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A. Brief overview for the cooperation between NBS and OECD 

Since 1998, the National Accounts Department in cooperation with the 

Non-Member Division of OECD has conducted a fruitful joint research 

on business cycle analysis. The first phase of cooperation was focused on 

how to construct China's composite leading indicators at national level 

under the guidance and support of OECD expert, Mr. Ronny Nilsson, 

which led to the joint publication of Economic Cycles and Cyclical 

Indicators in China (both in English and Chinese) in March 2001. The 

second phase of cooperation explored the possibility of constructing 

regional composite leading indicators for the key areas of China using the 

OECD methodology, resulting in the joint publication of Regional 

Composite Leading Indicators in China Shanghai Region  (both in 

English and Chinese) in April 2002. At present, OECD is cooperating 

with Shaanxi Province Statistical Bureau with the aim of constructing a 

set of leading indicators. 

Business cycle analysis is an area in which China has little experience to 

date. But it is one that will become increasingly important as its economy 
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becomes increasingly market-oriented. As reforms and open to the 

outside world in the economic field are deepened,  China's economy is 

affected increasingly by the rest of world after China's ascension to WTO, 

the statistical work in China must react to these without delay, and 

provide decision-making support for counter-cycle macro-economic 

control policy adopted by governments at various levels, through 

accurately predicting the tendency of economic development, especially 

the turning points of key time series. Through the cooperation with 

OECD, we have basically mastered the business cycle analysis system 

developed by the OECD Secretariat for its Member countries and the 

application of its associated software,  including seasonal adjustment, 

identification of turning points, selection of potential indicators, 

construction of composite leading, lagged and coincident indicators, and 

so on. The work of Chinese side will focus on popularizing the OECD 

methods to all regional statistical bureaus, and incorporating their results 

into practical macro-economic analysis. We hope that the National 

Accounts Department will strengthen its cooperation with OECD in this 

field in the future, and continue to get the support from OECD experts. 

B. Construction and Application of Composite Leading Indicators 

Cyclical indicator systems are constructed around a reference series or 

reference chronology. If a single variable is used as reference series Gross 

domestic Product (GDP) would be the obvious reference indicator in 
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determining the reference cycle and in establishing the reference 

chronology of turning point dates. However, monthly statistics of GDP 

are not available. Gross industrial output is however available on a 

monthly basis and is used as target reference series for the cyclical 

indicator system. The monthly series is calculated from production data 

in value terms and covered enterprises at township level and above up to 

1997. From January 1998, the monthly collection covers all state-owned 

industrial enterprises and those non-state-owned ones with annual product 

sales revenue above 5 million yuan. Industrial output of these enterprises 

covers about two thirds per cent of total gross industrial output. 

When the reference series is selected, using peak-and-trough analysis and 

cross-correlation analysis, 13 leading ones out of 35 candidate indicators 

(see table 1) are selected, of which 9 ones are quantitative indicators, 

namely chemical fertilizer production, non-ferrous metal production, 

motor vehicle production, new starts, cargo handled at ports, broad money, 

enterprise deposits, total exports value, Base interest rate ( less than 20 

days) of Central Bank(inverted); 4 ones are qualitative indicators from 

business tendency survey conducted by the People’s Bank of China over 

5000 major industrial enterprises, namely business situation, sales 

tendency, profitability status, and raw materials supply( inverted). 

Of all leading quantitative indicators two combinations perform better, 

the first composite leading indicator is based on the following four 



 4

component series:  

(1) production of chemical fertilizer  

(2) production of non-ferrous metal  

(3) cargo handled at ports 

(4) base interest rate, inverted 

The second composite leading indicator is based on the following five 

component series: 

(1) production of chemical fertilizer 

(2) production of non-ferrous metal 

(3) cargo handled at ports 

(4) base interest rate, inverted 

(5) enterprise deposits 

If the best performing business survey series were included as component 

series to the set of components used in the composite leading indicator, 

then two best performing composite leading indicators are available, of 

which one is based on CLI1 plus business situation and raw materials 

supply (inverted), another is based on CLI1 plus business situation, sales 

tendency, profitability status, and raw materials supply (inverted). 

Table 1 List of indicators 

Indicator Start 

date 

Unit of measurement 

 (0) Gross industrial output 1978 100 000 000 Yuan, constant prices of 1990 

 (1) State gross industrial output 1978 100 000 000 Yuan, constant prices of 1990 

 (2) Production cement 1983 10 000 ton 

 (3) Production chemical fertilizer 1983 10 000 ton 

 (4) Production rolled steel 1983 10 000 ton 
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 (5) Production non-ferrous metal 1987 10 000 ton 

 (6) Production total energy 1983 10 000 ton 

 (7) Production electrical energy 1983 100 000 000 kwh 

 (8) Freight turnover volume 1987 100 000 000 ton km 

 (9) Freight turnover value 1987 100 000 000 Yuan 

(10) Cargo handled at ports 1987 10 000 ton 

(11) Retail sales value 1978 100 000 000 Yuan, current prices 

(12) Total wages & other payments 1978 100 000 000 Yuan, current prices, end month 

(13) Total loans State Banks 1978 100 000 000 Yuan, current prices, end month 

(14) Commercial enterprise loans 1978 100 000 000 Yuan, current prices, end month 

(15) Money supply M0 1978 100 000 000 Yuan, current prices, end month 

(16) Household savings 1980 100 000 000 Yuan, current prices, end month 

(17) Enterprise deposits 1978 100 000 000 Yuan, current prices, end month 

(18) Total imports value 1983 100 000 000 US$, current prices 

(19) Total exports value 1983 100 000 000 US$, current prices 

(20) Investment in fixed assets 1988 100 000 000 Yuan, current prices 

(21) Investment in construction 1978 100 000 000 Yuan, current prices 

(22) Production metal cutting machines 1986 Thousend  units 

(23) Production motor vehicles 1986 Thousend units 

(24) Base interest rate Central Bank, < 20 days 1987 Per cent 

(25) Money supply, broad  1990 100 000 000 Yuan, current prices 

(26) New housing starts 1992  

(27) Business situation 1993 Balance 

(28) Sales tendency 1993 Balance 

(29) Stocks level 1993 Balance 

(30) Domestic orders level 1993 Balance 

(31) Foreign orders level 1993 Balance 

(32) Profitability status 1993 Balance 

(33) Selling prices tendency 1993 Balance 

(34) Raw material supply tendency 1993 Balance 

(35) Investment in fixed assets tendency 1993 Balance 

   

At present, the Business Monitoring Center of NBS also developed a 

composite leading index with a composite coincidence indicator as 

reference  series(growth rate cycle), which is based on the following 

components: contracted FDI, consumer climate index, new starts in 

fixed-asset investment, Shanghai share fluctuation index (composed of 

transactions of A share and the amplitude of composite indices in 
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Shanghai stock market), commodity flow index (composed of freight 

traffic and cargo handled at ports), industrial goods sale ratio, interest rate 

margin of treasury bonds(the weighted return rate of treasury bonds with 

the term over 7 years minus the weighted return rate of treasury bonds 

with the term under 1 year in domestic treasury bond market), inventory 

of industrial enterprises. 

C. Some Problems Encountered in Constructing and Applying CLI  

What harass us in constructing and applying China’s CLI is as follows: 

1. How to prepare a consistent time series for a potential leading 

indicator? In case of China, usually the figures of the same 

month of preceding year of many indicators on monthly basis 

may be revised for various causes. If the original data without 

any change were adopted, you would not catch the real 

characteristics of their cyclical behaviour. In this case, I 

suggest that extrapolation starting from a base month using 

growth rates be a possible wayout to solve this problem. 

2. How to incorporate the results from CLI into routine 

macroeconomic analysis in an efficient way? 


