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China's current-account surplus

Incredibly Misleading Forecasts?

How not to predict one of the world’s most sensitive nhumbers
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THE leaves of the compass plant always point north. The l Wrona on so many levels
International Monetary Fund has developed a similar trait. Over Ch;,.a'gu,,m.mun¥su,p1us,o,.,ofcop
the past four years, in successive editions of its “World — Actual === IMF April forecasts
Economic Outlook”, the fund has forecast that China’s current-
account surplus would widen over the next five years, or at
least remain constant. Instead the surplus has consistently
fallen, from 10.6% of GDP in 2007 to 5.2% last year (see
chart). Undeterred, in its latest forecast the IMF says that
China’s surplus will rise to 6.8% of GDP in 2013 and almost 8%
by 2016.
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The decline in China’s surplus is partly due to the slump in its
exports caused by the unexpectedly deep recession in rich
economies. Could this explain the IMF’s overshooting? Not really: the IMF was wider of the
mark than most forecasters. In April 2009, when it predicted a surplus of 9.3% of GDP for
2010, the average forecast of five investment banks was 6% of GDP.

The IMF may have been too pessimistic about growth in China’s domestic demand (and hence
its imports), but a bigger problem is the exchange rate it uses. The fund always assumes that
real trade-weighted exchange rates remain constant, and because China has higher inflation
than America this has often implied a depreciation in its nominal exchange rate. (The IMF
does not actually spell out its forecast for the yuan but this can be calculated by dividing GDP
in yuan terms by dollar GDP.) For example, its latest forecast implicitly assumes that the
yuan will weaken to an average rate of 7.04 to the dollar in 2013 from a current rate of 6.53.
Most forecasters assume a further appreciation against the dollar. Paul Cavey at Macquarie
has pencilled in a rate of 5.8 yuan to the dollar for 2013, for example, when he expects the
current-account surplus to be 3.6% of GDP.

Since 2007 the yuan’s real trade-weighted value has not been constant, as the IMF always
assumes, but has risen by 15-20%, helping to trim China’s surplus. A forecast which assumes
that the yuan steadily depreciates against the dollar seems unrealistic. Yet by predicting a
widening current-account surplus in China, the IMF provides respected fodder for
protectionists who want to slap tariffs on Chinese goods. The fund badly needs a new
compass.

from the print edition | Finance and Economics

About The Economist online | About The Economist | Media directory | Staff books | Career opportunities | Contact us | Subscribe [+] Site feedback

Copyright © The Economist Newspaper Limited 2011. All rights reserved. | Advertising info | Legal disclaimer | Accessibility | Privacy policy | Terms of use

http://www.economist.com/node/18620934/print Page 1 of 1


http://ad.doubleclick.net/click;h=v8/3afc/0/0/%2a/s;238870513;0-0;0;56333436;3454-728/90;41273650/41291437/1;;~sscs=%3fhttp://www.europeanvoice.com/page/3032.aspx
http://www.economist.com/
http://www.economist.com/help/about-us#About_Economistcom
http://www.economist.com/help/about-us#About_The_Economist
http://www.economist.com/mediadirectory/
http://www.economist.com/mediadirectory/books.cfm
http://www.economistgroup.com/working_with_us/job_opportunities/index.html
http://www.economist.com/contact-info
http://www.economist.com/products/subscribe
javascript:O_LC()
http://www.economist.com/rights/copyright.html
http://www.economist.com/help/about-us
http://www.economistgroupmedia.com/
http://www.economist.com/legal/terms-of-use#9
http://www.economist.com/help/accessibilitypolicy
http://www.economistgroup.com/results_and_governance/governance/Privacy
http://www.economist.com/legal/terms-of-use
http://www.economist.com/help
http://twitter.com/share?_=1304447321672&count=horizontal&original_referer=http%3A%2F%2Fwww.economist.com%2Fnode%2F18620934%2Fprint&text=China's%20current-account%20surplus%3A%20Incredibly%20Misleading%20Forecasts%3F%20%7C%20The%20Economist&url=http%3A%2F%2Fwww.economist.com%2Fnode%2F18620934%2Fprint&via=theeconomist
http://twitter.com/search?q=http%3A%2F%2Fwww.economist.com%2Fnode%2F18620934%2Fprint

