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The W&P GDP Growth Stat
for China
China’s official economic statistics are notoriously
unreliable. In response, Wellershoff & Partners has
developed an alternative statistical indicator to capture
China’s GDP performance. The W&P GDP Growth
Stat for China uses production data from key sectors
of the economy in a bottom-up analysis that yields
reliable GDP growth data. On April 15, 2016, we
expect the Chinese authorities again to proclaim a
growth rate of more than 6.5 percent for 2016’s first
quarter compared to a year earlier. However, our
analysis indicates a growth rate of only 5.7 percent
for the quarter. We explain our methodology in
this report; the authorities in Beijing are somewhat
less transparent. // Felix Brill and Christa Janjic-Marti

At the National People’s Congress in mid-March of this

diplomats, according to a Wiki leaks dispatch from

year, the Chinese government targeted annual GDP

2011.

growth of at least 6.5 percent for each of the next five

To make matters worse, the official GDP statistics

years. Despite a stock market crash, stagnant exports

offer much less detailed information than those of oth-

and conspicuous overcapacity in the steel and construc-

er emerging economies, let alone those of industrial-

tion industries, everything is going smoothly, it seems.

ized nations. One looks in vain for quarterly data on

Prime Minister Li Keqiang told reporters the following:

investment or consumption, for example. Instead, only

“There may be small ups and downs but we can employ

aggregated production data for the agricultural, indus-

innovative means to deploy macroeconomic regulation

trial and services sectors are published. But these are

to keep within our targets.”

difficult to interpret, consisting only of combined real
growth rates for the year to date.

Cycles? None here, thanks.
Viewing the past three years through the lens of offi-

Now what?

cial Chinese statistics, we find none of the ups and

Economists have been forced to conclude that China’s

downs that typically make up the business cycle. What

official GDP statistics – merely aggregate growth rates

we see instead are very evenly and gently falling growth

and little else – are no longer reliable for national

rates. As Fig. 1 illustrates, this period is exceptional

accounting purposes. So, what to do? After all, China

even for China, which in the past reported significant-

is the world’s second-largest economy and recent dis-

ly more pronounced cyclical fluctuations. The diver-

ruptions there make it very clear how much its eco-

gence between official GDP and trend growth rates has

nomic fortunes can affect global financial markets.

in fact never before been as low as what we’ve seen over

With all this in mind, we felt compelled to come up

the past three years.

with a reliable alternative for assessing China’s eco-

This flattering portrait of the economy has only fed

nomic growth. But how to do that? A good question,

widespread doubts about the reliability of the official

we thought, but now we had to find answers. This Crit-

GDP statistics among investors and other China-watch-

ical Perspectives introduces our new metric for marking

ers. Prime Minister Li himself questioned the reliabil-

China’s GDP development, the W&P GDP Growth Stat for

ity of the Chinese GDP data in discussions with foreign

China. It uses a bottom-up analytical process based on

Fig. 1: The end of business cycles in China?
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Fig. 2: GDP share per sector since 1995
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Fig. 3: Average annual growth contribution per sector since 1995
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production data from key sectors of China’s economy

From a business cycle point of view, in addition to size,

for which we created separate proprietary performance

it’s also important how much a sector’s contribution

indicators. We think our approach yields a telling and

to GDP growth fluctuates over the course of time. Fig.

timely assessment of China’s GDP performance and its

4 shows the impact of construction and industry, with

outlook.

a standard deviation in their annual growth contribution of 1.4 percentage points. This accounts for almost

Looking for alternatives

65 percent of total growth fluctuation; whereas the ser-

The starting point for the W&P GDP Growth Stat for China

vices sector accounts for just over 30 percent. With our

is industrial production data. As dubious the official

alternative approach, based on the production data

statistics are for national accounts, it is gratifying how

from the industrial and the construction sectors, we

much relatively good data is available at the level of in-

cover more than half of China’s economy and about

dustrial sectors. We are aware of no emerging econo-

two-thirds of its economic fluctuations.

my that publishes such a comprehensive range of sector data as China has done for such a long time now.

The W&P Chinese Industrials Indicator

Neither Brazil nor India nor Mexico provide the lev-

We review the production data of more than thirty in-

el of information on the construction sector that is

dustrial subsectors to create our Chinese Industrials

available from China, including price developments,

Indicator. Fig. 5 compares our findings with official

proposed and completed projects, land transactions

data. What is striking is not only the greater fluctua-

and the like. This data pool is not just broad, but it is

tions evident in the W&P Chinese Industrials Indicator, but

also routinely updated, usually monthly.

also the significantly lower production growth than

Production data from other industrial sectors is sim-

what has been officially reported.

ilarly wide-ranging. Monthly production and sales data

Looking at profit data for China’s industrial sector,

is available for more than thirty sectors – covering

we think our estimate clearly paints the more accurate

everything from refrigerators and semiconductors to

picture of Chinese industry. The profits of Chinese in-

steel, automobiles and more. This abundance of data

dustrial firms haven’t grown since the beginning of

provides a good basis to assess the GDP contributions

2015. A similar picture prevailed in the early 2000s,

of the industrial and construction sectors and to scru-

when the disparity between our analysis and the offi-

tinize the aggregated official data offered in the nation-

cial industrial production data was also similar in size.

al accounts.

Back then the profits of China’s industrial enterprises

The activities in the services and agriculture sectors
are less well documented, unfortunately. But these def-

fell sharply, which makes our current estimates all the
more credible.

icits are less problematic than they might first appear.
After all, these sectors contribute far less to China’s

The W&P Chinese Construction Indicator

GDP development than do the construction and indus-

We note a similar discrepancy between the official fig-

try.

ures on the GDP contribution of the construction sector and our own W&P Chinese Construction Indicator, which

Construction and industry loom largest

is fed by monthly data such as cement and steel con-

Fig. 2 shows that the share of agriculture in China’s

sumption. As seen in Fig. 6, according to our indica-

overall economy has shrunk from almost 20 percent

tor, construction sector growth is significantly lower

to just around 5 percent over the past twenty years.

than the reported 7 percent. We also find it striking

The service sector, with a 39 percent share, is much

and a bit suspicious that the official data has varied so

larger than agriculture but it still lags well behind

little since 2011. No other time series for the construc-

construction and industry. Manufacturing contribut-

tion sector shows such an atypical, stable development.

ed 56 percent of the added value to the economy in

Perhaps these anomalies can be explained by recent

2015. The relative sizes of the sectors are also reflected

economic history in China. Since the global financial

in their average annual contribution to GDP growth,

crisis of 2008/09 struck the Chinese economy, the au-

shown in Fig. 3.

thorities in Beijing appear to respond to any economic
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Fig. 5: The W&P Industrials Indicator
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reliable leading indicator for China’s
industrial sector. The accompanying
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Fig. 6: The W&P Construction Indicator
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Our new W&P Construction Indicator
for China signals a clearly weaker state
of affairs than does the data coming
from official Chinese sources. It also
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depicts a typical range of fluctuations
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official data is suspiciously smooth.
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Fig. 7: China’s services and agriculture sectors
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Data availability for the services and
agriculture sectors is notably worse
than for the industry. In both cases,
therefore, we use the official data as a
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broad assessment of the Chinese economy. In any case, as noted on page 3,
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weakness with hefty regional and local construction

about the pronouncements of China’s economic

projects, and they have done so again since mid-2015.

authorities.

While many of these projects will indeed be realized,

Looking at the W&P GDP Growth Stat for China on a quar-

not a few exist so far only on paper and may well never

terly basis, an ever-increasing divergence with official

be completed. However, several studies show that such

GDP data is also apparent over the past three years (see

projects often appear in official construction statistics,

Fig. 9). For the fourth quarter of 2015, the W&P GDP Growth

even if they are as yet only planned and their funding

Stat for China indicates growth of only about 5.8 percent,

merely announced.

one full percentage point lower than the official rate of
6.8 percent. In the first quarter of 2016, we think the

The unvarnished truth: W&P’s GDP Growth Stat

slowdown is likely to have continued. Our analysis in-

for China

dicates a real annual growth for China of 5.7 percent.

With the help of our bottom-up indicators for industry

How reliable the W&P GDP Growth Stat for China has

and construction production, we can now focus on our

been historically is shown in Fig. 10. The average abso-

original target, an accurate statistical representation

lute deviation is a mere 0.5 percentage points. The grey

of China’s GDP growth as an antidote to dubious offi-

band shows a dynamic confidence interval – the statis-

cial figures. For each sector we use deviations from sec-

tical likelihood that a value will fall between an upper

toral trend growth and aggregate them according to

and lower bound of probability – that takes the level of

the sector’s relative economic weight. For the agricul-

trend growth into account. Accordingly, the official

ture and services sectors, lacking any better input, we

data only moved outside the grey area twice since 1995,

use the official national account data.

in 2004 and 2008. In both instances, we note, the offi-

As Fig. 8 shows, since 2000 the W&P GDP Growth Stat

cial data corrected toward the path of the W&P GDP

for China not only tracks the country’s reported econom-

Growth Stat for China. This does not bode well for the Chi-

ic growth accurately, but also with a very useful lead-

nese economy’s near-term outlook, in our view.

time, up to three months ahead of the official figures.
The W&P Growth Stat also paints a significantly more vol-

Bottom line

atile and weaker growth picture since mid-2012 than

At 5.7 percent for the first quarter of 2016, the W&P GDP

the official data, once again confirming our scepticism

Growth Stat for China signals markedly lower annual

Fig. 8: The W&P GDP Growth Stat for China
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Fig. 9: The quarterly W&P GDP Growth Stat for China
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crepancy between our assessment and
the official pronouncements into sharp

12

focus. For the fourth quarter of 2015,
the Growth Stat signals growth of just
5.8 percent, a full percentage point
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less than the official view of 6.8 percent. In the first quarter of 2016, we
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think GDP growth slowed yet further,
to 5.7 percent.
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Fig. 10: The confidence interval for the W&P GDP Growth Stat for China
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The grey band depicts a dynamic confidence interval that takes the level of
trend growth into account. Since 1995,

10

accordingly, the official data has only
departed from the grey area in 2004
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and 2008. In both instances, we note,
the official data corrected toward our
findings.
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growth than official estimates. Fig. 11 also shows that

stabilize growth – and at below-trend levels – is itself

the Chinese economy is growing about one standard

rather alarming. For us, it is another indication that

deviation slower than its growth potential would im-

China’s entrenched growth model has reached its

ply. According to our analysis of more than thirty coun-

limits.

tries, this growth differential typically marks the critical limit beyond which a recession must be assumed.

Watch this space for reliable assessments of the

As Fig. 12 shows, China’s industrial and construc-

Chinese economy

tion sectors are already in recession. To make matters

You don’t have to be a prophet to predict the message

worse, the Chinese economy is not only stuttering cy-

of China’s next official GDP growth rate announce-

clically. Trend growth has also slowed significantly in

ment. As has been the case over the past three years,

recent years and according to our estimates will slow

it should align closely with the falling trend growth

even further. By the end of this decade, we expect Chi-

rates. However, for anyone interested in a realistic, un-

na’s trend growth to slow to 5.5 percent per year.

varnished assessment of the Chinese economy, the W&P

Against this backdrop, the official growth target of at

GDP Growth Stat for China offers a reliable alternative to

least 6.5 percent for the next five years clearly seems

the fog generated by officialdom. Going forward, we

unattainable.

will provide our clients with updates of our new indi-

That said, after the sharp downward move last year,

cators on a monthly basis. And we will also update the

visible in the W&P GDP Growth Stat for China, the negative

W&P GDP Growth Stat for China on our website each quar-

dynamics do appear to have weakened a bit recently.

ter, one week before the government’s official estimates

The energetic monetary and fiscal policy interventions

are released. Let the comparisons begin! //

adopted after mid-2015 seem to have had an impact. In
the property sector we note an improvement in the volume of transactions and projected housing in recent
weeks. That has not yet, however, translated into higher construction activity, as our W&P Construction Indicator signals. That China’s highly expansionary economic policies since mid-2015 have only managed to

Fig. 12: The state of the Chinese economy at a glance
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Quelle: Thomson Reuters Datastream, Wellershoff & Partners
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Legal Disclaimer
This report has been prepared and published by Wellershoff & Partners Ltd. This
publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other specific product. The analysis contained herein is based on numerous assumptions. Different assumptions
could result in materially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis.
Although all information and opinions expressed in this document were obtained
from sources believed to be reliable and in good faith, no representation or warranty, express or implied, is made as to its accuracy or completeness. All information
and opinions indicated are subject to change without notice. Some investments
may not be readily realizable if the market in certain securities is illiquid and therefore valuing such investments and identifying the risks associated therewith may
be difficult or even impossible. Trading and owning futures, options, and all other
derivatives is very risky and therefore requires an extremely high level of risk tolerance. Past performance of an investment is no guarantee for its future performance. Some investments may be subject to sudden and large falls in value and
on realization you may receive back less than you invested or may be required to
pay more. Changes in foreign exchange rates may have an adverse effect on the
price, value or income of an investment. We are of necessity unable to take into
account the particular investment objectives, financial situation and needs of our
individual clients and we recommend that you take financial and/or tax advice as
to the implications (including tax liabilities) of investing in any of the products
mentioned herein. This document may not be reproduced or circulated without the
prior authorization of Wellershoff & Partners Ltd. Wellershoff & Partners Ltd. expressly prohibits the distribution and transfer of this document to third parties for
any reason. Wellershoff & Partners Ltd. will not be liable for any claims or lawsuits
from any third parties arising from the use or distribution of this document. This
report is for distribution only under such circumstances as may be permitted by
applicable law.
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