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SUMMARY 

› The covid situation in China has deteriorated significantly since the start of this 

year. In response, the government has doubled down on its zero-covid policy by 

imposing aggressive containment measures in several regions. 

› The escalated control measures have become the dominant near-term growth 

headwind in China. We estimate that the current containment measures could 

shave 55bps off Chinese GDP per month compared to our previous base case.  

› We expect more concrete macro policy support to mitigate the downward pressure 

on growth, especially in the form of fiscal stimulus for infrastructure investment. 

But adjustment to China’s ‘zero covid’ policy is needed for any sustainable 

recovery.    

 

Covid outbreaks prompt tightened containment measures  

China is currently fighting its largest wave of covid infections since the beginning of the 
pandemic. Whereas daily new cases averaged 200 from April 2020 to February 2022, 
China’s daily new (symptomatic) cases currently hover around a few thousand, spread 
across widely across regions (Chart 1). In response, the Chinese authorities have adopted 
aggressive containment measures in accordance with their zero-covid policy (ZCP).  

CHART 1: NEW DAILY COVID CASES IN CHINA 

 
Source: PWM - AA&MR, China National Health Commission, Wind, 25 April 2022 

Local covid outbreaks have become more frequent in China since the second half of last 
year when the Delta variant started to spread. The Chinese government resorted to 
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aggressive mass testing, contact tracing and targeted isolation in the early stage of the 
outbreaks (the so-called “dynamic clearing strategy”) and successfully contained the 
spread of the virus with limited social and economic costs. This approach also enjoyed 
reasonable popular support.  

However, these targeted measures have been overwhelmed by the arrival of the highly 
transmissible Omicron variant. To achieve their “dynamic-clearing” objective, local 
governments have had to significantly step up containment efforts, which has ultimately 
led to full lockdowns in many localities. For example, following the full lockdown of the 
Jilin province on 6 March, Shenzhen and Shanghai, the two most important 
manufacturing and financing hubs in China, which jointly account for around 6% of 
China’s GDP, also announced full lockdowns in March.  

The dominant growth headwinds in the near term 

Although a vast majority of the detected cases are asymptomatic and reported mortality 
rates are low, the economic damage stemming from the recent covid outbreaks and the 
stringent containment measures they provoked is huge. In our view, the current wave of 
covid infections and the government’s ZCP (mainly the latter) have become the dominant 
growth headwinds for China in the near term.  

TABLE 1 : CHINA’S CONTAIMENT ZONE CATEGORISATION 

Containment 
category 

Control measures Threshold to lift restrictions GDP % exposure 
(as of 28th April) 

Contained 
zone  
(封控区) 

Full lock down 
Residents grounded at home 
Services to the door 

 
No new symptomatic and asymptomatic 
case in 14 days 
 
Negative mass testing results for the area, 
2 days before measures are eased 

~12% 

Restricted 
zone 
(管控区) 

Residents grounded to living area 
One trip every 2-3 days per family 
Gathering are prohibited 

Preventive 
zone 
(防范区) 
and/or mobility 
controls 

Gathering are prohibited 
Social restrictions apply 

When the entire district or county does not 
include any contained and restricted area. 

~39% 

                                                                                       Source: PWM - AA&MR, Chinese Government 

According to our estimate, the regions that are currently subject to some sort of 
restrictions represent about 51% of Chinese GDP (Table 1). While this has declined from 
60% about two weeks ago, it is still significant (and could rise again as the virus has not 
been brought fully under control). This has led to broad-based slowdown in economic 
activity at a national level. In particular, domestic consumption, already weak, 
deteriorated further in March, especially for services, with the Caixin services purchasing 
manager index (PMI) reading dropping sharply to 42.0 from 50.2 in February. Retail sales 
in March contracted by 3.5% year on year (y-o-y), down from an expansion of 6.7% in the 
first two months of the year. Retail sales data for April will likely be even worse as the 
March numbers did not fully capture the impact of the lockdowns. 
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CHART 2: GROWTH IN HOME SALES IN CHINA’S MAJOR CITIES 

Source: PWM - AA&MR, Wind, 24 April 2022 

Restrictions on mobility have exacerbated the downturn in the property sector. Tightened 
regulations on property developers’ indebtedness has led to a liquidity crisis in this 
sector since last year while worsening sentiment and the economy’s slowdown have 
resulted in lower housing demand. The aggressive mobility restrictions recently 
introduced in many cities have made housing activity even more difficult. For example, 
in China’s top 10 cities, housing sales (in terms of floor area) contracted by more than 
50% y-o-y in the week ending 24 April (Chart 2). Weak sales obviously add to the 
challenge of tight liquidity conditions for developers, who recorded a 19.6% y-o-y drop in 
total funding available in March, compared with a 17.7% drop in the first two months of 
2022.  

The impact of strict containment measures is not limited to the retail and the property 
sectors. While some industrial companies are allowed to operate in a ‘closed-loop’ (which 
requires all employees to live in the offices or factories during the lockdown period) to 
reduce the disruptions to manufacturing, most small- and medium-sized enterprises 
(SMEs) are not able to satisfy such requirements. In addition, the restrictions on transport 
and tightened preventive measures at ports have caused serious disruptions to logistics 
(Chart 3). The impact is being felt nationwide, including in many areas that have not seen 
any fresh covid outbreak, and we could see another round of global supply-chain 
disruption.  
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CHART 3: INDICATORS OF CHINESE DOMESTIC LOGISTICS NETWORKS 

Source: PWM - AA&MR, Wind, as of 25 April 2022 

Persistently weak domestic demand has had an impact on the labour market as well, with 
the unemployment rate edging up in March for the fourth consecutive month to 5.8%, 
beyond the 5.5% forecast recently announced in the National People’s Congress meeting. 
Slowing household income growth and declining excess savings also point to weaker 
spending power ahead.  

According to our estimate, the additional containment measures could shave 55bps off 
Chinese GDP per month compared to our previous base case. The longer the restriction 
measures last and/or the wider they are applied, the greater the economic damage. 

Policy adjustment is needed for sustained recovery 

Despite the surging economic cost and increasingly vocal complaints by residents placed 
under tight lockdowns, there is no sign that the Chinese government will give up its ZCP 
anytime soon. Indeed, at a high-level meeting on 17 March, president Xi Jinping 
reiterated the need to stick to the ZCP, citing the importance of protecting people’s lives. 
While he also called for a balanced and scientific approach to limit the damage to the 
economy, curbing the spread of the virus obviously is still the top priority.  

In our view, the political necessity of keeping covid contained before the Chinese 
Communist Party’s 20th National Congress, which probably will take place in October, 
suggests that the ZCP could stay in place for some time.  

To mitigate the significant downward pressure on growth, we expect more concrete 
policy support in the near term. Fiscal stimulus will likely play an important role in 
supporting infrastructure investment, and possibly household consumption as well. 
Indeed, in the recent meeting of the Financial and Economic Affairs Committee, President 
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Xi called for all-out efforts to build modern infrastructure in China. In addition, more 
targeted monetary policy tools may be deployed to support micro and small businesses 
and sectors heavily affected by the recent covid outbreaks.  

In our view, however, stimulus can only be effective if heavy mobility restrictions are 
lifted. Hence, to engineer a sustained economic recovery, the Chinese government 
probably will have to adjust its ZCP, if not abandon it entirely. Whether there will be any 
progress on this front remains to be seen. In the meantime, forecasts for Chinese growth 
face downside risk. 
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liability whatsoever (whether in negligence or otherwise) – including without limitation for the accuracy, adequateness, correctness, completeness, timeliness, and fitness for 
any purpose – with respect to any reported information or in relation to any errors, omissions or interruptions in the SMI_SPI or its data. Any dissemination or further distribution 
of any such information pertaining to SIX Swiss Exchange is prohibited.  
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MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, the ”MSCI Parties ”) expressly 
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 know-
how 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 
promoted by Tokyo Stock Exchange, Inc. 
 

Distributors: Banque Pictet & Cie SA, Route des Acacias 60, 1211 Geneva 73, Switzerland and Pictet & Cie (Europe) SA, 15A, avenue J. F. Kennedy, L-1855 Luxembourg/B.P. 
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The information, data and analysis furnished in this document are disclosed for information purposes only. They do not amount to any type of recommendation, either general 
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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 
basis of economic, financial or political changes, currency fluctuations, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer. 
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Moreover, it does not constitute an offer, or an invitation to buy, sell or subscribe to securities or other financial instruments, nor is it meant as a proposal for the conclusion of 
any type of agreement. Furthermore, this document should not be considered a suitability report as Pictet London Branch has not received all the necessary information on the 
recipient to complete its suitability assessment that covers the recipient’s knowledge and experience, tolerance to risk, investment needs and the recipient’s ability to absorb 
financial risk. Should its addressee decide to proceed to any transaction in relation to a financial product referred to herein, this will be in his sole responsibility, and the 
suitability/appropriateness of the transaction and other financial, legal and tax aspects should be assessed by an expert. 

Any information contained in this document is disclosed for information purposes only, and neither the producer nor the distr ibutor can be held liable for any fluctuation of the 
price of the securities. No express or implied warranty is given as to future performance. The opinions expressed reflect an objective evaluation of information available to the 
general public, such as rates from customary sources of financial information. The market value of securities mentioned may vary on the basis of economic, financial or political 
changes, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer. Moreover, exchange rates may have a positive or negative 
effect on the value, the price or the income of the securities or the related investments mentioned in this document. It is also expressly noted that forecasts are not a reliable 
indicator of future performance, while past performance is not a reliable indicator of future results. 

You shall only take investment decisions when you fully understand the relevant financial product and the involved risks. In particular, the relevant product documentation 
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investor is exposed to the risk of default of the issuer/guarantor. 

In respect of any product documentation, including key information documents of Packaged Retail and Insurance-based Investment Products (“KIDs”) and key investor 
information documents of Undertakings for Collective Investment in Transferable Securities (“KIIDs”), please note that these may change without notice. You should therefore 
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KID/KIID/other product document, you should therefore click on the link immediately before confirming to Pictet London Branch your decision to invest, in order to review the 
most recent version of the respective KID/KIID/other product document. If you have not been provided with a link to access the relevant document, or if you are in any doubt as 
to what the latest version of the respective KID/KIID/other product document is, or where it can be found, please ask your usual Pictet London Branch contact.  

Pictet London Branch is not the manufacturer of the product(s) and the KID/KIID/other product document is provided by a third party. The KID/KIID/other product document is 
obtained from sources believed to be reliable. Pictet London Branch does not make any guarantee or warranty as to the correctness and accuracy of the data contained in the 
KID/KIID/other product document. Pictet London Branch may not be held liable for an investment decision or other transaction made based on reliance on, or use of, the data 
contained in the KID/KIID/other product document.  

By subscribing to the product(s) proposed herein, you acknowledge that you have (i) received, in good time, read and understood any relevant documentation linked to the 
product(s), including, as the case may be, the respective KID/KIID/other product document; (ii) taken note of the product(s) restrictions; and (iii) meet the applicable subjective 
and objective eligibility conditions to invest in the product(s). 

Pictet London Branch may, if necessary, rely on these acknowledgements and receive your orders, to transmit them to another professional, or to execute them, according to the 
relevant clauses of your mandate, as well as the Terms and Conditions of Pictet London Branch. 

The content of this document shall only be read and/or used by its addressee. Any form of reproduction, copying, disclosure, modification and/or publication in any form or by 
any means whatsoever is not permitted without the prior written consent of Pictet London Branch and no liability whatsoever w ill be incurred by Pictet London Branch. The 
addressee of this document agrees to comply with the applicable laws and regulations in the jurisdictions where they use the information provided in this document. 
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Branch is registered as a UK establishment with Companies House (establishment number BR016925) and its UK establishment office address is Stratton House 6th Floor, 
London, 5 Stratton Street, W1J 8LA. 

Authorised and regulated by the Commission de Surveillance du Secteur Financier. Deemed authorised by the Prudential Regulation Authority. Subject to regulation by the 
Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based firms to 
operate in the UK for a limited period while seeking full authorisation, are available on the Financial Conduct Authority’s website. 

 

Distributors: Bank Pictet & Cie (Asia) Ltd (“BPCAL”) in Singapore and/or Banque Pictet & Cie SA, Hong Kong Branch (“Pictet HK Branch”) in Hong Kong.  

The information, tools and material presented in this document are provided for information purposes only and are not to be used or considered as an offer, an invitation to offer 
or solicitation to buy, sell or subscribe for any securities, commodities, derivatives, (in respect of Singapore only) futures, or other financial instruments (collectively referred to 
as “Investments”) or to enter into any legal relations, nor as advice or recommendation with respect to any Investments. This document is intended for general circulation and 



FLASH NOTE PICTET WEALTH MANAGEMENT 
ASSET ALLOCATION & MACRO RESEARCH 

28 April 2022 

 
 
 

 

 
8 OF 9 

 

it is not directed at any particular person. This document does not have regard to the specific investment objectives, financ ial situation and/or the particular needs of any 
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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.   
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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 
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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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country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject Pictet Bank & Trust Limited to any 
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.  Additiona lly, 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 ); (i i) 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. 

 


