Poor Economic Statistics
Fuel China’s Low
Consumption Myth
Jun Zhang and Tian Zhu

Key points
• The generally held belief that China’s consumption is too low is a myth based
on inadequate theory, a misreading of official statistics and the use of market
exchange rates for making international comparisons.
• Chinese official statistics underestimate consumption expenditure on housing,
they omit consumption paid for as benefits by the corporate sector and there are a
number of problems with the household expenditure surveys employed.
• An adjustment for statistical issues suggests that the rate of consumption is
60–65% of GDP and not the 48% based on the widely quoted official statistics
figures.
• Using purchasing power parity adjustments, China had a rate of consumption of
60.9% of GDP in 2010, quite similar to the level experienced by other East Asian
economies.

Introduction
Slowing Chinese economic growth and a sluggish world economy is leading to increasing calls for China to boost its domestic consumption. It is
widely believed that the Chinese consume too little and save too much
and, because of this, China has had to rely on investment and exports for
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its phenomenal growth in the past. Indeed, according to official statistics,
consumption makes up only 48% of China’s GDP, which means a gross
savings rate of 52%. These savings finance not only domestic investment
at the rate of 48% of GDP, but also – in the form of capital outflow – net
exports at 4% of GDP. The worldwide rate of consumption is 80% of GDP,
with the United States at 88% and the European Union at just above
80%. China’s consumption rate is much lower than that of the rest of the
world; it is also lower than it was domesThe belief that China’s
tically 20 years ago when it was over 60%
consumption is too
of GDP. China’s reluctant consumers,
low is a myth.
according to conventional wisdom, have
contributed to global imbalances, and China must adopt policies to stimulate consumption so as to not only contribute to global rebalancing but also
make China’s own growth sustainable.

Demand does not determine long-term growth
This nearly universal belief about China’s consumption being too low is a
myth based on an incorrect theory and a superficial reading of the official
statistics. First, it assumes wrongly that demand drives growth. Demand
may determine a country’s current or short-term growth rate when the
economy is operating under less than full capacity. That is the traditional
Keynesian theory. We have no argument with that. However, a country’s
long-term economic growth and development depends on its capacity
to produce, which in turn depends on the accumulation of the country’s
physical and human capital, as well as the speed of its technological progress. It is investment in both physical and human capital, and not consumption, that is an engine of sustained economic growth.
The reverse side of a low consumption rate is a high saving rate, which
makes a high level of investment possible without heavy borrowing from
foreigners. Indeed, one of the most important proximate factors behind
China’s rapid economic growth in the past few decades has been its high
rate of saving and investment. From 1990 to 2010, China’s real GDP grew
at an average rate of almost 10.5% a year, while real consumption grew at
8.6%. India, another fast-growing economy, saw its consumption grow at
an average annual rate of 5.8% in the same period, also below its average
annual GDP growth rate of 6.5%. It may sound paradoxical, but China’s
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