS, are appropriate, in light of their particular investment needs, objectives and financial circum-
stances. Furthermore, this document is for information/discussion purposes only and does not and is not intended to constitute an offer, recom-
mendation or solicitation to conclude a transaction or the basis for any contract to purchase or sell any security, or other instrument, or for DWS 
to enter into or arrange any type of transaction as a consequence of any information contained herein and should not be treated as giving invest-
ment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting advice. This communication was prepared 
solely in connection with the promotion or marketing, to the extent permitted by applicable law, of the transaction or matter addressed herein, 
and was not intended or written to be used, and cannot be relied upon, by any taxpayer for the purposes of avoiding any U.S. federal tax penalties. 
The recipient of this communication should seek advice from an independent tax advisor regarding any tax matters addressed herein based on 
its particular circumstances. Investments with DWS are not guaranteed, unless specified. Although information in this document has been ob-
tained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness, and it should not be relied upon as such. 
All opinions and estimates herein, including forecast returns, reflect our judgment on the date of this report, are subject to change without notice 
and involve a number of assumptions which may not prove valid. 
 
Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment and 
loss of income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally invested 
at any point in time. Further-more, substantial fluctuations of the value of the investment are possible even over short periods of time. Further, 
investment in international markets can be affected by a host of factors, including political or social conditions, diplomatic relations, limitations 
or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets. Additionally, investments 
denominated in an alternative currency will be subject to currency risk, changes in exchange rates which may have an adverse effect on the 
value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other considerations which might 
be material to you when entering into a transaction. The terms of an investment may be exclusively subject to the detailed provisions, including 
risk considerations, contained in the Offering Documents. When making an investment decision, you should rely on the final documentation 
relating to the investment and not the summary contained in this document. 
 
Companies involved in artificial intelligence and big data face intense competition, may have limited product lines, markets, financial resources 
and personnel. Artificial intelligence and big data companies are also subject to risks of new technologies and are heavily dependent on patents 
and intellectual property rights and the products of these companies may face obsolescence due to rapid technological developments.  
 
War, terrorism, sanctions, economic uncertainty, trade disputes, public health crises and related geopolitical events have led, and, in the future, 
may lead to significant disruptions in U.S. and world economies and markets, which may lead to increased market volatility and may have sig-
nificant adverse effects on the fund and its investments. 
 
This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, pro-
jections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s judgment 
as of the date of this mate-rial. Forward looking statements involve significant elements of subjective judgments and analyses and changes 
thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual results 
may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness or 
completeness of such forward looking statements or to any other financial information contained herein. We assume no responsibility to advise 
the recipients of this document with regard to changes in our views. 
 
No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives will 
be achieved. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of DWS. This 
document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this document may 
be restricted by law or regulation in certain countries. This document is not directed to, or intended for distribution to or use by, any person or 
entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United States, where such distri-
bution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any registration or licensing re-
quirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this document may come are 
required to inform themselves of, and to observe, such restrictions. 
 
Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future per-
formance. Further information is available upon investor’s request. All third party data (such as MSCI, S&P & Bloomberg) are copyrighted by and 
proprietary to the provider. 
 
For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the 
merits of the securities described herein and any representation to the contrary is an offence. This document is intended for discussion purposes 
only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not constitute an 
offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you should rely solely on 
the final documentation relating to the transaction you are considering, and not the information contained herein. DWS Group is not acting as 
your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you. Any transaction(s) or products(s) 
mentioned herein may not be appropriate for all investors and before entering into any transaction you should take steps to ensure that you 
fully understand such transaction(s) and have made an independent assessment of the appropriateness of the transaction(s) in the light of your 
own objectives and circumstances, including the possible risks and benefits of entering into such transaction. You should also consider seeking 
advice from your own advisers in making this assessment. If you decide to enter into a transaction with DWS Group you do so in reliance on your 
own judgment. The information contained in this document is based on material we believe to be reliable; however, we do not represent that it 
is accurate, current, complete, or error free. Assumptions, estimates and opinions contained in this document constitute our judgment as of the 
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date of the document and are subject to change without notice. Any projections are based on a number of assumptions as to market conditions 
and there can be no guarantee that any projected results will be achieved. Past performance is not a guarantee of future results. The distribution 
of this document and availability of these products and services in certain jurisdictions may be restricted by law. You may not distribute this 
document, in whole or in part, without our express written permission. 
For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only 
in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. Addi-
tionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such persons 
are permitted to do so under applicable Bermuda legislation.    
 
© 2024 DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany.  
All rights reserved.  
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