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China entersthe Y ear of the Snake celebrating the first increase in the rate of annua GDP growth since
1991/92. Although the internationd financid and business community generdly accepts officid growth
measures at facevaue,! enthusiasm over Chinass economic upturn is clouded by concern over the veracity
of officid deta

Recent research indicates that tandard data may overgtate Chinass long-term GDP growth by severd
percentage points. Thisis not surprising to economists who have long maintained that officid figures
overgtate industrid growth. Since officid figures understate both the Sze and the long-term growth of
Chinass service economy, definitive conclusons about long-term GDP growth must await detailed analysis
of the service sector.

Confirmation that GDP growth during 1978-1997 amounted to 7 percent rather than 9 percent would not
negate the accomplishments of Chinacs economic reform. Nor would it undercut the reputation of Chinacs
Nationa Bureau of Statistics (NBS, formerly the State Statistics Bureau) as a dedicated organization that
has modernized economic measurement while ddivering a steady flow of generdly accurate and
increasingly comprenensive statigtical information.

The more seriousissue arises from evidence that, beginning in 1998, a broad array of economic
information, including official measures of provincid and nationa growth, has succumbed to what Chinese
authors describe as aAwind of fagfication and embdlishment( (jiabao fukuafeng). Officia reports
indicating redl output growth of 7.8 percent for 1997/98 and 7.2 percent for 1998/99 appear grosdy
exaggerated. Prliminary figuresindicating 8 percent real growth in 1999/2000 may aso include
subgtantia Awater content(@ (shuifen, the Chinese term for statistical overstatement).

What caused thisexplosion of fagfication? What=s wrong with the GDP data for 1998 and 1999? Isthe
Awind of fagfication and embdlishment(l dying down? What=sthered story about Chinass recent growth?

Thecurrent difficultiesbegan when the Asan financid crisis threstened an economy aready suffering from
gructurd difficulties and from an overdose of anti-inflation medicine. Beginning in 1993, China gpplied
monetary and fisca brakesto cool the economy. When inflation abated with no big declinein growth, the
government wel comed this Asoft landing, @ ignoring a steep decline in employment growth. As effortsto
dismiss redundant workers moved into high gear - the number placed on furlough (xiagang) jumped from
3.6 millionin 1994 to 5.6, 8.9, and 11.1 million during 1995-97 - China faced serious employment
problems? The 1997 crisis compounded the danger by stalling the growth of exports and foreign
investment.
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Faced with growing economic risk, incoming Premier Zhu Rongji launched acrusade for 8 percent growth
in 1998. This campaign exposed overextended statistical agencies to Agreat pressures, under which it is
not easy to preserve integrity. §°

The result was an epidemic of false reporting. As early as November 1998, a hard-hitting critique linked
ambitious growth targets with fase data:

Some of thetargetsthat come down from the higher levels are objectively impossible to reach, but
since the leaders demand high speed, then the operating departments split up the responsibilities,
and, in order to ensure the achievement of the result pecified by the upper levels, the lower levels
apply more pressure. . . . plan indicators that are based on the requirements sent down by the

upper levelsin redity are forced on the lower level statistical figures and then returned upwards.”

Bajing Aissued ordersto every province and city.§ Shanghal, for example, was to Aensure economic
growth of 12 per cent. To thisend, the Shanghai government aso issued quotasto each levd . . . plans
that cannot ensure 12 per cent growth must &l be returned for amendment.¢®  Eight percent growth
became aAgreet palitical responsibility.@® Subordinates, fearing thét failure to deliver 8 percent might
endanger ther careers, forced Satisticians into upward revisons or smply fabricated figures to document
the required growth.

This shattered Chinass Satistica reporting network. A retired NBS Director Asaid that the chalenge of
keeping statistics accurate was particularly difficult@ in 1998, and added that " decelving the nation and
tricking the people can lead to untold disasters§)’ False reporting continued after 1998. Premier Zhu
himself complained in March 2000 that Afal sification and exaggeration are rampant.g® A July 2000 article
intheinfluentid journd Jingji yanjiu [ Economic Research] noted that Amistaken analyses of the economic
situation during the past few years are related to unredlistic statistics.§°®

With increasing openness, it is often possible cross-check datistical clams. The China Statistical
Yearbook is the skeptic=s bible. Examination of recent data reveds a host of contradictions.

Table 1 reproduces officid datafor GDP, industria output, and energy consumption. The aggregate
figures depict an improbable scenario in which GDP grew by 25.6 percent during 1996-99 despite a
12.2% reduction in energy consumption.’®  Theimplied drop in energy requirements prompted credulous
American researchers to announce that AChina has dispelled a commonly held notion that economic
growth and energy consumption are necessarily coupled.g™* More sensibly, Chinese andysts believe that
Asteady increase in dectricity output@ during 2000 indicates Athat the national economy is coming out of
adow period.f™? The same link between energy use and output growth undercuts official growth daims
for

1996-99.



Figure 1. Can these statistics by any chance be related?
Indices of GDP, industrial output, and energy consumption, 1990-1999. 1995 = 100

National Totals: Indexes of GDP, Energy Consumption, and Energy Requirements

1990 1995 1996 1997 1998 1999

GDP index 56.7 100 109.6 119.3 128.6 137.7
Aggregate national energy use 75.2 100 105.9 105.3 100.8 93.0
Annual % change 5.9 -0.6 -4.3 -7.7
Energy use per unit GDP 132.6 100 96.7 88.3 78.4 67.5
Annual % change -3.3 -8.6 -11.2 -13.8

Industrial Sector: Indexes of Output, Energy Consumption, and Energy Requirements

Industrial Output index 36.7 100 116.6 131.9 146.0 162.9
Industrial energy use 70.3 100 104.3 104.0 98.1 90.6
Annual % change 4.3 -0.2 5.7 -7.7
Industry: unit energy use 191.3 100 89.5 78.9 67.2 55.6
Annual % change -10.5 -11.8 -14.8 -17.3

Source: China Statistical Yearbook 1996, 1999, 2000.

Moving to other areas expands the list of anomalies. Could farm output increasein al but one province
during 1997/98 despite floods that rank among Chinas top ten natural disasters of the 20™ century?*®
Could industria output rise 10.75 percent in 1997/98 even though only 14 of 94 mgjor products achieved
double-digit growth and 53 suffered dedlining output?* Could investment spending jump 13.9% in
1997/98 even though sted consumption and cement output rose by less than 5%?*° Could retail sales
advance 6.8% in 1997/98 when urban and rura garment sales plunged by 7.6 and 10 percent?*°
Skeptical Chinese analysts point to many such puzzles.’

The figures for 1999 raise amilar difficulties. Officid figures show the annud growth of invesment
gpending faling from 13.9 percent during 1997/98 to 5.1 percent in 1998/99. It isdifficult to imagine
investment spending, the main source of Chinacs recent economic momentum, lagging behind GDP growth
in 1999, nor could GDP growth have avoided a big drop if annua growth of investment spending had
plunged by nearly two-thirdsin asingle year. Totd retail sdes at and below the county leve reportedly
increased by 5.7 and 6.6 percent in 1998/99 even though surveys show adecline in rural households per
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capitaincome .® Along with exaggerated totals for retail sales, the yearbook figures include a steep and
improbable dedinein inventories™ With virtualy al commodity marketsin a state of excess supply, a
report by Chinese researchersindicating that Astockpiles of finished products within the entire state sector
rose by 30.5% during 1999" is undoubtedly closer to the mark.

Chinese mediaoften contradict officid clamsof rapid growth. Press accounts from 1999 and 2000 refer
to Astagnant incomes,i Aeconomic stagnation,@ and Athe current economic depression.§* One article
gopliesthe term Astagnationf) to Chinassrurd indudtries, which are officidly credited with double-digit
growth; another states that rura industry, Aonce the natiores economic locomotive, continues to fade into
oblivion.§?

Reports about household incomes are of particular interest. In April 1999, China Daily stated that APer
capitaincome in urban and rurdl areas continued to fall in the first quarter of thisyear.82 A July 1999
report cited Adashed incomef as one reason for Aduggish car sales® In October 1999, A66 percent of
consumers said their household incomes had ether remained unchanged or had decreased during the
previous 12 months.§?® The share of consumers who Aexpected to improve their financia conditions) or
expected Ahigher incomes in the next 12 monthsi was 39, 37, and 39 percent in January, February, and
March 2000. The March survey found expectations among consumers at Athe highest leve snce August
1998.4?° These observations, which appear to reflect urban circumstances, seem inconsistent with official
aggregates showing that per capita disposable incomes of urban households rose by 5.1 percent in
1997/98, by 7.9 percent in 1998/99, and by 8.4 percent in the first three quarters of 2000.”

NBS publicly rgected provincia figures for GDP growth in 1998 and 1999. Since China-s datistica
apparatus rests on an elaborate structure of vertica reporting, NBS is poorly equipped to create reliable
growth estimates outside norma reporting channels. Despite NBS: daim to have Asqueezed out the
over-reported part@ from provinda figures? official announcements indicating national GDP growth of
7.8 percent for 1997/98 and 7.2 percent for 1998/99, as well as preliminary figures showing 8 percent
growth for 1999/2000, have not escaped the Awind of falgfication and embdlishment( that has engulfed
Chinacs statistical system since 1998. This survey establishes a strong case for rgjecting officia Chinese
measures of GDP growth for 1998, 1999, and in al probability, for 2000 aswell. We rgect these data
not because of (inevitable) technical shortcomings, but because, to use Chineseterminology, they have lost
touch with redlity (shizhen).

What isthe dternative to the flawed officia aggregates? In the absence of plausble gatistics, Chinars Sze
and heterogeneity make it extraordinarily difficult for outsde analysts (and for Chinese policy-makers) to
gauge economic trends with any degree of accuracy. How can we baance the redlity of torrid growth in
some sectors and regions with stagnation or decline esawhere? Japarrs experience of information
revolution amidst overal stagnation illustrates the range of possibilities.

Chinese commentators agree that deficit spending added about two percentage points to overdl growth
in 1998 and 1999.% If so, what was the underlying rate of growth for 19982 With energy consumption



down by 4.3 percent in 1997/98, the possbility of negative growth without or even despite the
government=s deficit spending cannot be dismissed.

Air travd offers a plausible upper limit for GDP growth during 1997/98. Despite an economic process
tilted toward upper income groups and the impact of price wars, which routinely dashed ticket prices by
30-40 percent during 1998, passenger milesgrew by only 2.2 percent on domestic routes and 3.4 percent
overdl. Itisdifficult to imagine that GDP could have grown faster.

Based on these observations, a plausible guess would place red GDP growth for 1997/98 between -2
percent and +2 percent. Thereisno reason to doubt the observation, shared by officid dataand unofficia
reports, that growthin 1999 was dightly lower than in 1998, in which case the previous logic would place
1998/99 growth somewhere between -2.5 percent and +2 percent. Thereis also no reason to question
Chinese clams that growth during 1999/2000 surpassed the results for 1999, but speculation about
plausible growth rates must await the publication of further informetion.

What of the future? The Nationd Bureau of Sttigtics, which isthe victim rather than the author of this
episode, continues its efforts to revive honest reporting. This mission, however, cannot succeed without
unwavering support from Chinasstop leadership. A return to statistical normalcy may require convergence
of actua economic growth to the Apaliticaly correctl leve of 7-8 percent. In the meantime, a recent
statement that Aforging false tatisticsl isAnot as rampant as in previous yearsd™ alows users of Chinese
economic data to hope for further improvement.
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